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Approved W 1992

A BiLL FOR

An Act establishing requirements for investments of funds by the
state and political subdivisions of the state, including the
state voard of regents, and providing that such iInvestments
shall be regulated by the treasurer of state and the
commissioner of insurance, and providing an effective date,

BE IT ENACTED BY THE GENERAL ASSEMBLY Orf THE STATE OF IOWA:
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Section 1. Section 11.2, Code 1991, is amended by adding
the following new unnumbered paragraph:
NEW UNNUMBERED PARAGRAPH. The audits of the state bcard of

regents required under this section shall inciude a
determination of whether investments by the state bocard of
regents comply with state law, The audits shail also 1aclude
a determination of whether all contracts with outside persons
investing, advisirg in the investment of, or directing the
deposit of funds of, or acting in a fiduciary capacity for,
the state board ¢f regents or a regents institution contain
all terms required by state law.

Sec. 2. Section 11.6, subsection 1, Code Supplement 1991,
1s amended by adding the following new urnnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. An examination under this

subsection shall include a determination of whether a
governnental subdivision is complying with state law in its
investments of funds and a determination of whether al:
contracts with outside persons investing, advising in the
investment of, or directing the deposit of funds of, or acting
in a fiduciary capacity for, the governmental subdivision
contain all terms required by state law.

Sec. 3. Section 1l1.6, subsection 4, Code Supplement 1991,
1s amended by adding the following new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. An examination under this

subsecticon shall include a determination of whether a

governmental subdivision 1s complying with state law in its
investments of funds and a determination of whether all
contracts with outside persons investing, advising in the
investment of, or directing the deposit of funds of, or acting
tn a fiduciary capacity for, the governmental subdivisiorn
contain all terms required by state law.

Sec. 4. Section 12.1, Code 1991, is amended by adding the
tollowing new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. The treasurer :s responsibie for

reporting on the investment activities of all politica.
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subdlvisions with third parties, and shail make

recommendat ions as deemed necessary to the gencral assemnbly
and the governor on modification in the investing authority of

poiitical subdivisions. The treasurer shall require each

Lin 1]

political subdivision to report to the treasurer the amount ©
investments with third parties outstanding and each rew third-
party investment. The treasurer shall adopt rules pursuant to
chapter 178 and establish forms for adminiszering this
provision. Each political subdivision shall provide ail the
information required by the treasurer under this provision.

Sec. 5. Section 12.8, unnumbered paragraph 1, (ode
Supplement 1991, is amended to read as fcllows:

The treasurer cf state shall invest or deposit, subject o
chaprter 12A and as provided by law, any of vhe public funds
not currently needed for operating expenses and shall do so
upon receipt of monthly notlice from the director of revenue
and finance of the amount not so needed., In the event ¢f loss
on redemption or sale of securities invested as prescribed by
saw, and if the transaction is reported to the executive
council, neither the treasurer nor director of revenue and
filrance i1s perscnally liable but the loss shall be charged
against the funds which would have received the proftns or
interest of the investment and there s aporopriated teom the

tunds the amounti so required. Joint investments <f funds

shail be subject to section 452.10A.

Sec. 6. NEW SECTION. 12.62 INVESTMENTS BY FOLITICAL
SUBDIVISIONS —-- ASSISTANCE.

The treasurer of state shall adopt rules pursuant o
chapter 17A for providing Information and assistance to
pelitical subdivisions seeking ts iavest funds of the
political subdivision. The treasurer or the treasure!'s
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political subdivision at the reguest
supdivision, i1ncluding but not limit

regarcing the statutory regulrements
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pelitical subdivision and techrical assistance to enable the
political subdivision to invest its funds in accordance with
state law. However, the fact that information and assistance
are provided under this section to a political subdivision
shall not make the state, the treasurer ¢f state, or the
treasurer's designee llable t0o a political subdivision 1n any
manner for any loss, damage, or expeiase incurred by the
political subdivision as a result of an investment.

Sec. 7. Section 262.14, subsection 3, unnumbered paragrapn
L, Code 1991, is amended to read as follows:

Any portion of the funds may be invested by the bcard.

Joirnt investments of funds shall be subject to section

452.i0A. In the investment of the funds, the bcard shall
exercise the judgment and care, under the circumstances then
prevailing, which persons of prudence, discretion and
inteiligence exercise in their own affairs as provided ia
section 633.123, subsection 1.

Sec. 8., Section 279.29, unnumbered paragraph 2, Code 199i,
1s amended to read as follows:

Pending audit and allowance of clalims under this section,
the board shall invest moneys of the corporation to the extent
practicable, and the board may provide for the joint
investment of moneys with one or more school corporations

pursuant to a joint investment agreement. Joint investments

of funds shall be subject to section 452.10A.
Sec, 9. Secticn 302.11, Ccde 1991, is amended to read as

follows:

302.11 SCHOOL FUND ACCQUNTS -- AUDIT OF LOSSES.

The director of revenue and finance shall keep the
permanent scheool fund accounts in books provided for that
purpose, separate and distinct from the revenue bcoks. The
auditor of state shall audit iosses to the permanent schocl or
university fund caused by the defalcation, mismanagement, o
fraud o©f (ne agents or officers controlling and managing the

fund, or caused in connection with a joint investment with a

-3-
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The auditor of state shal: adopt rules purs.iant

to chapter 17A for those officers as necessary to ascertain
the losses.

Sec. 0. Secticn 331.5%%, subsection 6, Code 1%91, is
amended to read as tollows:
t—_'-\—-;

6. The treasurer shall keep all funds 1nvesies ko the
n

gextent practicable and may inves: the funds Jointly wlith one
Dr more countles, judicial dlsirict departments of
it looa

correcricnal services, cities, or city utilifties pursuan

loinr Investment agreement. Joint lovestments of funds shall

be subiect to section 45%2,10&.
o —

ec. 1. Section 384.21, Code 1991, 1s amended to read a-

9]

OWS:

384,25 JOINT INVIESTMENT Q¥ DUNDS.

[

tol

A city or a city utility board shall keep all funags
invested ro the extent practicaple and may invest the rands
lointly witnn one or more cities, utility poards, judicias
district departments of cerrectional services, or counid
pursuant to a joint lnvestment agreement, Joint
of funds shall be subject to section 452,104,

Sec. 12. NEW SECTION. 452.16& INVESTMENT OF PUBLIC FUNDS
- STANDARDS AND PROCEDURES,

1. In addition to investment standards and reguireren’s

otherwise provided by law, the investment of public fanes by

political subdivisions or thelr agencies pursuant to any iaw

o) (I & b + -
T3 I et ae

which authorizes the investment of public funds snall 8
requirenents and standards for iavestments specifiied in zhis
no3s

section, except where specifically otherwlse provided.
the intent of (his section to promote the exercise o care in
inrvesting public funds which persons of discretion and
intelligence exerclse in the management of thelr cwn aftairs,
not with a purpcse of speculazion, bun with regara to Shdc
permanent disposition of funds consodering the prupable
as wei. as the probable safery of capital., The orimary

of 1nvestiment prudence shall e vased ia hhe Sfollowing orides
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of priority:

a. Safety of principal is the first priority.

b. Maintaining the necessary liquidity to match expended
liabilities 1s the second priority.

c. Obtaining a reasonable return is the third priority.

2. The joint investment of public funds by political
subdivisions or their agencies shall be subject to the
following:

a. As used in this section, "operating funds" mean those
funds which will be expended during a current budget year oOr
within twelve months of receipt. Operating funds must be
identified and separated as distinguished from al.: other furds
avallable for investment.

b. Operating funds may only be jointly invested In
investments which mature within three hundred sixty-five days
and which are authorized by law for the investing agencies or
subdivisions.

c. The weighted average maturity of all operating fund
investments shall not exceed ninety days.

d. 1In order to ensure that jolnt operating fund
investments can be liquidated without risk of principal :ioss,
the market value of such investments must not be permitted to
fluctuate by more than one-half of one percent from the
amortized cost therecf. If such fluctuations cccur, actions
must be taken promptly to maintain the principal value of such
investments.

e. The trading of securities in which any operating funds
are invested for the purpose of speculation and the
realization of short-term trading profits are prohiblited.
Only investments having maturities consistent with the needs
and use of the investing agencies cr subdivisions shall be
made .

t. Poliltical subdivisicns shall appreove written investment
policies which incorporate the guidelines spec:ified in this

section and any other provisions deemed necessary to
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adequately safequard invested public funds.

g. This section shall not be construed to supersede
chapter 453.

Sec. 13. NEW SECTION. 502.613 JOINT INVESTMENTS WITH

POLITICAL SUBDIVISIONS.
The administrator shall regulate and supervise companies

jointly investing or managing funds for political
subdivisions. The administrator shall adopt rules pursuant to
chapter 17A regarding reasonable fees for institutions acting
as custodians of funds or transferring funds for political
subdivisions involved in joint investments and other rules
necessary to administer this section.

Sec. 14. Section 905.6, subsection 4, Code Supplement
1991, is amended to read as follows:

4. Prepare all budgets and fiscal documents, and certify
for payment all expenses and payrolls lawfully incurred by the
district department. The director may invest funds which are
not needed for current expenses, jointly with one or more
cities, city utilities, or counties pursuant to a joint
investment agreement. Joint investments of funds shall be

subject to section 452.10A.
Sec. 15. EFFECTIVE DATE. This Act, being deemed of

immediate importance, takes effect upon enactment.
EXPLANATION

This bill requires an audit of governmental subdivisions or
the state board of regents to contain an audit of the
contracts with outside persons acting as investment advisors,
investing or directing the investment of funds or acting in a
fiduciary capacity for those political subdivisions required
to be audited under section 11.6 or for the state board of
regents. The bill also provides that the treasurer of state
shall report on joint investments of, and shall adopt rules to
provide information and assistance regarding investment law
requirements and other matters to, political subdivisions

desiring to invest funds. The bill further provides that the
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commissioner of insurance, as the administrator for the
securities law, shall regulate companies jointly investing or
managing funds of political subdivisions and shall establisnh
rules governing what is a reasonable fee for an institution to
charge as a custodian of funds or to transfer funds for
political subdivisions involved in joint investments.

The b1ll also establishes guidelines to protect funds
invested jointly by the state and political subdivisions,
including the treasurer of state's office and the state board
of regents,

This bill takes effect upon enactment and may inciude a

state mandate as defined in section 25B.3.

53 54828V 74
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SENATE FILE 2036
FISCAL NOTE

A fiseal note for Sepate File 20636 is hereby submittcod pursueant ro Joint Ruts
17, 2ara used In developing this fiscal note is availahie {-em i fepidlative
‘iscal Bureau to members of the leg:islature upon request.

Senate File 2036 requires an audit of governmental subdivis:ions or the Board of

o
Regenrs to concain an audit of contracts with third parties holdirg “unds or
acting n  a fiduciary capaciiy for those governmental subdivisions, The hill
also requires the lreasurer Lo report on joint investments of politicai
subdivisions and to adopt administrative rcules to obtain rthe necessary
information. The Commissioner of Tnsurance ls required te regularte companies
jointly investing or managing funds for political subdivisicns and establish
administrative  rules goverrning the fee charged by the luad custodian.
Cuidelires o protect funds invested Jointly by the State and political
subdivisions, inciuding the Treasurer and 3oard of Repents, are estabiished.

Fiscal Impact:

i. The combined audit costs for the Regent's institutions wouid increase
) between §5,000 and $10,000 annuailv.
' 2. The Office of the Treasurer will be able to provide technical assistance

and collect the vrequired informarion within current hudget and stafting
ievels, assuming the volume of requests and informaticn is not excessive.
3.  The cost to the Oftice of cthe Auditor cannot be estimated. (The DIifice
has 1ndicated that 1its responsibilities are not defined with sufficient

clarity.)

4, The Insurance Divigsion, Commerce Commission, would need an additional
auditor (1.0 FTE position). The one-time, start-up costs would be $5,000
with on-going annuai costs of $42,830 for salary and audit expenses.

S. There are no significant costs for the Department of Revenue and ¥Finance.

6. The cost to the poiitical subdivisions cannot be estimated huf may be

significant.

Sources:

Auditgr of State

Board ot Regents
Treasurer of Staze
Commissioner of Insurance

Teague of lowa Municipalities
(LSB 5482y, MLDF)

48]
-

; DENNIS PROUTY, FISCAL DIRECTOR

PILED FLEBRUARY 14, 1992
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SENATE CLIP SHEET FESRUARY 24, 18G2 Page 2

S-5085
Page 2
1 In the investment of tne funds, the board shall
exercise the judgment and care, under the
circumstances then prevailing, which perscns of
prudence, discretion ané Intelligence exercise in
their own affairs as provided in section 633.123,
subsection 1.

Sec. 4. Secticn 279.2%, vnnumbored paragraph 2,
Code 1991, is amended tc read as [ollows:

Pending audit ard allowance of claing under
section, the board shall invest moneys of the
corporation to the extent practicable, and &the board
may provide for the joint investment of monevs with
one or more school corporations pursuant to a joint
investment agreement, All investments of funds shall
be subject tc sections 452.10 and 452.10A and other
applicable iaw.

Sec. 5. Section 302.11, Code 1991, 1s amended to
read as follows:

302.11 SCHOOL FUND ACCOUNTS -- AUDIT OF LOSSES,

The director of revenue and finance shall Xeep the
permanent schoocl fund accounts in books provided for
that purpose, separate and distinct from the revenue
books. The auditor cf state shali audit losses to the
permanent school or university fund caused by the
25 defalcation, mismanagement, or fraud ef-the-agents-or
26 oftfieera-econtroiting-and-managing-the-fund. The
27 auditor of state shall adopt rules pursuant to chapter
28 17A for those officers as necessary to ascertailn the

29 losses,
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30 Sec. 6. Section 331.555, subsection 6, Code 1991,
31 i1is amended to read as follows:
32 6. The treasurer shall keep ail funds invested to

33 the extent practicable and may invest the funds

34 jointly with one or more counties, judicial district
35 departments of correctional services, cities, or city
36 utilities pursuant to a joint lnvestment agreement.
37 All investments of funds shall be subject to sections
38 452.10 and 452.10A and other applicable law.

39 Sec. 7. Section 384.21, Code 1991, is amended to
40 read as follows:

41 384.21 JOINT INVESTMENT OF FUNDS.

4?2 A city or a city utility board shall keep all funds

43 1nvested to the extent practicable and may invest the
44 funds jointly with one cr more cities, utili:y boards,
45 judicial district departments of correcticnal

16 services, or counties pursuant to a jolnt investmentk
47 agreement. All investments of funds shall be subject
48 to sections 452.10 and 452.10A and other applicable

49 law.

50 Sec. 8. Section 452.10, Code Supplement 1991, is
5-5085 -2-
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2. The treasurer
authcrized to invest
of this state, when i
fundg, shall exarcise
dillgence under the clrc
a prudent person actin .n
familiar with such matters
goals of this subsection.
when nakirg investment &
bna_* censider the

yS withlin the oo:
ertlyv and the gocal
goals of -nVEStHEﬂ_ I udence snall
following corder of pricricy:

a. Safety cf principal is

b. Mainta‘niﬁg the necessa
expected liabl 1c1es is
" ¢. Obtaining a
pricrity.

3. Investments of public £
accordance with writren pcliicies.
investment po-:cy shall address the gca
subsecticn 2 and shall also address, bput
limited tc, diversification, maturity,
capabllity of investment management.

4. The treasurer cf state and all other state
agencles authorized to invest ~u“cc shall cnly
purchase and invest in the follcowing:

a., Obligations ¢f the United States government,
its agencies and instrumentalities,

o, Certificates of deposit and cther evidences of
depcsit at federally insured depcsitory institutflicns
approved pursuant to chapter 453.

C. Prime bankers' acceptances.

d. Commercial paper or other s4
debt rated within the twe Rhighest ¢
established by at ieast one of
services approved by the super
rule adopued pursuant to bhao
the “ime of purchase nc more
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Page 4
amounts invested in commerclal paper shall be inveured
1t paper rated in the seconé nignest classification.

€. Repurchase cgreements whos2 underiying

collarera: congists oL ni investments sert out oin
paragrapns "a" th Gt LT Lhe treasurer of star
or state agency autn;ri; . Lo rnvest iSE Lakes
delivery of the culliat~ral “Ei'- f4; ELy or thrc g
an auvthorized cususdian.  re :
include reverse repurchase agreeme”t:.

£. Investmencs authuclzed "o 2 fowa public
employee retirement syste.. in & o0 97B.7,
subsection 2, paragraph "b", excey tual investment
common stocks 1s not permitted.

g. An open-end managameni iavestment cempany
organized 1n trust form registered with the federal
securities and excharge cominiss-un under the federa.
Invesiment Company Act of 194(C, 17 1U.S.C. § 80(a) ard
operated i accordance with 17 C.F.k. § 270.2a-7.

FPutures and options oontracts 2ve not permissibie
investments,

5. Political subdivisions cf tais state, includinz
entities organized pursrant to cnepter 28 whass
primary function is cthe: ilaan - ;ViuL1y invest
publiic funds, shall on. ' surchas® and invest in rhe
following:

a. Obligations <o .= iitec . oLalaes govn
its agencles and irnstvincs.aliiles,

b. Certificates of deposit anc
devosit at federa ‘fy Lrsured depnsis
approved pursuant to chapirer 453.

c. Prime banxers' accepntanccs.

d. Commercial paper «r oI
debr rated within tne two hiaghess
established by at least one ol ths
services approved by ¢ :
rule adopted pu:suang Lo Lnap\e
the time ©of purchase nc more *hgr
amounts invested in co meLU;UL pa

e.
ccllateral consists o‘ the lnvescmenss se.
paragraph "a" 1f the subdivision takes deliv
collateral either directly or :ihrough an auth
custodian. Repurchase agreements 4o not
reverse repurchase agreements.

f. A joint investment trust organized pursuant ho
chapter 28E or an open-end manacemen“ investment
company, provided :that such entities are registerzd
with the federal securities and exchang= comn, ssicn
under the federal Investmeni Ccmpany ACt of 1540,

S5-5085 -4-
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i U.5.C. 5 8C(a), and are cpezazed Lo
' 2 C.Fr.R. § 270.2a-7,
3 Tutures ané cptlens CONLIracos arl
4 investments. The orovisi.ocx i zec
5 aisc be satisfied Ty the _urChase
6 6. Investmen:ts Dy =he Tiwa T oL
7 retirement sSystem &re goverae. o T
8 not subject to %als seciion
9 Sec. §. NEW SZCTIOM. 452..04
10 MATURITY AND PROCEDURAL LIMITATICNS
R i. In additicn to tne invesInsn
12 reguirements otherwise reguired 2o
13 section 452.10, subsections 3 anc 5
14 shall apply te the investment zf pu
15 individual political subdivisicn ¢:I
16 including entities organized Duisua
17 whese primary function 1s other trz
i8 pubiic funds:
19 a. As used in this subsection.
20. means those funds which are reas
21 expenced or cCisbursed during the cu
22 or within fifteen mon:ths of recelidnt
23 b. Cperating funds =~ .37 D2 acco
24 manner s$o as to be cGlstinguishadle
25 funds available for depcsit = a2
26 c. Operating Zunds snhall cn.s ¢
' 27 investments wnich mature within nr
28 seven days ana whicn are autheorized
29 investing cublic entlicy.

30 d. A contract for tne Lnvestmoen
1 public funds shall not provide Ior
32 agent or fiduciary based upcn perfo

33 interest rates.

34 2. The invesiment standards anc
35 otherwise reguired by law, i‘c;uc,:
36 subsections 3 anc 5, governing che

37 public £funds dec not supercede chape
38 construed so as to add o and not =
39 reguirements of cnaoter 453 regarc:
40 deposits in financial institutions.
41 Sec. 10, NEW SE CT-ON. 452.108

342 QF INVESTMENT PQOLICIES.

4 i. The written inves:iment dolic
44 section 452.10 shaill be delivered «
45 following:

& a. The governing body or office
47 entity to which the policy applies.
4 b. All depocsitory institutions

¢9 public funds of the public antity.

50 ¢c. The independent auditor oI =

5-5085
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1 2. At the time of audit, the auditor shall alse
perform compiilance testi of a reasonadbie number oOf
transactions in reldt-cn 1< ihe tortal assets lnvestea
and quantity of fransactions of the public entlty .a
the course of the audlt o5f the publlic entity unger
section 11.2, 1i.6, ¢ 307 The o aucit Cenport sta.
specifically review intoryrnal conbtr.. struco res.  “ha
suditor shall veport the resuliis of rhe congiiaanze
testing in the audit repoct. The auvditor may make
recommendacions for changes to eltner the lnvostment
policies or practlces cor intornal control structures
to improve safety or compliance. The yoverning bdbody
of the entity and the officer responsinle for deposits
or investments of the public entity shail taxe
immediate steps %o remedy the causes of any reported
incidents of norncompliance to assure future
compliance.
3. The audit report o»f the public eatl

include a review of the most r=2cent :eyula:
€1
F

M)

~
-

?—.l:,.l\‘
SO U A o~ SO D SOV

S

b=t pes g

b= -
[Nelie o]

examination report or oizpendent sualn or
outside persons dcing onr or more I the
the public entity:

a. Investing pubilc . 435,

b. Advising on rthe 1avaesonent

c. Directing the degosit of
funds.

d. Acting 17 a firducia:
entity.

The review by the auditor ¢f . - moo 2¢an,
report o sharenciders ¢ an omen~onad mansje.aent
investment company regiscered wirn the !
securities and exchange CcOMMIS3ILON Un
Investment Company Act i 197¢, 15 U.
pursuant to 17 C.F.R. 3§ 270.20d-1 shall
review requirements of tnhils subsecticon.

The auditor shall advise the public eniitvw
concerns raised by review of such veports oo
parties.

Sec, 11. NEW SECTION. 452.10C REGULATICGN Or
PUBLIC FUNDS CUSTODIAL AGREEMENTS.

A commission consisting ¢f the treasurer of stale,
the auditor of state, the commissioner of iLnsurancsa,
the superintendent of banking, the superintendent oI
savings and loan asscclations, and the supeériatendent
of credit unions, shall adept rules under chapter L7A
requlring the inclusion in public Iunds custodial
agreements cf any provisions necessary to prevent 1ass
cf public funds.

49 The superintenrndent of bankwng sr:’l anforce
50 compliance with rules adopted purscant o tnis sectiun
S-5085 -6-
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with respect to banks organized under chapter 524 and
acting as or designating custodians of public fund..
The superintendent of credit unions shall enforce
compliance with rules adopted pursrint to this sect.on
with respect to credit unicns organized under chapter
533 and acting as or designatinag custodians of public
funds. The superintencent of savings and loan
associations shall enforce compli:ace with rules
adopted pursuant to this section with respect to
associations organized under chapcer 534 and acting us
or designating custodians of public funds. The
administrator under chapter 502 shall enforce
compliance with rules adopted pursuant to this section
with respect to all other persons acting as or
designating custodians of public funds.

As used in this section, "public funds custodial
agreement'" means any contractual arrangement pursuant
to which one or more persons, including but not
limited to, investment advisors, investment companies,
trustees, agents and custodians, are a thorized to act
as a custodian of or to designate ancther p=rscn to
act as a custodian of public funds or any security or
document of ownership or title evidencing public funds
investments other than custodial agreements between an
open—-end management investment ccmpany registered with
the federal securities and exchange commission unrder
the federal Investment Company Act of 1840, 15 U.S.C.
§ 80(a) and a custodian ba:nk.

As used in this section "public funds" means public
funds as defined in section 453.1, and any borrowed
funds which are secured by a pledg> of public funds as
defined in section 453.1, or future receip%s or
revenues of the state or 4 political subdivision.

Sec. 12. Section 453.16, subsecticn 1, unnumbered
paragraph 1, Code 1991, is amended %0 read as follows:

Before a deposit of public funds is made by a
public officer with a depository instituticn in excess
of the amount insured by federal deposit insurance or
federal savings and loan insurancer-and-befere-the
tnvestment—of-pubtie-£funde-in-tnvestments—anthorized
tn—-seetton—-452-18-which-etther-are-not-obitgatiens-of
or-guaranteed-by-the-Bnited-States-government—-or—any
ef-tta-agenectes;—are-in—excess-of-tne-amount-insured
by-federal-depestt-itnsurance-cr-£faserat-savings-and
tean-insurancey;-or-are—tnvestments-py-—the-treasurer—of
state-speetfieatiy-anthorized-by-section-452-1+6-ro-be
made-as-additienat-itnvestments-under-section—-978s775
Subseectiron-2y-paragraph-4bi; the puplic officer shall
obtain security for the deposit er-investment by one
or more of the following:

S5-5085 -7
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1
2
3
4
>
6
7
8
9
0
1
2

8

Sec. 13. Section 453,16,
b, unnumbered paragraph 2, Code 1991,
read as fcllows:

Direct obligeczicns of,
insured or fully guarance
interest by, the ite” ¢f “mzrica, which may
be used to secure the dep of public Zunds cunder
subparagraph (1), include investments in an gpen-enc
management investment ccmpany or investmen: truse
registered under the federgl Investment Company Ac:

1, paragraph

amended tc

subsecticn
is
cbligeticns zhat are
2 s t& »rincipal and
T
ol

-

FAN <3S
1940, 15 U.S.C. § 80a, and cperatecd in _accordance «i
17 C.F.R. § 270.2a-7 the-pertforito-of-whieh-ts~ztmzted
ce-the-HUnteed-States-gevernment-cetzgattons-desecibed
in-subparagraph-ti}-and-te-repurchase—agreemenss~fuisd
cotiateratized-by-the-Eniteed-Statez-gevernmens
ebiigationz-described-in-subparagrapn-tity~if-the
tnvestment-company-or-investment-erust~tarea-dertvery
of-the-cotiaterati-etrther-dvrectiyv-or-through-an
autherized-enstedian.

Sec. 14, EFFECTIVE DATE. This Act, belng deened
of immediate importance, takes effect upon enactment.
The requirements for adoption of rules, written
investment policies, audit standards, and cther
administrative duties shail be impilemented as soon as
possible but not iater than September 1, 1892. This
Act does not apply to an iavestment made on =r before
the effective date of 5 Act or to a joint
invesiment trust crganized pursuan:c to chapter Z8E
pricr to the effective date of this Ach, except that
such a joint investment ctrust shall fully comply with
this Act by Juliy 1, 1993."

2. Title page, by striking lLines through 5 and
inserting the following "Ar Act relating o
regulating the investment of pubilc funds an
providing an effective date."

By COi
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SENATE FILE 2036

Chairperson

§-5018

1 Amend Senate File 2036 as follows:

2 l. Page 2, line 27, by insertin £ :

' by g before the word

3 "ASSISTANCE" the following: "INFORMATION AND

4 TECHNICAL™. .

S 27 Page 2, line 29, by inserting before the word

6 "assistance" the following: ‘“technical".

7 . 3. Page 2, lire 32, by inserting before the word

8 "assistance" thne following: ‘"technical".
‘9 3} 4. Page 3, line 3, py inserting before the word
10 "assistance" the following: "technical".

By COMMITTEE ON STATZ GOVERNMENT
JOEN KIBBIE, Chairperson

5-5018

FILED ZANUARY 30, 1392
Oloer @ o/ éﬁof?,égv!
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SENATE FILE 2036
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Amend the amendment, S-5085, to Senate File 2035 as
follows:

1. Page L, by inserting before line 4 the
following:

"Sec. . Section 11.2, Code 1991, is amended to
read as follows:

il.2 ANNUAL SETTLEMENTS.

1. The auditor of state shall annually, and
oftener if deemed necessary, make a full settliement
between the state and all state officers and
departments and all persons receiving or expending
state funds, and shall annually make a complete audit
of the books and accounts of every department of the
state,.

Provided, that the accounts, records, and documents
of the treasury department shall be audited daily.

Provided further, that a preliminary audit of the
educational institutions and the state fair board
shall be made periodically, at least quarterly, tc
check the monthly reports submitted to the director of
revenue and f£inance as reguired by section 421.31,
subsection 4 and that a final audit of such state
2gencies shall be made at the close of each fiscal
year.

2. In coniunction with the audit of the state
board cf regents required under this section, the
auditor cf state shall also perform tests for
compliance with the investment pclicy of & reasonaple
number ©f investment transactions in relation to tne
total investments and quantity of transactions in tné
period audited. The results of the compliance testing
shall be reported by the auditor of state in

accordance with generally accepted auditing standards.
Thne auditor of state may also make recommendaticns for
changes to investment policy or practices. The stacte
poard of regents 1s responsible for the remecv ol
repcrted noncompliance with its policy or practices.

Except for security for public deposits as provided
in sections 453.16 through 453.19 and sections 453.22
and 453.23, as part of 1ts audit, the state boarc of
regents is responsible for obtaining and providing to
tne auditor of state the audited financial statements
anc related report on internal control structure of
cutside persons, performing ary cf the following for
the state board of regents:

a. Investing public funds.

b. Advising cn the investment ¢f public funds.

c. Directing the deposit or investment of pudlic
cunds.
d.

Acting in a fiduciarv cavpaclity £c¢r the gtate

5118 -1~
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Page 2
beard ¢f regents.
The review by the auditor oﬂ_

i [0
e

recent annual rencrt to sharehoic
management i.vestment COMpPany cr
4nvestw9ﬁt company Or inves:im
the federal securiiles oad
the federal Tnvestment Comp
§ 80{a}), pursuant €o i7 § R
satisfy the review requir S G
All outside persons srall nol
tate board of regenis supcdivision wi L
of receipt of communicaticn {rom the L
¢cr any reguliatory autﬁority of <
material weakness in internal control structure, Or
regulatory complaints, orders, or sanctions &g¢alns
the outside perscn. This provisgion to provide
shall not be iim.ted, or avocided, by contrace.

Provided, however, that to the zxtent thai &
provision of this subsection conilicts with federal
law, it shall be construod tO avoid Such COonfiicei.

To the extent that & provision of this subsection
conflicts with federal law, it shall be construed to
23 avoid such conflict.

24 Sec. . Section 1l1l.6, subsection 1, Code

25 Supplement 1991, is amended to read as follows:

26 1. a. The firancial condition and transactions of
27 all cities and city offices, counties, county

28 bospitals organized under chapters 347 and 3474,

29 memorial hospitals organized under chapter 37,

30 entities organized under chapter 28F having gross

3. receipts 1in excess of one hundred thousand deocllars in
32 a fiscal year, merged areas, area education agencies,
33 and all school offices in school districts, shall be
3¢ examined at least once each year, except thai cities
35 rhaving & population of seven hundred or more but less
36 than two thousand shall be examined at least conce

37 every four years, and cities having a population of

38 less than seven hundred may be examined as otherwise
39 provided in this section. The examination shall cover
40 the fiscal year next preceding the year in which the
41 audit is conducted. The examination of school oifices
42 shall include an audit of all school funds, the

43 certified annual financial report, and the certified
44 enrollment as provided in section 257.11.

45 Examinations cf community colleges shall inciude an

46 audit of eligible and noneligible contact hours as

47 Gefined in section 286A.2. Eligible and noneligible
48 contact hours and the certified enrollment shall pe

4 certified to the department of management.

50 Subject to the exceptions and requiremen:s of

5-5118 -2-
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1 subsection 2 and subsection 4, paragraph "c",

2 examinations shall be made as determined by the

3 governmental subdivision either by the auditor of

4 state or by certified public accountants, certified in
S5 the state of Iowa, and they shall be paid from the
6
7
8
9

proper public funds of the govarnmental subaivision.
b. In conjunction with the audit of the
governmental subdlivisicn required uander this section,
the person performing the audit shall also perform
10 tests for compliance with the investment policy of a
11 reasonable number of investment trznsactions in
12 relation to the total investments and quantity of
13 transactions in the period audited. The results of
14 the compliance testing shall be reported in accordance
15 with generally accepted auditing standards. The
16 person performing the audit may alsoc make
17 recommendations for changes to investment policy or
18 practices. The governmental subdivision is
19 responsible for the remedy of reported noncompliance
20 with its policy or practices.
21 Except for security for public deposits as provided
22 in sections 453.16 through 453.19 and sections 453.22
23 and 453.23, as part of its audit, the governmental
24 subdivision is responsible for obtaining and providing
» 25 to the person performing the audit the audited
o 26 financial statements and related report on internal
’ 27 control structure of outside persons, performing any

28 of the following for the governmental subdivision:

29 (1) Investing public funds.

30 (2) Advising on the investment of public funds.
31 (3) Directing the deposit or investment of public
32 funds.

33 (4) Acting in a fiduciary capacity for the

34 governmental subdivision.

35 The review by the person performing the audit of

36 the most recent annual report to shareholders of an

37 open-end management investment company or an

38 unincorporated investment company or investment trust
39 registered with the federal securities and exchange

40 commission under the federal Investment Company Act  of
41 1940, 15 U.S.C. § 80(a), pursuant to 17 C.F.R. §

42 270.30d-1 shall satisfy the review requlrements of

43 this lettered paragraph.

44 All outside persons shall notify in writing the

45 governmental subdivision within thirty days of receipt
46 of communication from an independent auditor or any

47 regulatory authority of the existence of a material

48 weakness in internal control structure, or requlatory
49 complaints, orders, or sanctions against the outside
50 person. This provision to provide nctice shall not be
S-5118 -3~
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limited, or avoided, by contract.

The auditor of a joiat lavasiment trust srnall £
all gxeminait.0n reporis wit @ Lam £
Securities burfau oOf the I T
Geparienc Of commerce wit!
tne examination. Tne sudi .
the acdministrator of anv v
internal ccntrol structure

Provided, however, Lhat
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30

32

J

&

subdivision doeg ncot have a
oovernmerLal subdivision sh

outside person other than &
pursuant to section 4£52.1C,

Ilfll
Sec. . Section 11.6, subsection 4, Codas
Supplement 1991, is amended by adding thne fcliowing

new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. An examination under
thi1s subsection shall include a determlnatlon Qf
wnether investments by the governmental sublivisiocn
are authorized by state law."

2. Page 1, line 8, by striking the words
agencies” and inserting the following: ",
instrumentalities, and agencies of the state”.

3. Page 1, by striking lines 22 through 45 and
inserting the following:

"The treasurer of state shall adopt rules pursuant
to chapter 178 for providing technical information and
assigstance to political subdivisions,
instrumentalities, and agencies of the state
authorized to invest funds which are seeking to invest
public funds. Tne treasurer or the treasurer's
designee shall provide technical information and
asslistance to a political subdivision,
instrumentality, or agency of the state authcrized to
invest funds at the request of the political
subdivision, instrumentality, or agency of the stace
authorized to invest funds, including but not limited
to technical information regarding the statutory
requirements for investiments by the political
subdivision, instrumentality, or agency and technical
assistance to enable the political subdivision,
instrumentality, or agency to invest funds in
accordance with state law. However, the fact that
information and assistance are provided under this
gection to a political subdivision, instrumentaliiy,
or agency authorized to invest funds shall not make
the state, the treasurer of state, or the treasurer's
designee liable to a political subdivision,
Instrumentality, or agency of the state in any manner
2118 —4-
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"sSec. . ES=cclizsn I2Z 2, Tcée 1890
is amencded Ic r:ad as Scllows::

2. DThz preclze srganlzaenliin, ComMposLtion and
nature oI any separaiz L&galL oY aarinistrative entl:,
creazted tnereoy togetner wizh the powers delegated
thereto, provided such 2atizy say be legally createc.
Scwever, I the agresment &stac.ishes a separate lecal
Sr acministretive enzity, tne 2ntity shall, when
tavesting fundgs, comply wiin t2e Drivisicns of
secticons 452.19 and 4S2.10A tarcugn 452.10C anc cther
eppiicap.e law."

5. Page 2, by inserting after line 10 the
fciiowing:

"The treasurer ¢f state and the treasurer of esach
political subdivision shall at a.. times xXxeep iLunds
coming into thelr possessicgn as public meney in &
vauls or safe to be provided Zsr that purpcss TI in
one or mére depositories approved Dursuant LT chabter
453, Hewever, the treasurer oI stéte and the
treasurer of each pelitical subdivision shall lavest,
uanless otnerwise prcvided, any pusiic funds ncc
curzently neecded in investments authorized dy thls
secticon.”

5. DPage 3, by striking line 3% and inseri{inc tne
following: "ilimited to, ccomp.Liance with state law,
diversification, maturizy, gualizy, and".

7. Page 3, line 40, by inserting zf:er the wcra
“instrumentalities" the following: "that are insured
cr fully guaranteed by the United States ¢f america'.

8. Page 4, line 1, by inserzing afcer the werd
"raper” +the fcllowing: “and other short-term
cerperate debt".

5. Page 4, iine 2, Dy inserting ait2r the word
"paper" the folliowing: "and debt”.

10. Page 4, .Line 18, by inserting afcer the
figure "270.2a-7" cthe Zcllowing: ", the porticiio of
whigch is iimized zZc investments authcrized dv
saragraphs "a" =through "e"", '

“l. Page 4, linmes 21 through 24, Ty siriking the
words ", including entizies crganized pursuant o
chapter 28E whese primary Zunctlicn is other than o
cointly Invest publiic Zunds,”.

12, Pacge &, line 27, oy inserzing &fter cra
"lngtrumentalliziegs” the Iollowing:  'That = el
zr Iully gueranteed by tne Unlted Ztizes of sz,
113 -5-
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12. Pace 4, line 3%, by striking the words “shail
D2 in papesr® and inserting the following: "and other
short-term corporate cebdt snall be”.

14. By striiting page 4, line 47, through page 5,
line 2, and inserting tne “ollowing: ‘"chapter 28E
organized grior ¢ ard er.:. =g in good standing on
the effactiva date gf Chis AC: Provided that the

n 'a
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22
23
24
25
26
27
28
28
30
3i
1z
33
34
39
36
37
38
34
40
41
42
43
44
45
460
4
a8
ig
50

— (D .

t least one of the
roved by the
rule adopted pursuant to

standard rating services ap
superintendent of banking b
chapter 17A.

g. An open-end manag2ment lnvestment company, Ot
an unincorporated invesiment company or investment
trust, or a joint investment trust organized pursuant
to chapter 28E on or after the effective date of this
Act, provided that such entitizs are registered under
the federal Investment Company Act of 194Q¢, 15 .S.C.
§ B8C(a), and are operated in accordance with 17 C.F.R.
§ 270.2a-7, the portfolio of which is authorized by
section 452.10. An open-end management invesiment
company, Or unincorporated investment company of
investment trust, or a joint investment trust
organized pursuant to chapter 28E on or after the
effective date of this aAct shall be rated within the
two highest classifications by at least one of the
standard rating services approved by the
superintendent of banking by rule adopted pursuant to
chapter 17A."

15. Page 5, by inserting after iine $ the
following:

"The trading of securities in which public funds
are invested for the purpose cof speculation and thne
realization of short-term trading profits is
prohibited,

The investments by a political subdivisicn or
agency must have maturities that are consistent with
the needs and use of that political subdivision or
agency."

16. Page 5, by striking lines 11 through 50 and
inserting the following:

“1l. The investment of public funds which are
operating funds by a political subdivision shall be
subject to the following:

a. As used 1n this section, "operating funds”
means those funds which are reasonably expected to bhe
expended during a current budget year or within
fifteen months of receipt.

b, Operating funds must be identified and
distinguished from all other funds available for

L s I TR
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1 1lnvestment.

- 2 c. Operating funds mey only be invested in

3 investments which mature within three hundred ninetv-
4 seven days or less and whicn are authorized by law I:o:
5 the investing public entity. If the operating funds
6 are dbeing ilnvested jointly, cthe fellowing additional
7 requirements apply:
8 {1}y The weighted average maturity of all operating
9 fund investments shall not exceed ninety days.
0 (2) In order to assure that the investments can be

liquidated without risk of prizcipal loss, the market
value of the investments must nct be permitted to
filuctuate by more than cne-half of one percent from
the amortized cost thereof. IZ larger fluctuations
cccur, actions must be taken promptly to maintain the
principal value of such investments.

2. All investments of public funds by political
subdivisions shall be subject to the following:

a. Each investment must be autnorized by
20 applicable law and the written investment policy of
21 the political subdivision.
22 b. The trading of securities in which any public
23 funds are invested for the purpose of speculation and
24 the rea1lzatlon of short-term tradlng prof ts is
5 prchibited.
- 26 c. Investments by a political subdivision must
‘n. 27 have maturities that are consistent with the needs and

Q0 ~} Gy U £ LI b b
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28 use of that political subdivision or agency.

29 d. Each politfical subdivision whose investments

30 invoive the use of a public funds custedial agreement,
31 as defined in section 452.10C, shall comply with rules
32 adopted pursuant to section 452.10B relating tc those
33 investments. ALl contracts providing for the

34 investment of public funds shall be in writing and

35 shall contailn a provision requiring that all

36 investments shall be made in accordance with the laws
37 of this state. The political subdivision also shall
38 submit information about investments involving outside
39 persons to the treasurer of state as required by rule
40 adopted under section 12.1 which shall be public

41 records under section 22.1.

42 e. A contract for the investment or deposit of

43 public funds shall not provide for compensation of an
44 agent or fiduciary based upon investment performance.
45 3. A treasurer of a political subdivision may

46 1nvest funds of the political subdivision or agency

7 that are not operating funds in investiments having

8 maturities longer than three hundred ninety-seven
9
0

days. Subsection 1 does not apply to public funds
that are not operating funds cr to public funds that
5-5118 -7-
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4. As used in this seccion, "public funds"” means
all funds that are public funds within the meaning of
section 453.1, subsection 2, paragraph "b", except
state funds invasted by the treasurer of state.

5. This section shall not be construed %o
persede any provision of this chapter or of chapter
3
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Sec. - NEW SECTICN, 45%2.10B WRITTE}
INVESTMENT POLICIES.

1. Political subdivisions shall approve written
nvestment policies which incorporate the guidelines
specified in section 452.10, sections 452.10A through
452.10C, and any other provisions deemed necessary to
adequately safeguard invested public funds.

2. The written investment policy required by
section 452.10 shail be delivered to all of the
following:

The governing body or officer of the public

o which the policy appiies.

All depository instituticns or fiduciaries for
funds of the public entity.

The independent auditor of the public entity."
Page 6, by striking lines 1 through 38.

18. Page 7, by striking lines 20 through 33 and
inserting the following: “funds as defined in section
453.1. However, this section dces not appily to public
funds that are invested under the provisions of a
resolution or irdenture for the i{ssuance of bonds,
notes, certificates, warrants, or other evidences of
indebtedness. To the extent that a provision of this
section conflicts with federal law, it shall be
construed to avoid the confliet.*®

19. Page 8, by inserting after line 19 the
following:

"Sec. . NEW SECTION. 502.7581 PUBLIC JOINT
INVESTMENT TRUSTS.

-+ A joint investment trust organized pursuant to
chapter 28E for the purposes of joint investment of
public funds is subject to the jurisdiction and
authority of the administrator, inciuding all
requirements of this chapter, except the registration

S-%iie -8~
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1 provisions of section 502.201 and 502.218.
2 2. The administrator may make examinaticns within
3 or without the state, of the business and records of
4 each joint investment trust, at the times and in the
S scope as the administrator determines. The
6 examinations may be made without prior notice to the
7 joint investment trust or the trust's investment
8 advisor. The administrator may copy all reccrds the
9 administrator feels are necessary to conduct the

examination. The expense reasonably attributable to
the examination shall be paid by the joint investment
trusts whose business is examined, but the expense so
payable shall not exceed an amount which the
administrator by rule prescribes. For the purpose of
avolding unnecessary duplication of examinations, the
administrator may cocperate with other regulatory
authorities."

20. Page 8, by striking lines 27 through 31 and
inserting the following: '"the effective date of this
Act."

By RICHARD VARN
VoL WILLIAM D. PALMER

§-5118 FILED FEBRUARY 28, 1992

SENATE FILE 2036

S-5117

1 Amend the amendment, S-5085, to Senate File 2036 as
2 follows:

3 1. Page 1, line 50, by striking the words and

4 figures "sections 452.10 and 452.10A and other

S5 applicable law” and inserting the following: “"section
6 452.1Q". -
7 2. Page 2, by inserting after line 6, the

8 following:

9 "The board shall have written investment policies
10 which include listings of authorized and unauthorized
11 investments, approval prcocesses for the selection of

R N R o
WRNEFPOWN -G U! & Wk
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~1 v un da
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[s.2]

investment managers and other investment
professionals, allowable maturities for fixed income
securities, and provisions for regular and fregquent
board oversight, including audit. The board's
investment policy shall cover endowment and
nonendownment investments."

3. Page 4, line 13, by inserting after the word
"permitted" the following: "except with respect to
endowment funds or investments held under deferred
compensation agreements”.

4. Page 4, line 18, by inserting after the figure
“§ 270.2a~-7" the following: "or "The Common Fund For
Nonprofit Organizations" or its affiliates, provided
that the persons managing the funds are regulated by
the federal securities and exchange commission as an

investment company under the federal Investment
Company Act of 1940, 15 U.S.C. § 80(a).
By RICHARD J. VARN

§-5117 FILED FEBRUARY 28, 1992
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Amend the amendment, S$-5085, to Senate File 2036 as

follows: .
1, Page 3, Line 44, by inserting after the word

"acceptances" the following: "that mature within one

hundred eighty days and that are eligible for purchase
by & federal reserve bank, provided that nc more than
ten percent o©f the investment portfclio of the
treasurer of state or any other state agency shall be
in investments authorized by this paragrapn”.

2. Page 3, line 46, by inserting after “he wcrd
"debt"” the following: "that matures within one
hundred eighty days and that is".

3. Page 4, line 2, by inserting after the word
"classification" the following: ", and provided
further that no more than ten percent of the
investment portfolic of the treasurer of state or any
other state agency shall be in investments authorized
by this paragraph".

4. DPage 4, line 31, by inserting after the weord
"acceptances" thne following: "that mature within cne
nundred eighty days and that are eligiblie for purchase
by a federal reserve bank, provided that no more than
ten percent of the investment portfolio of the
trezsurer of state or any other state agency shall be
in investments authorized by this paragraph".

5. Page 4, line 33, by inserting after the wocrd
"debt" the following: "that matures withir one .
nundred eighty days and that is",

6. Page 4, line 39, by inserting after the word
“classification”" the following: ", and provided
further that no more than ten percent of the
investment portfolio of the treasurer of state or any
other state agency shall be in investments authorized
by this paragraph".

By DERRYL McLAREN
JIM KERSTEN
HARRY SLIFE

121 FILED MARCH 2, 1992
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' Amend the amendment, $-5085, to Senate File 2035 as
follows:

1. Page 7, by inserting before line 34 the
following:

"Sec. __ . Section 453.1, subsecticn 2, paragraph
a, Code 1991, is amended to read as folicws:

a. "Depository"” means a bank er-amy-ofirece-ef-p
panr-whose-accounts-are-tnsured-by-the-feceral-depostt
tnsurance-eerporationy-er, a savings and loan
associatten—or~a-3avinga-penk-er-any-branch-of-a
savings-and-lesn-ss3cciation-or-savings-bank-whese
seeonnta-are-ingured-py-the-£faederai-savingas-and-toan
rasurance-corporatsen, oOr a credit union tnsured-by
tma-nationai-credtt-unton-adminiserarion in which
public funds are deposited under this chapter.

sec. . Section 453.1, subsecticn 2, Code 1991,
is amended by adding the folilowing new paragraphs:

NEW PARAGRAPH. <¢. "Bank" means a corporation
engaged in the business of banking authorized by law
to receive deposits and whose depcsits are 1nsured by
the bank insurance fund of the federal deposit
insurance corporation and includes any cfiice of a
bank.

NEW PARAGRAPH. d. "Savings and loan" neans a
corporation authorized to operate under chapter 534 or
the federal Home Qwner's Loan Act of 1933, 12 UG.8.C. §
1461, et seg., and includes a savings and locan
association, & savings bank, or any branch of a
savings and loan association or savings bank.

NEW PARAGRAPH. e. "Credit union" means a
cooperative, nonprofit asseoclation incorporated under
chapter 533 or the federal Credit Union Act, 12 U.S.C.
§ 1751, et seg., and that is insured by the national
credit union administration and includes an office of
a credit union.

NEW PARAGRAPH. £. ‘"Filnancial institutlion" means a
bank, savings and loan, or a credit union.

Sec. _ . Section 453.1, subsection 3, Code 1991,
is amended to reacd as follows:

3. A deposit of public funds in & depository
pursuant to this chapter shall be secured as follows:

a. If a depository is a savings and lcan
association, a-savinga-banky-er-an-offitce-sf-a-2avings
and-ioan-asseectation—sr-savinge-bank; then the public
deposits in these-depesitories the savings and ldan
assoclation shall be secured pursuantc to secrions
453.16 through 453.19 and sections 453.23 and 453,24.

b. If a depositery is a bank, eredit-mnteny;-or-an
ofszece-of-p-bank-cr-credzt-untony then txe pudlic
‘ deposits in these-depositeries the bank shall be

[
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3
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
18
19
50

secured pursuant tO sections 453s2Z-earengs 455,71,
453.23, and 453.24.

¢. If the depository is a credit union, vhen
pubiic deposits in the credit unien shaii be secuced

pursuant tc sections 453.22 througnh 453,24,

Sec. . Section 4533.15, Code 1951, is amended to

read as follows:

453.15 RESTRICTION ON RLEQUIRING COLLATLEREL.

A locai covernment shall not recuire & uledos of
collateral for that portion of the lccal gﬁveh.m@\*'s
deposits in a depcs%tery=énst%%“tAJn savings ancé loan
or credit wunion that is covered Dy insurance <
federal agency c¢r instrumentallty énc%ﬁ T Y
faderai~depestic-insurance-corporaciors—wnhe
SEVINgS~ dﬂd*“baﬂ—*uSﬂf&”EE cer ﬁv-cvien, ou
natronsi-eradit-nnton—sduinishration,’

2. Page 7, by strilking lines 34 through 30 &anda
inserting the following:

"Sec. . Section 453.16, subsection 1.
unnumbered paragraph 1, Code 1991, is amer‘4 ec¢ to read
as follows:

Before a deposit of public funds is made by a
public officer with a éepesteory-rnstiertion i
and loan in excess oI the amount _ede*a]_j H
tederat-deposte-tnsurance-ve-federal-savraon-
IRsurante s —&gnd- 3eLo*e-bke ravestment-o ﬂ—pubifc—«
r-rnvesemants-auchortred-tm-sectton-452-55-wnz
ertner pre-not-spliitgatrons—of-or-guarante=g- ﬁy e

Hnrred-States-—governmant-—or—any- 6§ tes-ggencresy-ate
rn-exeess-ef-tne-—amonnt-tnscred-oy-£federar-depesic
resurance-or-federad-savings- a“c—vﬂﬂr—~ﬂscraqce o
are-tnvestrenta-py-the-treagnrer-cé-siate-soee ctcaiiy
authorized-by-secrror~452:318-to-be-made-as-addteronal
rnvestnente—under-section-9¥BrFr-sunsection-25
paragraph-2bt,  tne public officer shall obtain
security for the deposit er-investment by one or more
of the following:

Sec. . Section 453.1i6, subsection 1, paragraph
a, Code 1991, is amended to read as follows:

a. The deposirtory-institutren savings and loan may
give to the public officer a corporate surety bond of
a surety corporation approved by the treasury
department of the United States and authorized to do
business in this state, which bond shall be in an
amount egual to the public funds on deposit at any
time. The bond shall be conditioned that the deposit
shal. be paid promptiy on the order of tne public
officer making the ceposit and shall be approved by
the officer making the deposit.

Sec. . Section 453.16, subsection 1, paragraph

3
G L
e g e
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Page 3
, b, unnumbered paragraph 1, Ccde 1991, is amended to
”‘ read as follows:

-

The depesitory-institutieon savings and lcan may
deposit, maintain, pledge and assign f£or the benefl
of the public officer in the manner provided in this
chapter, securities approved by the public officer,
the market wvalue of which is rot less 'than one hundéred
ten percent of the total deposits of pubiic funds
placed by that public ocfficer in the depository
10 tnstténtton savings and loan. The securities shall
11 consist of any of the following:"
12 3. Page 8, by inserting before line 20 tne
i3 following:
i4 "Sec. . Section 453.16, subsection 2, Code
15 1991, is amended to read as follows:
16 2. If public funds are secured by both the assets
17 of a depesitery-tnstireuticn savings and ioan and &
18 bond of a surety company, the assets and bond shali be
19 held as security for a rateable proportion of the
20 deposit on the basis of the market value of the assets
21 and of the total amount of the surety bonds.

W~ LN e

22 Sec. . Section 45%3.17, subsecticn 1, unnumbered
23 paragraph 1, Code 1991, is amencded to read as follows:
24 A depesitory-inetitutson savings and loan which

25 receives public funds shall pledge securities owned by
26 it as reguired by this chapter in one of the following

. 27 methods:

28 Sec. . Section 453.17, subsecticns 3 and 4,

2% Code 1991, are amended to read as follows:

30 3. All deposits of securities, other than deposits
31 of securities with the appropriate public officer,

32 shall have a joint custody recelpt taken for the

33 securities with one copy delivered to the public

34 officer and cone copy delivered to the depeositery

35 fmsktentton savings and loan. A depesttery

36 +nstitution savings and loan pledging securities with
37 a public officer may cause the securities to be

38 examined in the officer's office to show the

39 securities are placed with the officer as collateral
40 security and are not transferable except upon the

41 conditions provided in this chapter.

42 4., Upon written reguest from the appropriate

43 public officer but not less than quarterly, a

44 geposrbory-instsiiutton savings and loan shall report
45 the par value and the market value of any pledged

46 collateral and the total deposits of public funds of
47 that officer in the depesttery-trnetitution savings and

48 locan.

49 Sec. . Section 453.18, Code 1991, is amended to
50 read as follows:

5-5123 -3-
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1 4%3,18 CONDITION OF SECURICY.

2 Tne condition of the surety bkond or the deogsti ol
J osecurities, imstruiments,; or a oint custody raceip:s,
4 must 7> chat the depesrtery-i=stitutiern sovings ard

v ican will promptly pay to the gzarties encil.i=d punlic
6 funds, ;ﬂc-Ad-no any interest on che funds, in iuvs

7 custody upon lawful cemand and, when reguired ov law,
3 pay the funds to the public officer whc made Lhe

9 deposit.

10 Sec. _ . Section 453.19, subsecctions 2 and 4,

Li Code 1951, are amended to read as “ollows:

1z 3. In the event of substitution or excharge of

13 securities, the holder or custodian <of tha securisioes
L4 shali, on “he same day, forward by certified mail,

i% recurn receipl reqguested, .o the public oifficer and
PO ihe deposts ry—**st:tﬂ~~ﬂw savings anc lcan, a receipt
17 specifically describing and ;oen:;Fy'wg both Lh

'8 substituted securities and these releasec ana T“turned
1¢ to the deaosi*e~y tasticutron savings and loan.

20 4., The public officer which deoosLLs Lol

21 with a depegitory-trhshtiubisn savings and

22 reqguire, Lf the market value c¢f the secur::

23 deposited with or for the benefit of the o

24 below one hundred ten percent of the depcs

25 to the public officer, the deposit of addi

26 security to bring the total market value of

27 security to one hundred ten percent of the ¢t of
28 public funds held by the depesitory savings and loan.
28 Sec. . NEW SECTION. 453,21 REQUIRED

30 COLLATERAL -- BANKS.

3 L. A depository that is a bank shail pledge the
32 required collateral securities to the treasurer of

33 state by depositing before Januarv 31 of each year the
34 collateral securities in restricted acccunts of the
35 treasurer of state, including but not limited :o

36 pledge-custody accounts, at a federal reserve bank, a
37 trust department of another commercial bark, or with
38 another financial institution which has been

39 designated by the treasurer of state that is not cwned
40 or controlled directly or indirectly by the same

4l depository or holding company. The bank shall deliver
42 to the treasurer of state a security agreement which
43 provides the treasurer of state with a valid and

44 perfected security interest in the required

45 collateral. The market value of the required

46 collateral shalil not pe less than five pe-cer* o7 the
47 average total public funds placed on deposi n Lthe
48 bank during the precedlnc year. Tne average tctal
45 public funds shall be calculated by adding the :otal
50 public funds reported guarterly to the federal

5-5123 -4-
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1 government on the report of condition and income, and
2 dividing that amount by four. The calculation of the

3 average total public funds shall be made before

4 January 31 of each year.

5 2. The treasurer of state shall adopt the

6 following rules:

7 a. Providing for valuation of collateral if the
8 market value of a security is not readily

9 determinable. .
10 b. Establishing reporting requirements.
11 c. Establishing procedures for substituting
12 different securities consistent with subsection 3.
13 d. Establishing administrative procedures ,
14 necessary to implement this chapter and other rules as
15 may be necessary to accomplish the purposes of this
16 chapter.

- 17 e. Designating financial institutions eligible to
18 be custodian of pledged collateral.
19 f. Establishing fee schedules to cover costs

20 incurred for opening and closing accounts and

21 substitution of collateral.

22 3. The securities used to secure public deposits

23 shall be acceptable to the treasurer of state and

24 shall be one or more of the following:

. 25 a. Direct obligations of, or obligations that are
26 insured or fully guaranteed as to principal and
27- interest by, the United States of America or an agency
28 or instrumentality of the United States of America.

29 b. Public bonds or obligations of this state or a
30 political subdivision of this state.
31 c. Public bonds or obligations of another state or

32 a political subdivision of another state whose bonds
33 are rated within the two highest classifications of
34 prime as established by at least one of the standard
35 rating services approved by the superintendent of

36 banking pursuant to chapter 17A.

37 d. To the extent of the guarantee, loans,

38 obligations, or nontransferable letters of credit upon
39 which the payment of principal and interest is fully
40 secured or guaranteed by the United States of America
41 or an agency or instrumentality of the United States
42 of America.

43 e. First lien mortgages which are valued according
44 to practices acceptable to the treasurer of state.
45 f. Corporate bonds rated within the two highest

46 classifications of prime as established by at least

47 one of the standard rating services approved by the

48 superintendent of banking pursuant to chapter 17A. e
49 g. A bond of a surety company approved by the o
50 United States treasury department.

. S—-5123 -5-
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Dlvect obligations of, or oblligaticns that are
insured or fully guaranteed as to principal and
interest by, the United States of America. which may
ve used to secure public deposits under paragrapn ‘a",
include investments in an investment company or
investment trust registered under the federal
Investment Company Act of 1%4C, 15 U.S.C. § 80a, the
portfolio of wnich is limited tc the United Srates
government obligations described in paragranh "'a",
the investment company or investment trusi takes
delivery of the cellateral either directly or throuch
an authorized custodian.

4. A pank may berrow collateral used for ¢ piedge
12 the collateral is free of any liens, security
interests, clairms, or encumbrances.

Sec. . Section 453.22, subsection i, Coce 1361,
1s amended to read as follows:

1. ‘*“he-depositery A credil union shali: pledge the
required collateral securilties to the treasurer of
state by dﬂpositirg “he collateral SqurltLES in

restricted accounts of the treasurer of state,
inciuding but not limited to pledge—vushvdy accounts,
at a federal reserve bank, the United States central
cradit union, a trust deparitmeni of another commercia
bank or with another financial institution waich has
been designated by the treasurer of state that 13 not
owned or contrciied directly or indirectly by tne same
depositery or holding company. The éepositery credit
union shalil deliver to the treasurer of state a
securlty agreementi which provides the treasurer of
state with a valid and perfected security interest in
the required collateral. The marxet value cf the
required cellateral shail not be less than one hundred
ten percent of the total public funds placed on
deposit 1n the depository.

Sec. . Section 453.22, subsection 4, Ccde 1991,
is amended to read as follows:

4. A depouresry credit union may borrow coliateral
used for a pledge if the coillateral is free of any
liens, security interests, claims, or encumbrances.

Sec. . Section 453.22, subsection 5, 1is amended
by striking the subsection."”

4. By renumbering as necessary.

By RICHARD VARN

PATRICK DELUHERY
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Amend the amendment, S$-528%, to Senazs FTil2 2033 za:
folicws: . . i

1. Page 1, by Lnserting peflrz line - Ihe
following:

"Sec. . Section 11.2, Cocde 1361, :s amended =0
read as follcws:

i1.2 ANNUAL SZTTLEMENTS.

. The auditor of state shail a"nua_-}, and
oftener i1f deemed necessary, make & Iuil settlemen:t
petween the state ané all tate cfficers anc
departments and all persons receiving or 2xpencing
staze funds, and shall a“nually make a complete audic
cf che bocks anc accounts oif every department of =ne
sktate.

Previced, that the acconnts, recsrds, and documents
cf the treasurs departm nt shall De audited cdaily.

Provided further, that a prelimi nary auciz of the
educational institutions and the state falr 2card
shall be made periodicaliy, at least guarter-y, tc
check the menthly reports submitted tc the director of
revenue and finance as required by secticn 4§21.31,
subsection 4 and that a fina. audis of such state
agencies shall be made at tne cicse of each fliscal
vear.

2. In conijunction with the audit oFf the s=zate
coarc of regents recuired sncder this sectign, toe
aucéitor of state shall also perform tests for
ccmpl:ance with the 1nves::e“t policy of a reascnacle
numpber of anescmenL transacticns in rel&ticn 3 tne
total investments and guantity of Ttransacticnsg in thne
perioc audlted. The resclits of the compriance testing

shall pe reported by the auditor of state in
accordance with generaily accepted auditing s:tandards.
The audltor of state may aisc make reconmendactions Zor
changes to investment volicy or practices. Tne state
board of regents is responsible feor the remecdv of
reported noncompliance with 1ts pclicy or practices.

Except fer security for public deposits as provicded
in sections 453.16 through 453.19 and sections 452.22
and 453.23, as part cf 1ts audit, the state bcard ci
regents 1s resvonsible for obta‘ning and providing o
the auditor of state the audited financigl statemencs
and related report on internai control structure of
cutside persons, performing any of the following for
the state board of regents:

a. Investing public funds.

b. Advising cn the iavestment

c. Directing the deposit or 1
funds.

€. Acting in a fiduciary capacity for the stare

|

of public
v

funds.
nvesiment of pupiic

5-5135 -1-
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board of regents.

The review by the auditor of 3
recent annual repor:t to _starehold
management investment companyv or g = :
investment company or investmen:c trust registcred wif

‘ne feceral securities and excnange Co STML S5 Y nce
tne federal Investment Ccmpany Act of 1940, 15
§ 80(a), pursuant o 17 C.F.R. § 270.30¢-. or
review pursuant to a reguiar examination under sta.e
or federal iaw, t¢ the extent the results of th
examinacion are not confidential, of the Iinvestment
q9}1v1t1es of a bank, _savings and loan, or crodéit
union on penalf of the bcarc of regerts, shall satisfy
the review reguirements of this subsecticn.

All outside persons skall notily ir writing the

r

e of the oSt
£

R open-en

L Y

ey

rifwl@lrt
i1 =1 18187

|1

Il
-

staiLe board of regents subdivision within thi
of receipt of communicatliorn from the audltcr
or agx_regulatory au tkorlty of the existence o
materlal weakness in internal control atriguute, or
regulator Ly complaints, crders, or sanctions Glerst
the outside person., This provision to provi “de nolice
shall nGt be limited, or avozded by confra

Provided, however, that to the extent th
provision of this subsection conflicts withk federal
law, 1t shall be construed to avoid such conflic:.
__Sec. . Section ll1.6, subsection 1, Ced
Supplement 19951, is amended to read as follcows:

L. a. The financial conciticn and transactiong cf
all cities and city offices, counties, county
hospitals organized under chapters 347 and 3474,
memorial hospitals organized under chapter 37,
entities organized under chapter 28E having gross
receipts in excess of one hundred thcusand dollars in
a fiscal year, merged areas, area education agencies,
and al: school offices in school districts, shail De
examined at least once each year, except that cities
having a population of seven hundred or more but less
than two thousand shall be examined at least once
every four years, and citles having a population of
less than sevenr hundred may be examined as ctherwise
provided in this section. The examination shall ccver
the fiscal year next preceding the year in which the
audit is conducted. The examination of school cifices
shal!l include an auvdit of all school funds, the
cercified annual financlal report, and the cerrified
enrollinent as provided 1n secticn 257.11.

Examinatlons of community colleges shall include an
audit or eligible and neneligible contact nours as
defined in section 286A.2. Eiigible and noneligible
contact hours and the certified enroilment shalil be

ct
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4 1 ﬁer:i-.ed te the department ci management,

2 Supject to the excepiions and reguiremenis of

3 subsectlon 2 and subsectien &, paragraph "¢,

4 examinaticns shall be made 2s determined by the

5 gove:nmeﬂbaﬁ supbdivision either py the auditor of

6 state or by certified public accouncants, cerzified in
7 the state of Iowa, and they shall be paid from the

8 proper public funés of the governmental subdivision.

2 . In cerniunction with the gucdit of ihe
g gjver*menua~ suod;f sion reqguired under :this secticn,
11 the person perfcrming the auclt shall alsgo perform

12 tests for compilarce wlth tne investment ooiicy <f a
13 reasonable number 2f lnvestmen: transactions in

~4 reiation to the toral investments and guantity of

15 transactions in the pericc audited. Tne tesuits cf

i6 the compl:iance tescing shall be repcried .in accordance

with aenera.Lly accepted aud.ting stancargs. The
person performing the audit may aiso maxe
recommendations for changes to investment peclicy orf
practices. The governmental supdivision is
responsible for the remedy of reported noncomgilance
with iCs policy or practices.

Except for security for public deposits as pr vi;ed
in sections 453.16 tiarough 453..9 and sections 452.22
ang 453.23, as part cf its aucd.n, the geovernment
subdivision 1s respcnsibie £5r obtaining and oro
to the sefsongperforming the audit the audiiec
finzncial statemeris and related L '
contrsl structure of putsicde pers
of the fcllowing IZor the governmen

(1) Investing public funds.

{2) Advising on the investment of public funds.

(3) Directling the depcsit or invesiment of public
funds.

(4) Acting in a fiduclary capacity £or zhe
governmental sybdivision.

The review by the person perferming the audit cf

T
the most recent annual report to shareholders ¢f an
open-end management investment company Or an
unincorperated iavestiment company cr invegtment trust

reqistered with the federal secur.ties and exchaange
commission under the federal Investment Compary Act of
1940, 15 U.5.C, § 80{a), pursuant ¢ 17 C.F.R. §
270.30c-1 or the review pursuant to a regular
examination under state or federal law, to tﬁe extent
the results cf che review are ncot confidential, of ithe
inves:iment activitles ©f a bark, savings andéd -can, or
credit union on benhalf of a governmental ,_Hd1w S‘“i
shall satisfy the review recuirements of this erec

paragraph.
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41
42
43
44
15
46
by
48
45
50

AlL outside persons shaill no'ify iq wrisin
' thirty days o

(;:

£
of communication from an ‘ndeoe“deqr auvdlitor o
requlatory authority of the existence of & material
weakness in interna. centrol structure, or regulatory
complaints, orders, or Saréé- NS against taie ouksice
person, This provision to provide notice spall not be

iimited, or avoided, by contract.

The auditor of a -“olnt investment trust shall f'le
all examinatior reports with tre administrator 5L the
securities bureau of “he insutrance Givist on_of the
department ©f commerce wichin ten days of complieti

ng
the examination. The auditor shall immediately notify
the adminisftrator of any violations or weaknesses in
internal control structures.

Provided, nhowever, that to the extent tha: a
provision of this Subsection conflicis wiih 7
iaw, 1t shaili be construed tc avoid such conillct.

Sec. ___. Secticn 1i.6, subsection 4, Code
Supplement 1991, is amended by adding the follcwing
new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. Arn examination under
chis subsecticn shalil include a determination of
whether investments by the governmental subdivisicn
are authorized bv state law.

Sec. . Section 11.6, subsection 7, Code
qupolement 1391, 1is amended tc read as follows:

7. The auditor of state sgshall make guidelines
avallable to the publiic setting forth acrounti:g and
auditing st andards and procedures and audit and legal
compliance programs to be applied in the examinaticn

of the govefﬁmental subdivisions of the state, whic
shall require a review of “he internal control
structure and specify testing of transacticns for
compliance. The guidelines shalli inciude a
requirement that the certified public accountant
immediately notify the auditor of state regarding any
suspected embezzlement or theft. The auditor shall
also provide standard reporting formats for use in
reporting the results of an examination of a
governmental subdivisicn."”

2. Page l, line 8, by strikiﬁg the words "and
agencles” and Inserting the following: ",
nstrumentalities, and agencies of the state".

3. Page 1, oy striking lines 22 throusch 45 and
inserting the following:

“Trhe treasurer of state snhall adop:t ru
te chapter 17A for providing technical in
qSS;stance to political subdivisiors,

nstrumentalities, and agencies of the s:tate

\

§-5135 —-4-
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authorized to invest funds whign are seexing 32 invs
pubiic funds. The t:iegasurer oI The TIsasurel 3
designee shail prcvide techrical information anc
asslstance to & political subdivisicn,
iascrumentallity, or agency ¢f the s:iate aunncerlized
iavest funds at the recuest of the policical
subdivision, instrumentaiity, or agency of Ine stace
autncrized to invest funds, inciluding but nct limized
o technical information regarding the staczuiory
reguirements £or ilavestments by the political
subdivision, iastrumentality, Or agency and -schinica:l
assistance to enable :the pclitical subdivis:icno,
INSTIUMm e“ua-,g], cr agency to invest funds in
zccordance with state law. However, the facst that
informaticn and ass;s:ancc are provided under this
section to & po-iu‘cal supdivision, instrumentality,
or agency acvther:ized te invest Zunds shall not maxe
the state, the treasurer Of state, Or the treasuzer's
designee llable to & poiiticail subdivisicn,
instrumentality, or agency cf the state In any manner
for any loss, damage, or expense incurred by tne
poiitical subdivision, instrumentality, or agency as
result ©of an ILnvestment."

=

. Page 1, by inserting befcre line 46 tne
following:

"“Sec. . Section 28E.5, subsecticn 2, Ccce
1s amended to read as folilcws:

Z. The precise corganization, cocmpositizcn and
nature of any separate legal or administraitive entity
created zhereby itcgetnher with the powers gde.egatad
thereto, provided such entiity may e legally created.
However, 1f the agreement estabilshes & separate le
2r adminisgrative entitv, the Eﬁti:v y sha.., when
investing funds, cuholy with the provisicns ol
secticns 452.10 and 452..08 thrcugh 452..0C and c¢ther
applicapie law.”

5. Page I, lire 50, by strik*ng the words and
figures "sections 452.10 and 452.10A and other
dpplicable law" and 1inserting the folilowing: '"secfion
45

i0".

n _nvasiment pcli

wnich itanclude d und un au:h

7"10

e
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iavestments, apo
nvescment ma:ag anc ctner
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nonencdownment investments.”

7. Page 2, by 1lnserting after line 49 the
following:

“Sec. . Section 41:i.7, subsection 2, Code
Supplement 1991, is amended by adding thne following
new unnumbered paragraph:

NEW UNNUMBERZD PARAGRAPH. Iavestments by the fund
shall be sub-eet to the same auvdit and compliance
testing requirements as 1s a pelitical subdivaision
which invests public funds with a jolnt invesutment
trust organized pursuant to chapter 28E."

8. Page 3, by inserting after linre 10 tne
following:

“'he treasurer of state and the treasurer of each
nolitical subdivision shail at all times keep funds
coming into their possession as public meney in a
vaul: or safe to be provided for that purpose cor in
one or more depositories approved pursuant te chapter
453, However, the treasurer of state anc the
treasurer of each political subdivision srall Invest,
unless otherwise provided, any public funds not
currently needed in investments auchorized by this
section,”

9. Page 3, by striking line 34 and inserting the
following: "limited to, compliance with state law,
diversification, maturity, guaiity, and”

10. Page 4, line i, by inserting after the word
"paper" the following: "and other short-term
corporate debt".

11. Page 4, line 2, by inserting after tne wora
"naper" the focilcowing: "and debt".

12. Page 4, line :3, by inserting after the worc
"permitted" the following: “except with respect to
endowment funds or investments held under deferred
compensation agreements”

13. Page 4, line 18, by inserting after the
figure "270.2a-7" the following: "or "The Common
For Nonprofit Organizations"” or its affiliates,
provided that the persons managing the funds are
reguilated by the federal securities and exchange
ComMmMlSsSion as an 1nvestment company under the federail
Investment Company Act of 1940, 15 U.S5.C. § 80(a;."

14. Page 4, lines 21 through 24, by striking the
words ", lnCLUdl g entities organlzed pursuant to
chapter 28E whose primary function is other than to
tointly lavest public funds,”.

<5. Page 4, line 38, by striking the words "paper
snall be in paper” and inserting the following:
"paper and other sgshort term corporate debt snall be in
paper and debt".

o
L

und

85-5135 -f-
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i 16. By striking page 4, iine 47, through page 5,

iine 2, and inserting the following: “chapter 28&
organized prior tc and existing in good standing on
the effective date of this Ac:i. Provided that the
joint investment trust shall be rated within the vo
highest classificazions by at least one of the
standard rating services approved by thne
superintendent of banking by rule adopted pursuant to
chapter 17A.

g. An open-end management investment company, Or
an unincorporated investment company or 1lnvestment
trust, or & join:z investment trust organized pursuant
to chapter 28E on or after the effective date of this
Act, provided that such entities are registered under
the federal Investment Company Act of 1940, 15 U.S.C.
§ 80(a), and are operated in accordance with 17 C.F.R.
§ 270.2a-7, the portfolio of which is authorized by
section 452.10.°

17. Page 5, by inserting after line 5 the
following:

"The trading cf securities in which public funds
are invested for the purpose of speculaticn and the
realization of short-term trading profics is
prchibited.

The investments by a political subdivision or
agency must have maturities that are consistent with
rne needs and use of that political subdivision or
agency."

18. Page S5, by striking lines 11 thrcugh 50 and
30 inserting the following:

31 “1. The investment of public funds which are

22 operating funds by a political subdivision shall be
33 subject to the following:

34 a. As used in this section, "operating funds”

35 means those funds which are reasonably expected to be
36 expended during a current budget year or within

37 fifteen months of receipt.

38 b. Operating funds must be identified and

39 distinguished from all other funds available for

40 1nvestment.

4.1 . Operating funds may only be invested 1in

42 investments which mature within three hundred ninety-
43 seven days or less and which are authorized by law for
44 the 1lnvesting public entity.

4% 2. All investments of public funds by political
46 subdivisions shall be subject to the following:

27 a. Fach investment must be authorized by

48 applicable law and the written investment policy of
49 the pelitical subdivision,

50 b. The trading of securities in which any public
§-5135% -7-
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1 funds are invested for the purpose of speculacion and
2 the realization of short-zerm =rading profits Is
3 prohibited.
4 c. Investments by a political subdivision must
5 have maturities that are consistent with the needs and
6 use of that political subdivision or agency.
7 d. Each polltical subdivision wnose investments
8 involve the use of a public funds custodial agreement,
9 as defined in section 452.10C, snail comply with rules
10 adcpted pursuant to section 452.10B relating to those

11 investments. Ail contracts providing for the

12 investment of public funds shall be in writing and

13 shall contain a provision requiring that all

14 investments shall be made 1in accordance with the laws
15 of this state.  The pclitical supdivision also shall
16 submit information about investments involving outside
17 persons to the treasurer of state as required Dy rule
18 adopted under section 12.1 which shall be public

19 records under section 22.1.

20 e. A contract for the investment or devosit of

21 public funds shall not provide for compersation of an
22 agent or fiduciary based upon investment pericrmance.
23 3. A treasurer of a political subdivision may

24 invest funds of the political subdivision or agency
25 that are not operating funds in investments having

26 maturities longer than three hundred ninety—seven

27 days. Subsecticn 1 does nct apply to publ‘c funds

28 that are not cperating funds or to public funds that
29 are invested under the provisions of a resolution cr
30 indenture for the issuance of bonds, notes,

31 certificates, warrants, or other evidences of

32 indebtedness if such investments are classified or

33 approved as investments for municipal financing,

34 within the two highest classificaticns by at least one
35 of the standard rating services approved by the

36 superintencent of banking by rule pursuant to chapter
37 17A.

38 4. As used in this section, "public funds" means
39 all funds that are public funds within the meaning of
40 section 453.1, subsection 2, paragraph "b", except

41 state funds invested by the treasurer of state.

42 5. This secticon shall not be construed to

43 supersecde any provision of this chapter or of chapter
44 453,

45 Sec. . NEW SECTION. 452.10B WRITTEN
46 INVESTMENT POLICIZES.
47 1. Political subdivisions shall approve written

48 investment policies which 1nc0fporace the guidelines
49 specified in section 452.10, sections 452.10A through
50 452.10C, and any other provisicns deemed necessary to
S§-5135 -8~
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adeguately safeguard irvested publ

2. The written investment pcli
section 452.10 shall be delivered
following:

a. The governing body or officer of the public
entity to which the policy applies.

b. All depository institutions or £iduciaries for
public furds ¢f the public entity.

c. The auditor of the public entity."

19. Page 6, by striking lines 1 through 38.

20. Page 7, by striking iLines 30 through 33 and
inserting the folicwing: "funds as defined in section
453.1. However, this section coes not apply *o public
funds that are invested under the provisions of a
resolution or indenture for the issuance of bonds,
notes, certificates, warrants, or other evidences of
indebtedness. To the extent that a provision of this
section conflicts with federal law, it shall be
construed to avcid the conflict."

21. Page 8, by inserting before line 20 the
following:

"Sec¢. . NEW SECTION. 502.701 PUBLIC JGCINT
INVESTMENT TRUSTS.

1. A joint investment trust organized pursuan: to
chapter 28E for the purposes of joint invesiment of
public funds 1s subject to the jurisdict:iorn and
authority of the administrator, including all
requirements of this chapter, except the registration
provisions of secticn 502.201 and 502.218.

2., The administrator may make exagminaticns within
or without the state, of the business and records of
each joint investment trust, at the times and in the
scope as the administrator cdetermines. The
examinations may be made without prior notice to the
joint investment trust or the trust's investment
advisor. The administrator may copy all records the
administrator feels are necessary to conduct the
examination. The expense reasonably attributable to
the examination shall be paid by the joint investment
trusts whose business is examined, but the expense so
payabie shall not exceed an amount which the
administrator by rule prescribes. For the purpose of
avoiding unnecessary duplication of examinations, the
administrator may cocoperate with other regulatory
authorities.”

22. Page 8, by striking lines 26 through 31 and
inserting the following: "Act does not apply te an
investment made prior to the effective date of this
Act.

56 The requirement in section 452.10, subsecticn 5,

4. 5~5135 -G-
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1l paragraph "f", as enacted 1n this Act that a joint
2 investment trust organized pursuant to chapie: 28E ang
3 existing prior to the effective date of this Act must
4 be rated within the two highesit classifications by at
5 least one of the standard rating services approved Dby
6 the superintendent of banking by ruie pursuani to
7 chapter 17A as a conditien of eligipility fcr public
8 funds investments does not apply until July 2, 1993,
% The operations of such a joint investment trus:
10 nevertheless shail comply with all cther provisions of
il this Act not specifically exenpted, on and after the
12 effective date of tnis Act."
13 23. By renumbering, relettering, or redesignating
14 and correcting internal references as necessary.

By RICHARD VARN
PAT DELUHERY
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Amené the amencment, S-5085, toc Sernate
foiiows:

1. Page 7, by striking iines 34 through 50 andé
inserting the following: .

"Sec. . Section 453.1, subsecticn 2, paragraph
a, Code 1391, is amended tc read as £ollio

a. "Depository" means a bank or-any-9o

bank-whsse-accounts-are- tnecred-by-the-£e
tp3urance-ceérporattoén;-or, a savings and
agsdctation-cr-a-zavings-bank-er-any-oranchr-sf-g
sav‘“gs ané-isan-gssoetation-or-savings-bank-wiese
accountes-are-+m3nred—by~-tne-federar-savrags-and-zean
tnsnreﬁee-cerpcratéan, or a credit unicn +nagred-ody
the~natienat-eredit-union-adminiateation in which
public funds are deposited under this chapter.

Sec. . Section 453.1, subsection 2, Code 1991,
is amended by adding the follewing new paragraphs:

NEW PARAGRAPn. c. "Bank" means a corporation
engaged in the business of banking authorized by law
to receive deposits and whose deposits are insured by
the bark insurance fund ¢f the federal deposit
insurance corporation and includes any office of a
bank.

NEW PARAGRAPH. d&. "Savings and loan" means a
corporation authorized to operate under chapter 534 or
the federal Home Owner's Loan Act of 1933, 12 U.S.C. §
1461, et seq., and includes a savings and leoan
associaticn, a savings bank, Or any branch of a
savings and loan association or savings bank.

NEW PARAGRAPE. e. "Credit union" means a
cooperative, nonprofit association incorporated under
chapter 533 or tne federal Credit Union Act, 12 U.S.C.
§ 1751, et seqg., and that is insured by the naticnal
credit union administration and includes an office of
a credit union.

NEW PARAGRAPH. f. "Financial institution” means a
bank, savings and loan, or a c¢redit union.

Sec. . Section 453.1, subsection 3, Code 1991,
is amended to read as follows:

3. A deposit of public funds 1n a depository
pursuant to this chapter shall be secured as follcws:

a. If a depositecry i1s a savings and loan
aseosetations-a-savinga-beankr-or-an-office-of-a-savings

and-logn-asasctation-or-saviags- ba“k Or a credit
unign, then the public deposits in tnose-depositor
the savings and loan cr credit urion shall be secu
pursuant to secticons 453.16 through 453,19 and
sections 453,23 and 4353.24.

b. If a depository is a bank, ecredit-untensy-
S0 eoffice-af-g-bank-or-credzt-uniensy then the pubdl
S$-5136 -1-
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1l deposits in these-depostteries the bank shall be
secured pursuant to secticns 4&53-22-chrougn 453.2.,
453.23, and 453.24.

Sec. . Section 453.15, Cocde 1991, is amended o
read as follows: s

453.15 RESTRICTION ON REQUIRING COLLATHRAL.

A local government shall not require a pledge of
collateral for that portion of the ilocar government's
deposits 1n 4 depégseory-rastitnster Savings ana loan
or crecdit union that is covered by insurance cf a
foderal agency or instrumentality imerudtag-#
federat-depostt-insprance-corporatieny—the-£o
savrngs-and-tegn-rnsurance-cerporatiany-or-ok
nationat-credit-unton-asmintssration,

Sec. . Secticn 453,16, subsectlon 1, unnumbere
paragraph 1, Cocde 1991, :s amended to read as £ollcws:

Before a deposit of public funds is made by a
public officer with a depeszeery-znsticutien savings
and loan or credit unign in excess of the amount
federally insured by-federat-deposte-insurance-o
federat-savings-and-itean-trsurance;-and-nselfore-the
tnvéstnent-of-pubtre-furde-in-tnvestments-autnrorized
trn-seceten-452-10-which-etther-are-net-obiigaitons-of
or-guaranteed-by-the-Erztad-Shates—government-ar-any
of-rts-agencrogs-are-in-execess-of-the-ameusc-issured
wy-federar-deposit-insnrenes-or~federat-savinaa-ane
logan-ingurances-or-are~-savestméntss—by-the-sreasurer-of
stare-speeificativ-anthorrred-py-2eccton~4527i8-t5-ba
fnde-az-additronagl-tnvescmenta-crder-seetion~-973:77
subgeckiron-2y-parageaph-tsl, the public officer shall
obtain security for the deposit er-investment oy one
or more of the following:

Sec. . Section 453.16, subsection 1, paragraph
a, Code 199., is amended to read as follows:

a. The depesttesy-inststution savings aad loan oOr
credit unlon may give to the public officer a )
corporate surety bend of a surety corporation approved
by the treasury department of the United Siates and
authorized to do business in this state, which bond
shall be 1n an amount egual to the public funds on
deposit at any time. The bond shall be cornditioned
that the deposit shall be paid promptly on the order
of the public cfficer making the depos.t and shall be
approved by the officer making the deposit.

Sec. . Section 453.16, zubsection 1, paragraph
U, unnumbered paragravh 1, Code 1931, is amended to
reazd as folilows:

The deposresry-rmgeituetreon savings and lcan or
credit union may deposit, maintain, pledge and assign
tor the penefit of the public officer in the manner
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i provided in this chapter, securities apprcved by the

i 2 puplic officer, the market wvalue 0of wnicn is no:t lLass

3 than one hundred ten percent cof the total depesits of
4 public funds piaced by that public cfficer in tre

5 depestteory-instreucion savings and loan or credit

6 union. The securities shall consist of any o the

7 following:

8 Sec. . Section 453.16, subsectiocn 1, paragraph
2 b, subparagraph (4}, Cccée 1991, is amended to reac 3s
10 follows:

1 (4) To the extent of the guarantee, loans,

12 oblications, or nontransferable letters of credit upon

which the payment of principal and interest is fuily
secured or guaranteed by the United States of America
Oor an agency or instrumentality of the United States
of America or the United States corporate c¢entral
credit union, and the rating of the United States
corporate central credit union remains within the two
nighest ciassificaticons of prime established by at
ieast one of the standard rating services approved by
the superintendent of banking by rule vpursuant to

chapter 17A. The treasurer of state shalli adopt rules
pursuant to chapter 173 to implement this section.”
2. Page 8, by ilnserting after iine 19 the

"Sec. . Section 453.16, subsecticn 2, Cogde
1891, is amended to read as fellows:

2., 1f pubiic funds are secured by both the assets
of a depesitesy-institubien savings and lcan or credit

union and a bondéd of a surety companv, the assets and
bond shall be held as securilty for a rateable
proportion of the deposit on the basis of the market
value of the assets and of the total amcunit of the
surety bonds.

Sec. . Section 453.17, subsection 1, unnumbered
paragraph 1, Ccde 1991, is amended to read as follows:

A deposttory-tnatitneton savings and loan or credit
union which receives public funds shall pledge
securities owned by it as required by this chapter in
one of the following methods:

Sec. . Section 453.17, subsection 1, paragraph
¢, Code 1991, is amended to read as fcllows:

¢. The securities shall be deposited with =he
federal reserve bank of Chicago, Illinois, or the
federal home loan bank of Des Molines, Iowa, or the
United States ccrporate central credif union pursagant
to a bailment agreement or a pledge cusitody agreement.

Sec. . Sectien 45%3.17, subsections 3 and 4,
Code 19971, are amended to read as follows:

3. All deposits of securities, other than deposits
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of securities with iLhe appropriate publiic olficer,

shail have a joint custody receipt taken Zcr the

securities with cne copy delivered to the public

of ficer and one copy delivered to the depestrury

raseibubion savings and lcan or credit unicn. A

depositery-tnaseitcubron savings and loan or credit

unionr pledging securities with a public officer may

cause the securities to be examinad in the offlicer’s
cffice to show the securities are placed with the
officer as collateral security and are nor
transferab’e except upon the conditions provided in
tnis chapter.

4. Upor written request from the appropriate
public officer but not less than guarterly, 2
depesitery-inserbstion savings and loan ¢y credit
union shall report the par vaiue aad tke mar<et value
cf any pledged collateral and the toial deposics of
piblic funds of that officer in the depesitery
+maritprren savings and loan or credit unicn.

Sec. . Section 453.18, Code 1881, is amended to
read as £ollows:

453.18 CONDITION OF SECURITY.

The condition of the surety bond or the deposit of
securities, instruments, or a jclnt custody rece.pr,
must be that the depesitery-tnstitusier savings and
loan or credit union will promptly pay to the partias
entitled public funds, including any interest on the .
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funds, in its custody upon lawful demard and, when
regqulred by law, pay the funds to the public off:icer
who made the deposit.

Sec. . Section 453.19, subsectlions 3 anc 4,
Code 1991, are amended to read as follows:

3. In the event of substitution or exchange of
securities, the holder or custodian of the securit.ies
shall, on the same day, forward by certified waii,
resurn receipt reguested, to the public officer and
the depesitory~inmgtibusteon savings and loan or credit
union, a recelpt specifically describing and
identifying both the substituted securities and those
released and returned toO the depesttory-inscitution
savings and loan or credit union.

4. The nublic officer which deposits public funds
with a depesrtery-tnzetéptionr savings and loan or
credit unicon shall require, if the market vaiue of thne
securities deposited with or for the benefit of the
sfticer falls belcw one hundred ten percent of the
deposit liability to the public officer, the deposit
cf additional security t©o bring the total market vaiue
cf the security *c¢ one hundred ten percent of the
amount of public funds held by the depesitery savings
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y and ioan or credit un.on.
' Sec. . NEW SECTION. 452,21 REQUIRED
COLLATERAL —-- BANKS.
1. A depcsitory that is a bank shall pliecdge the
requlred collateral securities to the treasurer of
state by depositing before January 21 cf each year the
collareral securities in restricted accounts of the

treasurer of state, including but not iimited :o
pledge-custody accounts, at a federal reserve bank, a
trust department of another ccmmercial bank, or with
ancther financlal institution which has beern
designated by the treasurer of state that is not cwned
cr controlled direcctly or indirec:tly by the same
depository or holding ccmpany. The bank shall deliver
to the treasurer of state a security agreement which
provicdes the treasuyrer of state with a valid and
perfected security interest in the required
coliateral. The market value of the required
collateral shall not be less than five percent of the

20 average total public funds placed on deposit in the

21 bank during the preceding year. The average total

22 public funds shall be calculated by adding the total

23 public funds reported quarterly to the federal

24 government on the report of conditicn and income, and
: 2% dividing that amount by four. The calculation of the
‘ 26 average total public funds shall be made hefcre

el e s RU IS LR E L B VR N B e v B Vo g+ I Yo sYN & TN SN SR T SO o]

ol o Sl T S o SR T S

27 January 31 of each year.

28 2. The treasurer of state shalli adopt the
29 fcllowing rules:
30 a. Providing for valuation of ccllateral if the

31 market value of a security 1s not readily
32 determinable.

33 b. Establishing reporting regquirements.

34 c. Establishing procedures for substituting

35 different securities consistent with subsection 3.
26 d. Establishing administrative procedures

37 necessary to implement this chapter and other ruies as
38 may be necessary to accomplish the purposes of this
39 chapter.

40 e. Designating financial institutions eligible to
41 be custodian of pledged colliateral.
42 f. Establishing fee schedules to cover costs

43 incurred for opening and clcsing accounts and

44 substitution of ccllateral.

45 3. The securities used to secure public deposits
46 shall be acceptable to the treasurer of state and

47 shall be one or more of the fcllowing:

48 a. Direct obligations of, or obligations that are
49 insured or fully guaranteed as to principal and

50 interest by, the United States of America or an agency

. S~5136 -5-
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or ilnstrumentality of trhe United States of America.

b. Public bonds or obligations of this state or a
political subdivision of this starte.

¢. Public bonds or obligaticns ¢f another state or
a political subdivision of another state whose bonds
are rated within the two nighest classifications of
prime as estavlished by at least one of the standard
rating services approved by the superintendent of
ban«lng pursuant to chapter 17A.

d. To the extent of the guarantee,
obligaticns, or nontransferable let
whlich the payment of principal and interest
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or an agency or instrumentality of the United
of America.

e. First llen mortgages which are valued according
to practices acceptable to the treasurer of sctate,

f. Corporate bonds rated within the two highes
ciassifications of prime as estabiished by at leas
one of the standa:rd rating services approved by th
superintendent of banking pursuant to chapter 174.

g. A bond of a surety company approved by the
United States treasury department.

Direct obligations of, or cbiigations tnat are
insured or fully guaranteed as to principal and
interest by, the United States of America, which may
be used to secure public deposits under paragraph “a
include investments in an investment compnany or
investment trust registered under the federai
Investment Company act of 1940, 15 U.S.C., § B0a, %he
portfolio of wnich is limited to the United States
government obligations described in paragraph "a", if
the 1avestiment company or investment trust takes
delivery of the collateral either directly or rthrough
an authorized custodian.

4. A bank may borrow collateral used for a plecge
if the collacteral 1is free of any iiens, security
interests, claims, or encumbrances.

Sec. __ . Section 453.22, Code 1991, 1s repealed.”

3. By renumbering, relettering, or redesignating
and correcting internal references as necessary.

By RICHARD VARN
PAT DELUHERY

"
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Page 4, Line 3;, by 1nse:thq after
"ﬂccoota“ces rne following: "that mature
nundreé eighty days and that are eligible £
by a federal reserve bank, provided that at
of purchase nc more than ten percenc of the inv
portfolio shall oe in investments autnorized by
paragraph and that at the time of purchase 0o RO
rnan five percent of ne investment portfolic sn
invested in the securities of & single issuer”.

5. Page 4, line 33, b} inserting after the word
n3ept” the folliowing: “that matures within ©
nundred eignty days ancé thal is”
Page 4, Lip by 1
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SENATE FILE 2036
AS PASSED BY THE SENATE
FISCAL NOTE

A fiscal nete for Senate Pile 2036, as passed by the Senatre, is zereby
submitted pursuanc to Joint Rule 17. 2Jata used in developing this ;?scai notz
15 available from the Legislative Fiscal 3ureau to members cf{ zhe Legisiature
upen request.

Senate File 2036, as passed by the Senarte, deals with the investiment of oubil
funds and defires vcesponsibilizies and requirements. The biil requires an

auditcr, when examining the Board o2f Regents institutions, cities and city
cffices, counties, and county and memorial hospitals, <o tes:t Zor compliance
w1th 1lavestment policy. Factors to  be examined are specified, :inclading a

review of the internal control structure.

The Treasurer is racui.ed tc reporI on lnvestments by political entities and

may adopt administrative rules to coiiect the informatzicn for reporiing and for

other purpeses. The Treasurer &iso is o provide technical informationn and

asslstance e political subdivisions. Providing assistance does not make the
- State, +the Tr2asurer, or the Treasurer’'s designee iiable Ior lLess, damage, or
2 2xpense incurred by the polliticai subdivision.

" 1 investment poiicies are required for the Board of Regents and other
entities investing public furds.

Standards are se:r for investment of pubiic funds. In additicon o providing Ior

safekeeping of funds tin ctheir possession, State agenciss and poiiTical
subdivisions are o exercise skiil and diligence, applying the prudenr zerson
standard. The primary investment goals, in order of priority, are:

. The safety of the primcipal.
. Maintaining praser liquidirzy.
Cblaining a reascrnablie coturn.

[ O
.

En:es**enrs are permitted irn obiigaticns of the U. S. goverament, Zaders:
nsured certificates of deposiz, srime bankers acceptancss, commerziar pagper

shor:-:erm corporate debl, resurchase zgreements wiiz underiving col L

i abeve men:zcned Types, and in 4an cpen-end management -n’ea»-e T sompany

registered with the Federal Securities and Exchanze Commission. s

differences exist in other requirements £3r Stata and Local agenc:es.

3

The Iswa Public Empicyees Retirement Sysiem Ls 2xempt from these ragulations.

Limits are ser for lavesting ozerating funds,
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Requirements for banks, savings and loans, and credit unions, as depositories,
are established. The requirements deal with collateral, federally insured
deposits and security for the deposit, and other such factors. Joint
investments are subject to examination by an administrator appointed by the
Commissioner of Insurance.

Assumptions:

l. The demand for services from the Office of the Treasurer by political
subdivisions will be met by responding directly to questions, distributing
informative publications, and public presentations. Current staffing is
expected to be sufficient to provide these services.

2. The Treasurer's current investment practices are consistent with the
requirements of the bill.

3. The Securities Bureau, Insurance Division, of the Department ot Commerce
will be required to take on new duties and provide examinations in the
lnvestment trust area.

4. FExamination costs by the Banking and Credit Union Divisions, of the
Department of Commerce will be offset by increased billings for these
examinations.

5. Local governments will experience some increase in audit costs. ‘The
additional «costs of obtaining federal Security and Exchange Commission
registration will be passed along to the local government investors.

6. The 3 Board of Regents' universities would be prohibited from investing in
certain money market instruments they currently use for overnight
investment. For purposes of  estimation, Lt is assumed that:

a. The current operating funds remain constant.

b. The difference between the rate of return on money market funds
and the repurchase agreements will remain constant.

c. The cut off time for investing in repurchase agreements 1s 11:00
a.m. and the Common Fund cut off is 2:00 p.m. Central Time.

d. $3.0 million is left uninvested on a daily basis.

Fiscal Impact:

l. The Office of the Treasurer will be able to provide technical assistance
and collect the required information within current budget and staffing
levels, assuming the volume of requests and information 1§ not excessive.

2. The cost to the Office of the Auditor cannot be estimated. The increased
charges by the Auditor to the Regents' institutions are estimated to be
less than 5$5,000 annually.

3. The Insurance Division, Department of Commerce, would need an experienced
auditor (1.0 FTE position). The one-~time, start~-up costs wouid be $5,000
with on-going annual costs of $49,100 for salary and audit expenses to
meet the new responsibilities. Costs could be reduced if clear authority
were provided permitting the Commissioner of Tnsurance to contract for
outside professional services.

4. It is anticipated that additional costs £¢ the Bankirpg Division and the
Credit Union Division, Department of Commerce, will be minimal and can be
abscrbed through normal examination functions.

5. Loczl school districts could experience increased administrative and
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auditing costs. No estimate cof these cgsts 1s available.

6. The required investment auditing wiil increase the costs to cities. The
amount will vary by c¢ity. Joint investmen:z costs are expected to increase
by $25,000 rto $50,000 for the federal Securities and Exchange Commission
registration which would probably be taken out of interesc earned by the
cities.

7. For the Board of Regents, the administrative costs for the increased
workload for managing the dally investment of repurchase agreements will
be approximately $52,000 annually. Investment vevenues will be reduced by
approximately $479,000 annually, for a total cost of $531,000.

Sources:

Auditor of State
Treasurer of State
Department of Commerce:
Insurance Division
Banking Division
Credit Unions Division
League of Iowa Municipalities
Department of Education
Board of Regents
Iowa Association of School Boards

(LSB 5482sv.2, MDF)

FILED MARCH 20, 1992 BY DENNIS PROUTY, FISCAL DIRECTOR
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M senate riLe 20236

BY COMMITTEE ON LOCAL GOVERNMENT

{SUCCESSOR TO SSB 2003.1)

{AS AMENDED AND PASSED BY THE SENATE MARCH 10, 1992)
ALL New Language by the Senate

Passed Senate, Date ﬁAL[%&(;,qby) Passed House, Date QéV%R A?%)
Vote: Ayes _ o7 Nays o Vote: Ayes ¢  Nays Q

Approved 25 /992 1647)- .
&lrole2(p. /o2¢)
' [

44/(4/ _5:_2, - 77@%/ —
A BILL FOR

1 An Act relating to regulating the investment of public funds and

2 Jproviding an effective date.
3 BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:

b

4

c

)
n

SENATE FILE 2036

H-5620

1 Amend Senate File 2036 as amended, passed, and
2 reprinted by the Senate, as follows:

3 1. Page 8, by inserting after line 10 the

4 following:

5 "Sec. - Section 331.303, Code 1991, is amended
6 by adding the following new subsection:

7 NEW SUBSECTION. 8A. Approve the written

8 investment policy for the county required under

9 section 452.10B."
10 2. By renumbering as necessary.

By MURPHY of Dubuque

B-5620 EILED MARCH 31, 1992
Aﬁﬂ%ﬁilaﬁ?%éQCG_/ﬁféi

SF 2036
ak/cc/26
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11
12
13
4
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

s.F. 203 H.r.

Section 1. Section 11.2, Code 1991, is amended to read as
follows:

11.2 ANNUAL SETTLEMENTS.

1. The auditor of state shall annually, and oftener if
deemed necessary, make a full settlement between the state and
all state officers and departments and all persons receiving
or experding state funds, and shall annually make a complete
audit of the books and accounts of every department of the
state,

Provided, that the accounts, records, and documents of the
treasury department shall be audited daily.

Provided further, that a preliminary audit of the
educational institutions and the state fair board shall be
made pericdically, at least quarterly, to chec¢k the monthly
reports submitted to the director of revenue and finance as
tequired by section 421.31, subsection 4 and that a finai
audit of such state agencies shall be made at the c¢lose of
each fiscal year.

2. In conjunction with the audit of the state board of

regents required under this section, the auditor of state

shall also perform tests for compliance with the investment

poiicy of a reascnable number of Investment transactions in

relaticon o the total investmentis and qguantity of transactions

in the period audited. The results of the compliance testing

shall be reported by the auditor of state in accordance with
i oY

generai.y accepted auditing standards. The auditcr of state

may also make recommendations for changes to investment policy

Ot practices. The siate board of regents is responsible for

the remedy of repcrted noncompiiance with its policy or

practices.

Except for se

O

urity for public cdepnsits as provided in

h

tarcugh 352,19 and sectisns 453.22 and 452,23,

o]

sections 453.1
“

as part cf lts audit, the state board of regents is

responsibie for obtaining and providing to the audizcr of

state the aud.ted Zinancial statements and reizted report on

a4
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32
33
34

s.r. DL u.r.

internal control structure of outside persons, performing any

of the following for the state board of regents:

a. Investing public funds.

b. Advising on the investment of public funds.

c. Directing the deposit or investment of public funds.

d. Acting in a fiduciary capacity for the state board of
regents.

The review by the auditor of state of the most recent

annual report to shareholders of an open-end management

investment company Or an unincorporated ianvestment company or

investment trust registered with the federal securities and

exchange commission under the federal Investment Company Act
of 1940, 15 U.5.C. § 80(a), pursuant to 17 C.F.R. § 270.,304~-1

or the review pursuant to a regular examination under state or

federal law, to the extent the results of the examination are

nor confidential, of the investment activities of a bank,

savings and loan, or credit union on behalf of the board of

regents, shall satisfy the review requirements of this

subsection.

All outside persors shall notify in writing the state board

of regents subdivision within thirty days of receipt of

communication from the auditor of state or any regulatory

authority of the existence of a material weakness in internail

control structure, or regulatory complaints, orders, or

sanctions against the outside person. This provigion to

provide notice shall not be limited, or aveoided, by contract.

Provided, however, that to the extent that a provision of

this subsection conflicts with federal law, it shall be

construed to avoid such confiict.

Sec. 2. Secrtion l1.6, subsection 1, Code Suppliement 1991,
is amended to read as follows:

1. a. The financial condition and transacticns of all
cities and city offices, counties, county hospitals organized
under c¢hapters 347 and 3473, memorial hospitals organized

under chapter 37, entities organized under chapter 28E having

-2 -
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gross receipts in excess of one hundred thousand dollars 1in a
fiscal year, merged areas, area education agencies, and all
school offices in school districts, shall be examined at least
once each year, except that cities having a population of
seven hundred or more but less than two thousand shall be
examined at least once every four years, and cities having a
populaticn of less than seven hundred may be examined as
otherwise provided in this section. The examination shall
cover the fiscal year next preceding the year in which the
audit is conducted. The ezamination of school offices shalil
include an audit of all school funds, the certified annual
financial report, and the certified enrollment as provided in
section 257.11. Examinations of community colieges shall
include an audit of eligible and noneligible contact hours as
defined in secticn 286A.2. Eligible and noneligiblie contact
hours and the certified enrollment shall be certified to the
department of management.

Subject to the excepticns and requirements of subsection 2
and subsection 4, paragraph "c", examinations shall pe made as
determined by the governmental subdivision either by the
auditor of state or by certified public acccuntants, certifiled
1n the state cf Iowa, and they shall be paid from the proper
public funds of the governmental subdivision.

o. In conijunction with the audit of the governmental

subdivision recuired under this section, the person performing

the audit shall also perform tests for complliance with the

investment poilcy of a reascrable number of investment

transactions in relaticn to the total inves:timents and guantity
o

cf transactions in tre peéer.od audited, The re

s
compliance testing shall pe repcrtad in acc¢crdance with

generaliy accepted auditing standa The perscn performing

the auditc may also maxe recommendaticns for changes %o

investment policy <r practices. The governmen:al sudbdivision

1S responsipnie for the remedy of reported noncem

"U
b

e
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its policy ©or practices.
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Except for security for public deposiis as provided in
sections 453.16 through 453.19 and sections 453.22 and 453.23,

as part of its audit, the governmental subdivision is

responsible for obtaining and providing to the person

performing the audit the audited financial statements and

related report on internal control structure of outside

ersons, performing any of the fcllowing for the governmental
P P g g g

subdivision:

(1) Investing public funds.

{2) Advising on the investment of public funds.

{(3) Directing *the deposit or investment of public funds.

{4) Acting in a fiduciary capacity for the governmental

subdivision,

The review by the person performing the audit of the most

recent annual report to sharehciders of an open-end management

investment company or an unincorporated investment company or

investment trust registered with the federal securities and

exchange ccmmission under the federal Investment Company Act
of 940, 15 U.S5.C. § 80(a), pursuant to 17 C.F.R. § 270.30d-1

or the review pursuant to a regular examination under state or

federal law, to che exteni the results of the review are nec:

confidential, of the investment activities of a bank, savings

and lcan, or credit union on behalf of a governmental

sudpdivision, shall satisfy the review requirements of this

lettered paragraph.

All outside persons shall notify in writing the

governmental subdivision within tnirty days of receipt of

communication from an independent auditor or any regulatory

authority of the existence of a material weaxness in internal

control structure, or requlateory compiaints, oréers, or

sanctions against the ourside person. This provisicn to

prov.de notice shall not be limited, or avoided, by contract.

The auditor ¢f a joint investment trust shall file all
tion

examina reporcs with the administrator ¢f the securities

bureau of the insurance division of tne department of commerce

-4 -
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within ten days of completing the examination. The auditor

shall immediately notify tne administrator of any vioclations

or weaknesses in ipnternal control structures.

Provided, however, that to the extent that a provision of

this subsection conflicts with federal law, if shall pe

construed to aveid such conflict,

Sec. 3. Section 11.6, subsection 4, Code Supplement 1991,
is amenced by adding the following new unnumbered paragraph:
NEW UNNUMBZRED PARAGRAPH. An examination under this

subsection shall inciude a determination of whetner

investments by the governmental subdivision are authcrized by
state law.

Sec. 4. Section 1l.6, subsection 7, Code Supplement 1991,
ts amencded to read as fcllows:

7. The auditor of state snall make guidelines avaiiable to
the public setting forth accounting and auditing standards and
procedures and audit and legal compliance programs Lo be
applied in the examinat:ion of the governmenta. subdivisions of

the state, which shail recuire a review of the internal

control structure and specify testing of transactions for

compiiance. The guidelires shall include a reguirement that
the certified public accountant immediately notify the auditor
Of state regarding any suspected embezzlement or theft, The
auditor shall also provide standard reporting formats for use
in reporting the results of an examination of a governmental
subdivision.

Sec. 5. Section 12.1, Ccde 1991, is amended by adding the
followirg new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPZ. The treasurer shall report on

-

the investmeats cof all political subdivisiorns,

instrumentalities, ard agencies of tha state authorized to
invest funds made in acccrdance with secticn 452.10 to the

a
gereral assembly., The treasurer shal: adopt ruies pursuant =o

a
chapter [7A requiring all poliitical subdivisions and agencies
o e

authorized to invest funds to su:

.
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investments made in accordance with section 452.10 to the
treasurer and prescribing the forms for making the reports.
Each political subdivision and agencies authorized to invest
funds shall provide all the information required pursuant to
this provision which shall be public records under section
22.1.

Sec. 6. NEW SECTION, 12.62 INVESTMENTS BY AGENCIES AND
POLITICAL SUBDIVISIONS -- TECHNICAL INFORMATION AND
ASSISTANCE.

The treasurer of state shall adopt rules pursuant to

chapter 17A for providing technical information and assistance
to political subdivisions, instrumentalities, and agencies of
the state authorized to invest funds which are seeking to
invest pubiic funds. The treasurer or the treasurer's f
designee shall provide technical information and assistance to
a political subdivision, instrumentality, or agency of the
state acthorized to invest funds at the request cf the
political subdivision, instrumentality, or agency of the state
authorized to invest funds, inciuding but not limited to
technical information regarding the statutory requirements for
investments by the political subdivision, instrumentaliity, or
agency and technical assistance to enable the political
subdivision, instrumentality, or agency to invest funds in
accordance with state law. However, the fact that information
and assistance are provided under this section to a political
subdivision, instrumentality, or agency authorized to invest
funds shall not make the state, the treasurer of state, or the
treasurer's designee liable to a political subdivision,
instrumentaiity, or agency of the state in any manner for any
loss, damage, or expense incurred by the political
subdivision, instrumentalicy, or agency as a resuit of an
investment.

Sec. 7. Section 28E.5, subsection 2, Code 1991, is amended
to read as folilows:

2. The precise organization, composition and nature of any

_6_
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separate legal or administrative entity created thereby
together with the powers delegated thereto, provided such

entity may be legally created. However, if the agreement

establishes a separate legal or administrative entity, :the
entity shall, when investing funds, comply with the prcocvisions

of sections 452.10 and 452.1CA through 452.10C and other

applicable law.

Sec. 8. Section 262.14, subsection 3, unnumbered paragraph
1, Code 1991, is amended %£0 read as folliows:

Any portion of trhe funds may be 1nvested by the board. All
nds shall be subiect to section 452.10.

un
f the funds, the becard shall exercise the

-4
hob

investments of £

the investment o
judgment ard care, under the clrcumstances =hen prevalling,
which persons ¢f prudence, discretion and intelligence
exercise in their own affairs as provided in section 633.123,

subsection L.

The poard shall have written investment policies which

inciude listings of authorized and unauthorized investments,

approval prccesses for the selection ¢f investment managers

and cther investment professionals, aillowablie maturities for

£ived_income securities, and provisions for regular and

frecuent beard oversight, including audit. The bcard's

investment policy shall cover endowment and nonendownment

1nvestiments.

Sec. 9. Section 279.29, unnumbered paragraph 2, Code 1991,
is amended to read as follows:

Pending audit and allowance of claims under this section,
the board shall invest moneys of the corporaticn to the extent
practicable, and tre board may provide fcor the joint

investment of moneys with one cor more schcol corporations

purszant to a joint investment agreement. All investments oI
funds shall be subiect to sectiocns 452.10 and 452.:0A and
cther applicable law.

Sec. 10. Sect:ion 302.11, Code 199, is amended tc read as

follows:




s.r. 2036  u.r.

302.11 SCHOOL FUND ACCOUNTS -- AUDIT OF LOSSES.

The director of revenue and finance shall keep the
permanent school fund accounts in books provided for that
purpose, separate and distinct from the revenue books. The
auditor of state shall audit losses to the permanent school or
university fund caused by the defalcation, mismanagement, or
fraud eof-the-agenta-er-aféicera-controtting-and-managing-the

fund. The auditor of state shall adopt rules pursuant to

chapter 17A for those officers as necessary to ascertain the

iosses.

Sec. 11. Section 331.555, subsection 6, Code 1991, 1is
amerded to read as follows:

6. The treasurer shall keep ail funds invested %o the
extent practicable and may invest the funds jointly with one
or more counties, judicial district depariments of
correctional services, cities, or city utilities pursuart <o a
ioint investment agreement. All investments of funds shall be

subject to sections 452.10 and 452.1i0A and other applicable

Sec. 12. Section 384.21, Code 1991, is amended to read as
follows:

384.21 JOINT INVESTMENT OF FUNDS.

A city or a city utility board shall keep all funds
invested to the extent practicable and may invest the funds
jointly with one or more cities, utility boards, judicial
district departments of correctional services, or counties

pursuant to a ljoint investment agreement. All investments of

funds shall be subiect to sections 452.10 and 452.10A and

other applicable law.

Sec. 13. Section 411.7, subsection 2, Code Supplement
1991, is amended by adding the following new unnumbered
paragraph:

NEW UNNUMBERED PARAGRAPH. Investments by the fund shall pe

subject to the same audit and compliance testing requirements

as is a polit:ical subdivisicn which invests public funds with

-8_
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a joint investment trust organized pursuant to chapter 2B8E.

Sec. 14. Section 452,10, Code Supplement 1991, is amended
by striking the section and inserting in lieu thereof the
foliowing:

452.10 PUBLIC FUNDS INVESTMENT STANDARDS.

1. In addition to investment standards and requirements
otherwise provided by law, the investment of public funds by
the treasurer of state, state agencies authorized to invest
funds, and poli:zical subdivisions of this state, shall conmply
with this section, except where otherwise provided by another
statute specifically referring to this section.

The treasurer of state and the treasurer of each political
subdivision shall at aii times keep funds ceming into thelr
possession as public money in a vault or safe to be provided
for that purpose or in one or more depositories approved
pursuant to chapter 453, However, the Lreasurer of state and
the treasurer of each political subdivision shall invest,
unless otherwise provided, any public funds nct currently
needed in investments authorized by this section,

2. The treasurer 0f state, state agencies authorized =c
invest funds, and political subdivisicns of thic state, when
investing or depositing public funds, shail exercise the care,
skill, prudence, and diligence under the circumstarces then
prevailiing that a prucent person acting in a iixe capacity and
famillar with such matters would use to attain the goals of
this subsection. This standard requires that when making
lnvestment decisions, a public entity shall censider the role
that the investment or deposit plays within the portfolio of
assets cof the public entity and the goals of this subsection.
The primary gcals of investment pruderce shall be based in the
foliowing order cf priority:

a. Safety of principal (s the first priocrity.

b. Maintaininrg tne necessary liquidity to match expect=d
liabilities is the second priority.

c. Obtaining a reasonable return is the third priority.

-g-
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3. 1Investments of public funds shall be made in accordance
with written policies, A written investment policy shall
address the goals set out in subsection 2 ané shall also
address, but is not limited to, compliance with state law,
diversification, maturity, quality, and capability of
lnvestment management.

4. The treasurer of state and all other state agencies
authorized to invest funds shall only purchase and invest in
the following:

a. Obligations of the United States government, its
agencies and i1nstrumentalities.

b. Certificates of deposit and other evidences of deposit
at federally insured depository institutions approved pursuant
to chapter 453.

c. Prime bankers' acceptances that mature within one
hundred eighty days and that are eligible for purchase by a
federal reserve bank, provided that at the time of purchase no
more chan thirty percent of the investment portfolio of the
treasurer of state or any other state agency shall be 1n
investments authorized by this paragraph and that at the time
of purchase no more than five percent of the investment
portfclio shall be invested in the securities of a single
issuer.

d. Commercial paper or other short term corporate debt
that matures within one hundred eighty days ard that is rated
within the two highest classifications, as established by at
least one of the standard rating services approved by the
superintendent of banking by rule adopted pursuant to chapter
174, provided that at the time cf purchase no more than five
percent ¢f all amounts invested in commercial paper and cother
short-rterm corporace debt shall be invested in paper and debt
rated in the second highest ciassification, and orovided
further that at the time of purchase no more than thirty
percent of the investiment pcrtfolio of the treasurer of state

Or any other state agency shall pe in investments authorized
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by this paragrapn and that at the time of purchase no more .
than five percent of the investiment portfolio shall be
invested in the securities of a single issuer.

e. Repurchase agreements whose underlying collateral
consists of the investments set cut in paragraphs "a" through
"d" if the treasurer of state or state agency authorized to
invest funds taxes delivery of the collateral either directly
or through an authorized custodian. Repurchase agreements do
not include reverse repurchase agreements.

£. Investments authorized for 3jhe Iowa public employee
retirement system in section $97B.7, subsection 2, paragraph
"b", except that investment in common stocks is not permitted
except with respect =o endowment funds or investments held
under deferred compensatior agreements.

g. An open-end management investment company organized in
trust form registered witn the federal securirties and exchange
commission under the Zederal Investment Company act of 1940, .
15 U.S.C. § 80(a) and operated in accordance with 17 C.7.R. §
270.2a-7 or "The Commcn Fund For Nonmprofit Organizations" or
1ts affiliates, provided that the persons managing the funds
are regulated by the federal securities and exchange
commission as an investment company under the federal
Investment Company aAct of 1940, 15 U.5.C. § 80(a).

Futures and options contracts are not permissible
investments.

5. Politica: subdivisions of this state shall only
purchase and invest in the following:

a. Obligations of the United States government, its
agencies and instrumentalities.

0. Certificates of deposit and other evidences of deposit
at federa.lly insured depository institutions approved pursuant
Lo chapter 453.

¢. Prime bankers' acceptances thar ma:zure within one
rnat are ellgible for purchase dy a .

hundred eighty days and
federa: reserve bdank, provided that at the time of purchase no

[
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more than ten percent of the investment portfolio shall be in
investments authorized by this paragraph and that at the time
of purchase no more than five percent of the investment
portfolio shall be invested in the securities of a single
issuer.

d. Commercial paper or other short term corporate debt
that matures within one hundred eighty days and that is rated
within the two highest classifications, as established by at
least one ©of the standard ratiné services approved by the
superintendent of barking by rule adopted pursuant to chapter
17A, provided that at the time of purchase no more than five
percent of all amounts invested in commercial paper and other
short term corporate debt shall be in paper and debt rated :in
the second highest cliassification, and provided further that
at the time of purchase no more than ten percent ¢f the
investment portfoliio shall be in investments authorized by
this paragraph and that at the time of purcnase no more than
five percent of the investment portfolio shall be invested in
the securities of a single issuer.

e. Repurchase agreements whose underlying c¢ollateral
consists of the investments set out in paragraph "a" if the
subdivision takes delivery of the collateral either directly
or through an authorized custodian. Repurchase agreementé do
not include reverse repurchase agreements.

£. A joint investment trust organized pursuant to chapter
28E organized prior to and existing in good standing on the
effective date of this Act. Provided that the joint
investment trust shall be rated within the two highest
classifications by at least one of the standard rating
services approved by tne superintendent of bankxing by rule
adopted pursuant to chapter 17A.

g. An open-end management investment company, ©r an
unlincorporated investment company or invesiment trust, or a
jeint lavestment trust corganized pursuant to chapter 28E on or

after the effective date of this Act, provided =hat such

-12-




entities are registered under the federal Investment Company .
Act of 1940, 15 U.S.C. § 80(a), and are operated in
accordance with 17 C.F.R. § 270.2a-7, the portfolio of which

L I
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is authorized by section 452.10.

Futures and options contracts are not permissible
investments. The provisions of section 452.10A must alsao be
satisfied by the purchaser or investor.

The trading of securities in which public furds are

invested for the purpose ¢of speculation and the realization of

]
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short-term trading profits 1s prohibited.

b4

The 1investments by a poiitical subdivision or agency must

[
B

have maturities fhat are consistent with the reeds and use of
chat poiltical subdivision or agency.
6. Investments by the Iowa public employees' retirement

system are governed by chapter 978 and are not subiect to this

el
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section.
Sec. 15. NEW SECTION. 4S2.10A PUBLIC INVESTMENT MATUR
AND PROCEDURAL LIMITATIONS.

1. The investment of pubiic funds which are operating

-
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funds by a political subdivision shall be subject to tne

fcilowing:

(RS I o
b

a. As used in this section, "operating funds"” means those

&J
LI

funds which are reascnably expected to be expended during a

current budget year or within fifteen months cf receipt.

[x% BN
P2 =Y

b. Operating funds must be identifiled and distinguished
£rom all other funds available for investment.

c. Operating funds may only be invested in investments

LS ST N ]
o~

which mature within three hundred ninety-seven days or less

™o
w

and which are autnorized by law for the investing public

W
<

entity,.

-+

2. All investments of puglic funds by political

LN
ST

subdivisions shail be subject to the following:

o
L

a. Each investment must be authorized by appiicable law
and zne written investment policy of the political .
subdivision,

L
U1
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b. The trading of securities in which any public funds are
invested for the purpose of speculation and the realization of
short-term trading profits is prohibited.

¢. Investments by a political subdivision must have
maturities that are consistent with the needs and use of that
political subdivision or agency.

é. Each politicai subdivision whose investments involve
the use cf a public funds custcdial agreement, as defined in
section 452,10C, shall comply with rules adopted pursuant to
section 452,108 relating to those investments. All contracts
oroviding for the investment of public funds shall be in
writing and shall contain a provision requiring that ail
investments shall be made in accordance with the laws of this
state. The political subdivision alsoc shall submit
information about investments involving outside persons to the
treasurer of state as required by rule adopted under section
12.1 which shall be public records under section 22.1.

e. A contract for the investment or deposit of public
funds shall not provide for compensation of an agent or
fiduciary based upon investment performance.

3. A treasurer of a political subdivision may invest funds
of the political subdivision or agency that are not operating
funds in investments having maturities longer than three
hundred ninety-seven days. Subsection 1 does not apply to
public funds that are not operating funds or to public funds
that are invested under the provisions of a resolution or
indenture for the issuance of bonds, notes, certificates,
warrants, or other evidences of indebtedness if such
investments are classified or approved as investments for
municipal financing, within the two highest classifications py
at least one of the standard rating services approved by the
superintendent of banxking by rule pursuant to chapter Ll7A4.

4, As used in this section, "public funds" means all funds
that are public funds within the meaning of section 453.1%,

L

subsection 2, paragraph "b", except state funds iavested by

'+
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the treasurer of state.

5. This section shalli not be construed to supersede any
provision of this chapter or of chapter 453.

Sec. 16. NEW SECTION. 452.10B WRITTEN INVESTMENT
POLICIES.

-

1. Political subdivisions shall apprcve written Investment

policies which incorporace the guidelines specified in section
452.10, secticons 452.:10A through 452.10C, and any other
provisions deemed necessary to adequately safeguard invested
public fands.

2. The written investment policy regquired by section
452.10 shalil be delivered to ail of the following:

a. The governing body or officer of the public entity to
which the policy applies.

b. All depository institutions or fiduciaries for public
funds of the public entity.

c. The auditor of the public entity.

Sec. 17. NEW SECTION. 452.10C REGULATION OF PUBLIC FUNDS
CUSTODIAL AGREEMENTS,

A commission cecnsisting of the treasurer of state, the

auditor of state, the commissioner of insurance, the
superintendent of banking, the superintendent of savings and
loan associations, and the superintendent of credit unions,
shall adopt rules under chapter 17A requiring the inclusion in
public funds custodial agreements of any provisions necessary
to prevent loss of public funds.

The superintendent of bankxing shall enforce compliance with
rules adopted pursuant to this section with respect to banks
organized under chapter 524 and acting as or designating
custodians of pubiic funds. The superintendent of c¢redit
unions shall enfcrce compliance with rules adopted pursuant to
this section with respect to credit unions organized under

hapter 533 and acting as or designating custcdians of pubiic
funds. The superintendent of savings and lcan assccliacions

shalil enforce compliance with rules adopted pursuant to this

-5
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section with respect to associations organized under chapter
534 and acting as or designating custodians of public funds.
The administrator under chapter 502 shall enforce compliance
with rules adopted pursuant to thils section with respect to
all other persons acting as or designating custodians of
public funds.

As used in this section, "public funds custodial agreement"

O ~ b W) e

means any contractual arrangement pursuant to which one or

9 more persons, including but not limited to, investment

10 advisors, investment companies, trustees, agents and

11 custodians, are authorized to act as a custodian of or to

12 designate another person to act as a custodian of public funds
13 or any security or document of ownership or title evidencing
14 puplic funds investments other than custodial agreements

15 between an open-end management investment company reglstered

16 with the federal securities and exchange commission under the
17 federal Investment Company Act of 1940, 15 U.S.C. § 80(a) and

18 a custodian bank.

19 As used in this section "public funds" means public funds

20 as defined in section 453.1. However, this section does not
21 apply Lo public funds that are invested under the provisions
22 of a resolution or indenture for the issuance of bonds, notes,
23 certificates, warrants, or other evidences of indebtedness.

24 To the extent that a provision of this section conflicts with
25 federal law, it shall be construed to aveoid the conflict.

26 Sec. 18, Section 453.1, subsection 2, paragraph a, Code

27 1991, 1s amended to read as follows:

28 a. "Depository" means a bank or-any-effrce-of-a-bank-whese
29 mccounts-are-insured-py-tne-federai-depestt-inaurance

30 eorporationy-sr, a savings and loan asseecration-or-a-savings
31 bank-cr-any-branch-eaf-a-savings-and-ioan-asasciatron-or

32 savings-bank-whoese-acecounsa-agrea-irnaured-by-che-federat-savings

33 and-ican-tnsuranca-eorporat+on, or a credit union insured-by

M 34 the-rationalt-eredit-unton-admensatration in which public funds
I

35 are deposited under this chapter.
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Sec. 19. Section 453.1, subsection 2, Code 1991, is
amended by adding the following new paragraphs:
NEW PARAGRAPH. c¢. "Bank" means a corporation engaged in

the business of banking authorized by law to receive deposits
and whose deposits are insured by the bark insurance fund of

the federal deposit insurance corporation and includes any
office of a bank.
NEW PARAGRAPH. d. "Savings and loan" means a corporation

authorized to operate under chapter 534 or the federal Home
Owner's Loan Act of 1933, 12 U.S.C. § 1461, et seq., and
includes a savings and loan association, a savings bank, or
any branch of a savings and lcan association or savings bank.
NEW PARAGRAPH. e. "Credit union" means a cooperative,

nonprofit association incorporated under chapter 533 or the
federal Credit Union Act, 12 U.S.C. § 1751, et seq., and that

is insured by the national credit union administration and
includes an office of a credit union. .

NEW PARACRAPH. f. "Financial institution" means a bank,

savings and loan, or a credit union,

Sec. 20. Section 453.1, subsection 3, Code 1991, is
amended to read as follows:

3. A deposit of public funds in a depository pursuant to
this chapter shall be secured as foliows:

a. If a depository is a savings and lcan asseciationy-a
saving=-banmk;-or-an-office-of-a-savings-and-tean-assoctation

or-savings-bank or a credit union, then tke public deposits in

those-deposttoriea the savings and loan or c¢redlt union shail

be secured pursuant to sections 453.16 through 433.19 and
sections 453,23 and 453.24,.

b. If a depository is a bank, credit-unton;-er-an-office
ef-a-pank-or-eredit-uniony then the public deposits in ehose
deposteorres the bank shall be secured pursuant to secticers
453-22-tnrongn 453.21, 453.23, and 453.24.

Sec., 21. Section 453,15, Code 1991, is amended to read as .
foillows:
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'453.15 RESTRICTION ON REQUIRING COLLATERAL,
A local government shall not regquire a pledge of collateral
for that portion of the local government's deposits in a

depositoery-instreuntion savings and leoan or credit union that

is covered by insurance of a federal agency or instrumentality
tneiunding-the-federa:-deposit-+naurance-sorporation;-the
federat-savings-and-ican-tnsurance-corporation;-or-the
nationat-credit-unten-admrazatracton.,

Sec., 22. Section 453.16, subsection 1, unnumbered
paragraph 1, Ccde 1991, is amended to read as follows:

Before a deposit of public funds is made by a public

officer with a depostesry—inststuctton savings and loan or

credit union in excess of the amount federally 1insured by

federat-depostt~insurance-or-federei-savings-and-ioan
tnsurancer-and-before-the-itnvestment-of-pubiic-funds-in
tnvegtments-authorrred-in-section-452-18-whieh-erther-avre—not
obirgarions-of-or-guaranteed-ny-«he-tnzted-Scateas-government
or-eny-of-tta-agenciea;-are-rn-exceas-of-sthe-amount-tnaured-oy
federaz-depoztt-insurance-or-£federai~savinga-and-tosan
tasurances-—or-gre-investmenta-by-the-treaasurer-of-sratce
specifirecatiy-auvthorized-by-section-452:-10-to-be-made-as
addttionar-+nvestments-under-sectton-9F7BsF;-subgectton-27
paragrapn-2b%, the public officer shall obtain security for
tne deposit er-tnvestment by one or more of the following:

Sec. 23. Section 453.16, subsection 1, paragraph a, Ccde
1991, is amended o read as follows:

a. The depesitory-institutten savings and loan or credit

union may give to the public officer a corporate surety bond
of a surety ccrporation approved by the treasury department of
the United States and authorized to do business 1n this state,
which bond shall be in an amount equal to the public funds on
deposit at any time. The bord shall be conditioned that the
depcsit shall be paid promptiy on the order of the publi
officer making the deposit and shall be approved by the

officer making the depossit.

-.-.18.—
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Sec. 24. Section 453.16, subsection 1, paragraph b,
unnumbered paragraph 1, Code 1991, is amended to read as

folliows:

The depositery-institutioa savings and loan or credit union
may deposit, maintain, pledge and assign for the benefit of
the public officer in the manner provided in this chapter,
securities approved by the public officer, the market vaiue of

which is not less than one hundred ten percent of the total

W oo = O N e w0

devosits of public funds placed by that public officer in the

—~
<o

deposiessy-imsecitutten savings and loan or credit union. The

—r
[

securities shall consist 0f any of the following:
Sec. 25. Secticn 4§53.:16, subsectlon 1, paragrapn o,

subparagraph (4), Code 1991, is amended to read as fcliows: |

= b
N TR )

(4) To the extent of the guarantee, lcans, obligaticns, or

-
o

nontransferable letters of credit upon which the payment of

[

principal and interest is fully secured or guaranteed by the
United States of America or an agency or instrumentality of .
the Urited States of America or the United States corporate

*

[

central credit uniocn, and the rating of the United States

[
< WO o

corporate central credit union remains within the two highest

classifications of prime established by at ieast one of th

NN
[ B

standard rating services aovproved by the superintendent of

LS ]
[#%]

banking by rule pursuan® to chapter 17A. The treasurer of

state shall adopt rules pursuant to chapter 17A to implement

NN
o ods

this secticn,

[L°]
(o)}

Sec. 26. Section 453.16, subsection 1, paragraph b,

27 unnumbered paragraph 2, Code 1991, is amended to read as

28 follows:

29 Direct obligations of, cor oblications that are Insured or

30 fully guaranteed as to princival and interesi by, the Inrnited

3. States of America, which may be used to secure the cZeposit of

32 public funds under subparagraph (1), include inves:tments in an

ent investment c¢ownany or lavestment trust

fecderal Inves:imenz Company Act of 1540, .

e
and opecated In accordance with 17 C.FZ.R. §

33 open-=nd nanagenm
24 registered under =
Ca,

)
oo

35 15 U.S.C.

...‘__9_
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270.2a-7 the—portfoiio—cf;whichHis-iimited~tc—the—8nited
States-government-oblrigarrons-deacribed-rn-asubparagrapr-tty
and-to-repurchase-agreementa-£uity-cortateratired-py-the
nrted-States-government-obligattona-desecribed-+n-subparagraph
tt¥y-tf-che-inveatment-company-or-tnvestment-trnar-—takes
detivery-of-che-cotiaterat-etther-divectiy-or-through-an
anthorrred-custodian.

Sec. 27. Section 453.16, subsection 2, Code 1991, is
amended to read as follows:

2. If public funds are secured by both the assets of a

deposttory-inatétueteon savings and loan or credit union and a

bond of a surety company, the assets and bond shall be held as
security for a rateable proportion of the deposit on the basis
of the market value of the assets and of the total amount of
the surety bonds.

Sec. 28. Section 453.17, subsection 1, unnumbered
paragraph 1, Code 1991, is amended to read as follows:

A depository-tnstitutien savings and loan or credit union

which receives public funds shall pledge securities owned by
it as required by this chapter in one of the following
methods:

Sec. 29. Section 453,17, subsection 1, paragraph ¢, Code
1991, is amended to read as follows:

¢. The securities shall pe deposited with the federal
reserve bank of Chicago, Illinois, e the federal home loan

bank of Des Moines, Iowa, or the United States corporate

central c¢redit union pursuant to a bailment agreement or a

pledge custody agreement.

Sec. 30. Section $53.17, subsections 3 and 4, Code 1931,
are anended to read as follows:

3. All deposits of securities, other than deposits of
securities with the appropriate public officer, shall nave a
joinct custody receipt taken for the securities with one copvy
delivered to the public officer ané one copy delivered to the

depository-inst+rentton savings and loan or credit union. A

_..20_
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11
12

N
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14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
28
30
31
32
33
34
35

depoattory-tmsettat+on savings and loan or credit union

pledging securities with a public officer may cause the
securities to be examined in the officer's office to show the
securities are piaced with the officer as coilateral security
and are not transferable except upon the conditions provided
in this chapter.

4, Upon written request from the appropriate public

officer but not less than quarterly, a depository-inscitutren

savings and loan or crecit union shall report the par value

and the market value of any pliedged collateral and the total
deposits of public funds of that officer in the depeaitory

rnetteution savings and loan or credit union.

Sec. 31. Section 453.18, Code 1991, is anmended to read as
follows:
453.18 CONDITION OF SECURITY.
The condition of the surety bond or the deposit of
securities, instrumenrts, or a joint custody receipt, must be .

that the depositesy-tnaritubion savings and ioan or credit

un:on will promptly pay to the parties entirled public funds,
inciuding any interest or the funds, in 1ts custody upon
lawful demand and, when required by Law, pay the funds to the
public officer who made the depcsit.

Sec. 32. Section 453..9, subsections 3 and 4, Code 1991,
are amended to read as follows:

3. In the event of substitution or exchange of securi:ies,
the holder or custodian of the securities srall, on the same
day, forward by certified mail, return receipt reguested, to

the public officer and the depostt-ory-tasesrusion savings and

lecan or credit union, a receipt specifically describing and

identifying poth the substituted securities and those released

“

andé returned to the depositery-rmstreutron s53vings and loan or

credit union.

4. The public officer which depcsits public funds with a

depegrtory-tnesttustan savings and lcan or credit union shall .

reguire, ifZ the mar<etr va.ue of +he securities depeosited withn
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or for the benefit of the officer falls below onre hundred ten
percent of the deposit liability to the public officer, the
deposit of additional security to bring the total market value
of the security to one hundred ten percent of the amount of
public funds held by the depesitery savings and loan or credit

union.

Sec., 33. NEW SECTION. 453.21 REQUIRED COLLATERAL --
BANKS.

1. A depository that is a bank shall pledge the required

o SRR Y N R T

[
(== N o)

collateral securities to the treasurer of state by depositing

[
H

before January 31 of each year the collateral securities 1in

=
3]

restricted accounts of the treasurer of state, including but

—
[S8]

not limited to pledge-custody accounts, at a federal reserve

—
fla

bank, a trust department of another commercial bank, or wigh

—
92

another financial institution which has been designated by the

-
L3}

treasurer of state that is not owned or controlled directly or

[ 52
-J

indirectly by the same depository or ncelding company. The

-
x

pank shall deliver to the treasurer of state a security

—
ptel

agreement which provides the treasurer of state with a valid

3% ]
<

and perfected security interest in the required collateral.

L9}
—

The markxet value of the required collateral shall not be less

3%
~

than five percent of the average total public funds placed on

2%
I

deposit in the bank during the preceding year. The average

29 ]
=

total public funds shall be calculated by adding the tctal

48]
w

public funds reported quarterly to the federal goverament on

b
o))

the report of condition and income, and dividing that amount

[ ®]
-

by four. The calculation of the average total public funds

28 shall be made before January 31 of each year.

29 2, The treasurer of state shall adopt the following rules:
30 a. Previding for valuation of collateral if the market

31 vaiue of a security 1is not readily determinable.

32 b. Establishing reporting requiremen:zs.

33 c. Establishing procedures for substituting different

M 34 securities consistent with subsection 3.
B 35 d. Establishing administrative procedures necessary to

_.22_
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implement this chapter and other rules as may be necessary to .
accomplish the purposes of this chapter.

e. Designating financial institutions eligible to be
custodian of pledged collateral.

£. Establishing fee schedules to cover costs incurred for
opening and closing accounts and substituticon of collateral.

3. The securities used to secure public deposits shall be
acceptable to the treasurer of state and shall be cne cr mcre
of the following:

a., Direct cbligations of, or obligations that are insured
or fully guaranteed as to principal and interest by, the
United States of America or an agency Or instrumentality of
the United States of America.

b. Public bonds or obligations of this state or a
political subdivision of this state.

¢. Public bends or obligations of ancther state or a
political subdivision of another state whose bonds are rated .
within the two highest classifications of prime as established
by at least one of the standard rating services approved by
the superintendert 0f barnking pursuant to chapter 17A.

d. To the extert of the guarantee, loans, obligations, or
nontransferable letters of credit upon which the payment cof
principal and interest is fully secured or guaranteed by the
United States of America or an agency or instrumentality of
the United States of America.

e. First lien mortgages which are valued according to
practices acceptable to the treasurer of state.

£. Corporate bonds rated within the two highest
classifications of prime as established by at least one of the
standard rating services approved by the superinteadent ©
banking pursuant ¢ chapter 17A.

g. A bond of a surety company approved by the
States treasury ceparctment.

Direcrt obligations 2f, or cbligaticns =znat are insured or .

s

fully guaranteed as to principal and intere

-2~
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States of America, which may be used to secure public deposits
under paragraph "a", include investments in an investment
company or investment trust registered under the federail
Investment Company Act of 1940, 15 U.S.C. § 80a, the portfolio
of which is limited to the United States government
obligations described in paragraph "a", if the investment
company or investment trust takes delivery of the collateral
either directly or through an authorized custodian.

4. A bank may borrow collateral used for a pledge if the
collateral is free of any liens, security interests, claims,
Or encumbrances.

Sec. 34. NEW SECTION. 502.701 PUBLIC JOINT INVESTMENT
TRUSTS.

1. A joint investment trust organized pursuant to chapter

28E for the purposes of joint investment of public funds is
subject to the jurlsdiction and authority of the
administrator, including all requirements of this chapter,
except the registration provisions of section 502.201 and
562.218.

2. The administrator may make examinations within or
without the state, of the business and records of each joint
investment trust, at the times and in the scope as the
administrator determines. The examinations may be made
without prior notice to the joint investment trust or the
trust's investment advisor. The administrator may copy all
records the administrator feels are necessary to conduct the
examination. The expense reasonably attributable to the
examination shall be paid by the joint investment trusts whose
business is examined, but the expense so payable shall not
exceed an amount which the administrator by rule prescribes.
For the purpose of avoiding unnecessary duplication of
examinations, the administrator may cooperate with other
regulatory authorities,

Sec. 35. Section 453.22, Code 1991, 1s repealed.

Sec. 36. EFFECTIVE DATE. This Act, being deemed of

_24_
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immediate importance, takes effect upon enactment. ‘The
requirements for adoption of rules, written investment
policies, audit standards, and other administrative duties
shall be implemented as soon as possible but not later than
Septemper 1, 1992. This Act does not apply to an investment
made prior to the effective date of this Act.

The requirement in secticn 452.10, subsection 5, paragraph
"f", as enacted in this Act that a joint investment trust
organized pursuant to chapter 28E and existing prior to the
effective date of this Act must be rated within the two
highest classifications by at least one of the standard rating
services approved by the superintendent of banking by rule
pursuant to chaprter 17A as a condition of eligibility for
publiic funds investments does not apply until July 1, 1993.
The cperations of such a joint investment trust nevertheless
shall comply with all other provisions of this Act not
specifically exempted, on and after the effective date of this
Act.

SE 2036
—25- mK/CcC/26
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SENATE FILE 2036

. H-5550
Amend Senate Flle 2036 as amended, passed, and
reprinted by the Senate, as follows:
1. By striking page 1, line 19, through page 2,
line 29, and inserting the foilowing:
"2. In conjunction with the audit of the state
board of regents required under this section, the
auditor of state, in accordance with generally
accepted auditing standards, shall perform audit
testing on the state board of regents' investments.
The auditor shall report to the state board ¢of regents
concerning compliance with state law and state board
of regents' 1nvestment policies. The state board of
13 regents is responsible for remedying any reported
14 noncomplliance with its own policy Or practices.
18 The state board of regents shall make availlable to
16 the auditor of state and treasurer of state the most
17 recent annual report of any investment entity or
18 investment professional employed by an institution
19 governed by the board.
20 All contracts or agreements with an investment
21 entity or investment professicnal employed by an
22 institution governed by the state board of regents
23 shall require the investment entity or investment

‘ 24 professional employed by an ianstitution governed by

1II|

N OWNO W s Lo ko

i

25 the state board of regents to notify in writing the

26 state board of regents within thirty days of receipt
27 of all communication from the auditor ©f state or any
28 regulatory authority of the existence of a material

29 weakness in internal control structure, or regulatory
30 complaints, orders, or sanctions against the

31 investment entity or investment professional. This

32 provision shall not be limited or avoided by another
33 contractual provision.

34 The audit under this section shall not be certified
35 until the most recent annual reports of any investment
36 entity or investment professional employed by an

37 institution governed bv the state board of regents are
38 reviewed by the auditor of state."”

39 2. Page 3, line 24, by inserting after the figure
40 "b." the following: "(1)".

41 3. Page 4, by striking line 1 and inserting the
42 following:

43 "(2) Except for public deposits which are secured
44 pursuant to”,.

45 4. Page 4, line 2, by striking the figure

46 "453.22" and inserting the following: "453.21".

47 5. Page 4, by striking lines 9 through 14 and
48 inserting the following:

49 "{a) Investing public funds.

S0 (b) Advising on the investment of publi¢ funds.

f‘. H-5550 ~1-
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H-5550
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tnis gection shal: no
untii th ion required by tais s
reviewed by the person performing ci€ audit.

{3} The review by the person performing the audit
of the most™.

6. Page 4, by striking lines 26 tnrough 32 and
inserting the following:

"{4; All contracts or agreerments with outside
persons performing any of the functions listed in
subparagraph (2) shall reguire the outside person to
notify in writing the governmental subdivision within
thirty days of receipt of all communication from the
auditor of state or any regulatory authority of the
existence of a material weakness in internal control
structure, or requlatory complaints, orders, or
sanctions against the outside person. This provision
shall not be limited or avoided by another contractual
provision,”

7. Page 5, by striking lines 4 through 6.

8. Page 5, by striking lines 15 through 26 and
inserting the following:

"7. The auditor of state shall make guidelines
available to the public setting forth accounting and
audliting standards and procedures and audit and legal
compliance programs to be applied in the examination
of the governmental subdivisions of the state. The
guidelines shall require that audits under this
sectlon be conducted in accordance with generall
accepted auditing standards as set forth ia the
American institute of certified public accountants'
statements on auditing standards and generally
accepted government auditing standards as set forth in
the government auditing standards (standards for audit
of governmental organizations, programs, activities,
and functions) issued by the comptreoller general of
the United States. The auditor of state shall have
the power to establish by rule under chapter 17A
supplementary auditing standards, legal compliance
programs and audit reporting formats which are
demonstrated to have a benefit exceeding the cost of
implementation and which are necessary to address
material issues unique to the auditing of governmental
units of this state. The guidelines shall include a
requirement that the certified public accountant
immediately notify the auditor of state regarding any
suspected embezzlement or theft. The auditor shall
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also provide standard reporting formats for use in
 . reporting the results of an examination ¢f a
governmental subdivision."

9. By striking page S, 1ine 27, thrcugh page 6,
line 6.

10. Page 6, iine 12, by inserting after the word
"subdivisions,” the following: '"the state board of
regents,".

il. Page 6, line 16, by inserting after the word
"subdivision," the following: "the state board of -
regents,".

12. Page 6, line 18, by inserting after the word
"subdivision," the following: "the state board of
regents,".

13. Page 6, line 21, by inserting after the word
"subdivision," the following: "the state board of
regents,".

14, Page 6, line 23, by inserting after the word
"subdivision," the following: "the state board of
regents, .

15. - Page 6, line 26, by inserting after the word
"subdivision," the following: "the state board of
regents,".

16. Page 6, line 28, by inserting after the word
"subdivision,"” the following: "the state board of
regents,”.

17. Page 6, line 31, by inserting after the word
"subdivision," the following: "the state board of
regents,".

18. Page 7, by striking lines 4 and 5 and
inserting the following: “establishes a joint
investment trust, the joint lnvestment trust shall,
when investing funds, comply with the provisions”.

13, Page 7, by striking lines 8 through 24 and
inserting the following:

"Sec. ___. Section 262.14, subsection 3, Code
1991, 1s amended by adding the following new
unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. The board shall have a
written investment policy, the goal of which is to
provide for the financial health of the institutions
governed by the board. The board shall establish
investment practices that preserve principal, provide
for liquidity sufficient for anticipated needs, and
maintain purchasing power of investable assets of the
board and its institutions. The policy shall also
include a list of authorized investments, maturity
guidelines, procedures for selecting and approwving
investment managers and other investment
professionals, and provisions for regular and frequent

H-5550 -3-
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oversignt of investment decisions by the bLoard,
including audit. The board shall make availeble tc
the auditor of state and treasurer of state the most
recent arnual report cf any investment entlty or
investment professional employed by an insticution
governed by the board. The investaent policy shall
cover 1nvestments of endowment and nonendowment
funds."

20. By striking page 8, line 30, through page 9,
line 1.

21. Page 9, by 1lnserting after line 11 the
following:

"For the purposes of this section and sections
452.10A, 452.10B, and 452.10C, "political subdivision"”
means any entity authorized to invest public funds for
a public purpose."”

22. Page 10, by insgserting after line 6 the
following:

"The trading of securities in which any public
funds are invested for the purpose of speculation and
the realization of short-term trading profits is
prohibited,

Investments by a political subdivision must have
maturities that are consistent with the needs and use
of that political subdivision or agency."

23, By striking page 10, line 7, through page 13,
line 13 and inserting the following:

"4. The treasurer of state and all other state
agencies authorized to invest funds shall only
purchase and invest in the following:

a. Obligations of the United States government,
1ts agencies and instrumentalities.

b. Certificates of deposit and other evidences of
deposit at federally insured depository institutions
approved pursuant to chapter 453.

c. Prime bankers' acceptances.

d. Commercial paper or other short-term corporate
debt rated within the two highest classifications, as
established by at least one of the standard rating
services approved by the superintendent of banking by
rule adopted pursuant to chapter 17a, provided that at
the time of purchase no more than five percent of all
amounts invested in commercial paper and other short-
term corporate debt shall be invested in paper and
debt rated in the second highest classification.

e. Repurchase agreements whose underlying
collateral consists of the investments set out in
paragraphs "a" through "d" 1f the treasurer of state
or state agency takes delivery of the collateral
either directly or through an authorized custodian.

H-5550 -4-
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Repurchase agreements do no:t include reverse
repurchase agreements.

£. Investments authorized for the Iowa public
employee retirement system in section 9738.7,
subsection 2, paragraph "b", except that investment 1in
common stocks is not permitted.

g. An open-end manragement investment company
organized in trust form registered with the federal
securities and exchange commission under the federai

Investment Company Act of 1940, 15 U.S.C. § 80(a), and ..

operated in accordance with 17 C.F.R. § 270.2a-7.

Futures and options contracts are not permissible
investments.

5. Political subdivisions of this state, including
entities organized pursuant to chapter 28E whose
primary function is other than to jointly invest
public funds, shall purchase and invest only in the
following:

a. Obligations of the United States government,
its agencies and instrumentalities.

b. <Certificates of deposit and other evidences of
deposit at federally insured depository institutions
approved pursuant to chapter 453.

c. Prime bankers' acceptances.

d. Commercial paper or other short-term corporate
debt rated within the two highest classifications, as
estabiished by at least one of the standard rating
services approved by the superintendent of banking by
rule adopted pursuant to chapter 17A, provided that at
the time of purchase no more than five percent of all
amounts invested in commercial paper and other short-
term corporate debt shall be invested in paper and
debt rated in the second highest classification.

e. Repurchase agreements whose underlying
collateral consists of the investments set out in
paragraph "a" if the political subdivision takes
delivery of the collateral either directly or through
an authorized custodian. Repurchase agreements do not
include reverse repurchase agreements.

f. An open-end management investment company
registered with the federal securities and exchange
commission under the federal Investment Company Act of
1940, 15 U.S.C. § 80(a), and operated in accordance
with 17 C.F.R. § 270.2a-7.

g. A joint investment trust organized pursuant to
chapter 28E prior to and existing in good standing on
the effective date of this Act or a joint investment
trust organized pursuant to chapter 28E after the
effective date of this Act, provided that the joint
investment trust shall either be rated within the two

H-5550 -5-
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standard rating services approved by the
superintendant of banking by rule adoptad pursucnr o
chapter 178 anc operated in accordance wlih 1; C.F.R.

§ 27C.2a-7, or be registered with the federa
securities and exchange commission under tne faderat
Investment Company &ct of 1940, 15 U.S.C. § BO{a;, aad
operated 1n accordance with 17 C.F.R. § 270.2a-7. The
manager or investment advisor of the joint investment
trust shall be régistered with the federal securities
and exchange commission under the Invegiment Advisor
Act of 1940, 15 U.S.C. § 80(b}.
Futures and options contracts are not permissible
investments."
24. Page 13, by striking lines 14 through 16 and
inserting the following:
"6. The following investments are not subiect to
this section:
a. Investments by the Iowa public employees’
retirement system governed by chapter 97B.
b. Investments by the state board of regents
governed by chapter 262.
¢. Investments by the statewide fire and police
retirement system governed by chapter 411."
25. Page 14, by striking lines 1 through 6.
26. Page 14, line 7, by striking the letter "@"
and inserting the following: "b".
27. Page 14, line 18, by striking the letter "e"
and inserting the following: "c¢".
28. Page 15, by inserting after line 3, the
following:
"6. The following entities are not subject to this
section:
a. The Iowa public employees' retirement system
governed by chapter 97B,
b. The state board of regents governed by chapter
262.
c. The statewide fire and police retirement system
governed by chapter 411."
29. Page 15, by inserting after line 17, the
following:
“3. The following entities are not subject to this
section:
a. The Iowa public employees' retirement system
governed by chapter 97B.
b. The state board of regents governed by chapter
262.
c. The statewide fire and police retirement system
governed by chapter 411."
30. Page 15, by striking lines 20 through 23 and
5550 -6-
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1 inserting the following:

"The treasurer of state.

1. Page 16, by 1ﬁsert1qg after line 2 the
following: "The commissioner of insurance shall

S enforce comnllance with rules adopted pu's'aw~ to this
~ 32. Page 16, by Lnsert;ng after llne 25, the
following:

“The following investments are not subject to this
section: :

1. Investments by the Iowa public employees'’
retirement system governed by chapter 97B.

2. Investments by the state board of regents
governed by chapter 262.

3. Investments by the statewide fire and police
retirement system governed by chapter 411."

33. Page 19, line 18, by striking the words
“United States corporate" and inserting the following:
OIU S [1)

i 34. Page 19, lines 19 and 20, by striking the
words "United States corporate" and inserting the
following: "U.S.".

35. By striking page 19, line 27, through page
20, line 7, and inserting the following: "Code 1991,
is amended by adding the following new subparagraph:

NEW SUBPARAGRAPH. (6} Investments in an open-end
management investment company reglstered with the
federal securities and exchange commission under the
federal Investment Company Act of 1940, 15 U.S.C. §
80(a), which is operated in accordance with 17 C.F.R.
§ 270.2a-7."

36. Page 20, line 26, by striking the words
“United States corporate“ and inserting the following:
ItU S [13

37. Page 22, line 22, by striking the word “Five"
and inserting the following: "“ten".

38. Page 22, line 23, by inserting after the word
"vear" the following: "in excess of the federally
insured amount”.

39. Page 23, by inserting after line 33 the
following:

*h. Investments in an open-end management
investment company registered with the federal
securities and exchange commission under the federal
Investment Company Act of 1940, 15 U.S.C. § 80(a),
which is operated in accordance with 17 C.F.R. §
270.2a2-7."

40. Page 24, by inserting after line 11 the
following:

"Sec. . Section 453.23, subsection 1, Code

H~5550 -7-
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1 1961, is amendesd by addéling tne following naw
2 unnuibered paragrann:
3 NEW UNNUMBERED PARAGRAPE. The accephance of pubiic
4 Zunds ©y 2 CepOSitory Dursuani to this chapter
5 conscitutes consen:t by thes depository o assessmenis
6 by the treasurer of state 1in accordance with tiis
7 chapter.
& Sec. . Section 453.23, subsection 2, Code 1991,
9 1s amended to read as foliows:
10 2. The depcsitory and the security given for the
1L public Zunds in its hands are liable for payment if
12 the cdepository fails to pay a check, draft, or warrant
13 drawn by the public officer or to accouat for a check,
14 draft, warrant, order or certificates of deposit, or
15 any public funds entrusted to it if in failing to pay
16 the depository acts contrary to the terms of an
17 agreement between the depository and the public body
18 treasurer or, if the depository falls to pay an
19 assessment, by the treasurer of state when due.
PAY Sec. . Sectlon 453.23, subsectlon 3, paragraph
21 4, subparagrapnh (1), Code 1991, is amended to reag as
22 follows:
23 {1y If the loss was incurred in a bank, then any
24 further paymenis to cover the ioss will come from the
25 state siaking fund for pub ic deposits in banks. If
Z6 the rfumds-are balance 1n that s‘nking funé :is
27 inacequate to eever pay the encirs i0oSs, tnen tne
28 treasurer shall make obtain the additional amount
29 2¢ed by makiug an assessment against otner oa nks whe
30 ;oid whose public funds deposits exceed depcsi
31 insurance coverage. Phe A vank's assescm:nt snall be

3z Jdetermined by mulciplying the total amount of the

33 remaining loss to all pubiic depos‘to s by @&

34 percentage that represents t¢he that bark's

35 ELODorblonal share of ine average of uninsured prllC
36 funds deposits held by ail banks during-che-preceding
37 twelve-montn-period-ending-cen-the-tast-day-sf-the

38 month-tmmediateiy-preceding-the-monti as of the

39 reporting date under section 453.21 immediately

40 preceding the date the depository was c¢losed. Each
41 bank shall pay its assessment to the treasurer within
42 three business days after it receives notice of

43 assessment. If a bank fails to pay 1ts assessment

44 when due, the treasurer shall satisfy the assessment
45 by selling securities pledged by that bank. If the
46 securities pledged by that bank are inadequate to pay
47 the assessment, the treasurer of state shall make

48 additional assessments as may be necessary against

49 other banks which hold uninsured public funds to

50 satisfy any unpaid assessment. Any additional

H-5550 ~8-




HOUSE CLIP SHEET MARCH 27, 1992 Page 24

H-5550
Page 9
1 assessments shall be determined, collected, and
satisfied in the same manner as th2 first assessment.
if & bank failis to pay 1ts assessment when due, tne
treasurer of state snall initiate & lawsult to colilect
the assessment. If a pank is found to have failed to
pay the assessment as required by this subparagraph,
the court shall order it to pay the assessment, court
costs, reasonable attorney's fees based on the amount
of time the attorney general's office spent preparing
10 and bringing the action, and reasonabie expenses
11 incurred by the treasurer of gtate. 1Idle balances in
12 the fund are-to shall be invested by the treasurer
13 with earnings credited to the fund. Ffees paid by
14 banks for administration of this chapter wttt shall be
15 credited to the fund and the treasurer may deduct
16 actual costs of administration from the fund.
17 Sec. ___. Section 453.23, subsection 3, paragraph
18 d, subparagraph (2), Code 1991, is amended to read as
15 follows:
20 (2) If the loss was incurred in a credit union,
21 then any further payments to cover the loss will come
22 from the state sinking fund for public deposits in
23 credit unions. If the funds are inadeguate to cover
24 the entire loss, then the treasurer shall make an
25 assessment against other credit unions who hold public
26 funds. The assessment shall be determined by
y 27 multiplying the total amount of the remaining loss to
: 28 public depositors by a percentage that represents the
25 average of public funds deposits held by all credit
30 unions during the preceding twelve month period ending
31 on the last day of the month immediately preceding the
32 month the depository was closed. FEach credit union
33 shall pay its assessment to the treasurer within three
34 business days after it receives notice of assessment.
35 Ff-a-credit-unren-faita-te-pay-tts-asseasment-when
36 due;-the-tregsurer-shati-satisfy-—the-asaesament-by
37 seiling-securrties-piedged-by-tnet-eredit-untans If a
38 credit union fails to pay its assessment when due, the
39 treasurer of state shall initiate a lawsuit to collect
40 the assessment. If a credit union is found to have
41 failed to pay the assessment as required by this
42 subparagraph, the court shall order it to pay tre
43 assessment, court costs, reasonable attorney's fees
44 based upon the amount of time the attorney general's
45 office spent preparing and bringing the action, and
46 reasonable expenses incurred by the treasurer of
47 state's office. Idle balances in the fund are to be
48 i1invested by the treasurer with earnings credited to
49 the fund. Fees paid by credit unions for
50 administration of this chapter will be credited to the
H-5550 -9-
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1 fund and the treasurer may deduct actual costs of
administratien from the fund."
4L. Page 24, line 23, by inserting after the word
“determines.” the following: "The administrator shall
have the authority to contract for ocutsice
professional services in the conduct of examinations."
42. Page 24, by striking lines 29 and 30 and
inserting the following: “"business is examined."
43. Page 25, by striking lines 5 and 6 and
10 inserting the following: "September 1, 1992."

W00~ U ds Lo b

11 44. Page 25, by striking lines 7 through 18 and
12 inserting the following:
13 "Section 14 of this Act does not apply to an

14 investment made prior to the effective date of this

15 Act. A joint investment trust organized pursuant to
16 chapter 28E existing prior to the effective date of

17 this Act, shall fully comply with this Act, on and

18 after the effective date of this Act, except that such
19 a joint investment trust shall have until July 1,

20 1993, to fulfill the rating or registration of section
21 452.10, subsection 5, paragraph "g"."

22 45. By renumberling as necessary.

By COMMITTEE ON STATE GQVERNMENT

BLANSHAN of Greene, Chairperson
H-5550 FILED MARCH 26, 1992
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SENATE FILE 2036

Amend the amendment, H-5550, to Senate File 2036,
as amended, passed, and reprinted Dy the Senate, as
follows:

1. Page l, by inserting after line 2, the
following:

" . Page %, line 4, by striking the word
"oftener” and inserting the following: “eofteaer mcre
often™."

2. Page 1, line 27, by 1inserting after the word
“£rom” the following: "an indevendent auditor or”,

3. Page 1, line 30, by striking the word
"complaincs,”.

4. Page 1, line 3., bv inserting after the word
"professional" the following: ", with regaré to the
tyove of services being performed uncder the contracts
Or agreements”.

5. Page 1, by striking line 38 anc inserting the
following: ‘“reviewed by the auditcr of state,

The submission of the most recent annual report to
sharehoiders of an ¢pen-end management iavestment
company Or an uninceorporazed iavestment company Orf
invesiment trust registersd with the federal
secuyrities and exchange commission under the federal
Investment Company &ct of 1940, 15 U.S5.C. § 80(a),
pursuant to 17 C.F.R. § 270.304-1 or tre review, by
the person performing the audit, of the most recernt
annual report to shareholders, call reports, or the
findings pursuant to a regqgular examination under state
or federal law, to the extent the findings are not
confidential, of a bank, savings and leoan association,
or credit union shall satisfy the review requirements
of this paragrapn.

As used 1n this subsection, "lnvestment entitv" and
"investment professional"” exciude a bank, savings anc
lcan assocliation, or credit unlon when acting as an
approved depository pursuant to chapter 453."

6. Page 1, by striking lines 41 througnh 46 and
inserting the following:

" . Page 4, by striking lines 1 through 3 and
inserting the following:

"as part of its audit, the governmental subdivision
is".

____. Page 4, line 7, by inserting after the word
"following" the following: "cduring the period under
auygit".”

7. Page 2, line 6, by striking the word "the" and
inserting the following: ™all material". T

8. Page 2, by inserting after line 9 the
following: '

49
‘ 50 " . Page 4, by striking lines 20 through 25 and
H-5668 -1- :
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Page 2
1 inserting the following: "or the review, by the
2 person performing the audit, of the most recent annuai
3 report to shareholders, call reports, or the findings
4 pursuant to a regular examination under state or
5 federal law, to the extent the findings are not
6
7
8
9

confidential, of a bank, savings and loan association,
or credit union shall satisfy the review requirements
of this paragraph.""
9. Page 2, line 17, by striking the words
10 "auditor of state" and inserting the following:
11 "person performing the audit”.

12 10. Page 2, line 20, by inserting after the word
13 "person" the following: ", with regard to the type of
14 services being performed under the contracts or

15 agreements".

16 11. Page 2, by inserting after line 22 the

17 following:

18 " . . Page 4, by inserting before line 33 the

19 following:

20 "(5) As used in this subsection, "investment

21 entity" and "investment professional" exclude a bank,
22 savings and loan association, or credit union when
23 acting as an approved depository pursuant to chapter

24 453."

25 . By striking page 4, line 33 through page 5,
26 line 3 and inserting the following:

27 "(6) A joint investment trust organized pursuant

28 to chapter 28E shall file the audit reports required
29 by this chapter with the administrator of the

30 securities bureau of the insurance division of the

31 department of commerce within ten days of receipt from
32 the auditor. The auditor of a joint investment trust
33 shall provide written notice to the administrator of
34 the time of delivery of the reports to the joint

35 investment trust.

36 (7) If during the course of an audit of a joint

37 investment trust organized pursuant to chapter 28E,

38 the auditor determines the existence of a material

39 weakness 1n the internal control structure or a

40 material violation of the internal control structure,
41 the auditor shail report the determinaticn to the

42 joint investment trust which shall notify the

43 acdministrator in writing within twentyv-four hours, and
44 provide a copy of the notification to the auditor.

45 The auditor shall provide, within twenty-four hours of
46 the receipt of the copy of the notice, written

47 acknowledgement of the receipt to the administrator.
48 If the -“oint investment trust does not make the

49 notification within twenty-four hours, or the auditor
50 does not receive a copy of the notification within

H-5668 -2




HOUSE CLIF SHEET

-

)
JenIYy-ICUr

notify the

weakness in

naterial vigiation

structure."”
12. Page 3, by through 33.
i3. Page 4, by striking tines il through 16.
14. Page 6, by inserting after line 18 the

following:

___. Investments by the public safety peace
s retirement system governec Oy crapter 97A."
Page 6, by inserting after iine 20 the

ro:ln
oo
[22]
[e3]

-+ {y

l-‘C)\DCﬁ)\JO\U\J\L,.JNr

low inance authority

governed by chapter 220."

i6. ©Page 6, by inserting after line 24 ke
foliowinrg:

" . Investments by the judicial retlirement
system governed by chapter 6062, article 9.7

17. Page 6, bv inserting after line 27 the
following:

" . Page 14, by striking in througnh 17
and inserting the following:

18. Page 6, by inserting
foliowling:

" . Page 14, by striking lires 24

inserting the following: "hundred an

page 6, by inserting after ilire

following:

" . The public safety peace officers retirement
system governed by chapter 97a."

20. Page 6, by inserting aZter line 35 the
following:

" . The Iowa finance authority governed by
chapter 220."

21. Page 6, by inserting afcer iine 39 thne
foliowlng:

" . The judicial retirement system governed DYy
chapter 602, article 9.7

22. Page 6, by inserting after line 43 the
following:

" . Tre public safety peace officers retirement
systenm governed by chapter S7Aa."

23. Page 6, by inserting after line 45 the
folliowing:

" . The Iowa finance authority governed by
cnapter 220."

24. ©Page 6, by inserting after line 49 the
following:

g-56638 -3-




Page 4
i ! .  The judiciai retirement system governed by
? chaprer 602, articie &."
3 25. Page 7, by inserting after line 2 tre
- Ioliswing:
5 " . 3y 3trixing page 15, line 27, Lrn:isugnh Dpage
6 W6, ilne o."
7 26. Page 7, by strixking lines 9§ througnh i6 ara
8 inserting tne foliowing:
9 ""The Iollowing entities are not sudject to LRIs
-0 section:
' Tha nblis sxerv nePacse Nrrigers reIivement
Lo lenl SIVel.ed LY Siauiol 2rA.
_3 . The Iowa public employees retlrement system
14 governed by chapter 973,
L5 . Invescmen: by the Iowa I[lnance autnoericy
16 governed Dy chapter 227.
L7 . The statewice fire and poiice retirement
.3 system governed by chapter 41l.
L9 . The ju&iciszl retiremen: system governed by
20 chapter 602, articie 9.
22 . Page .7, oy inserting after ine 133, tne
22 foilowing:
Z3 “Sec. ___ . Section 453.9, Coce Supplement 1991, 1is
24 amended by strixing the section and inserting in Illec
25 rtrerect the foilowing:
26 453.9 INVESTMENT OF SINKING TUNDS -- BOND
27 PROCEEDS.
28 The treasurer of state and all other state agencies
29 auzhorized to invest funds and the treasurer or other
30 desicnated financial officer of each pol ':ic 1
|

J: subdivision may invest the proceeds of publ
32 obligaticns and funds being accumulated for the
33 payment c¢f principal and interest or reserves in
34 investments set out 1n section 452.10, subsection ¢,
35 paragraphs "a&" througn "g", section 452.10, subsectiocon
36 5, paragraphs "a" through "g", an investiment contrack,
37 or tax-exempt bonds. The inves:iment shail be as
38 defined and permitted by section 148 of the Interna:
39 Revenue Code and applicable regulaticns under that
40 section., An investment contrac:t ¢r tax exempt bcnrds
41 shall be rated within the two highest classifications
42 as established by at least one of cthe standard.rating
43 services approved by tne superintendent of banking by
4 rule adcpted pursuant to chapter 17A.""
45 27. Page 10, by striking lines i8 through 21 and
serting the followipg‘ “after the effective date of
is Acz, ilnciuGing but not limited tO complying with
ne reguirement -n section 452.:10, subsection 5,

r

-

T

o
(o)
(IR & 4 SR B

aragrapn "g", that it be operated in accordance with
50 17 C.F.R. § 270.2&-7, except that such a joint
__ .. E-5668 -4-
B-5668 T
Page 5
L lnvestmen:t trust ”ra‘l have until Juiy 1, -993, Lo
2 become rated or registered as reguired by sect
2 452.10, subsection 5, paragrapn "g"."
f _28. 8y renumbering and correcting internail
5> references as necessary.

By BLANSHAN of Greene
CARPENTER of Polk
B-5668 FILED APRIL 2, 1992
ADOPTED (0. 1075/
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Amend Ssnats Flle 036 as amenced; passed. and
reprinted ov the Senate, as follows:

2. Page 1, l:ine 4, bv striking the werld oitener”
and inssrcing the Icllcwing: M"efeasmes mers oltan”.,

2. 3y striking pece 1, line 15, througnh zace Z,

- - - -~ -
line 25, zandé insercing the Icllowing:

"2, In ccnctunction with the zudit of zhe =3
ccard O regentz racguired under thls section, T - .
aucitor of zcaca, 1 accoriance wicth cgenersily
zcceotad 2udincing =zcancards, zrnall Dericrim avclit
CeSCLINC O InE S.StE ZOAaTG Of recsnts’ ilavesona
The zudltor Ll £2Tort to ton2 sIete 00&rd of "
concarning ¢ liance with stace lzw and state ocard
cf ragents’ /esTment So.icles. Ths state Zoarc of
regents i1s onsible Icor remedving &ny LeTorted
acncomplianc: ith irts own DpOLiLgw ©Y Dractices.

The 3tale board ol Tegents Sna.l maxe avaliatles to

ne zuclitor c stace and Trsasurer oL 3tate tThe most
recant annual reporcT 0 any lnvestment entitv or
iavestment professicnal empicvad 5y an inscitution
covernad by the board.

.. Ccontrac:ts or agrea2ments with an invesiment
enticy ©r Lnvestment Droleées3ionar ampLoved oY En
ingTitution governed D5V ThE State SO&TC I recents
shall reculizrz ths lnvestment antlcov or ilavesctment
Drof&scsidonal emp_oyad oY &n instlcuticn governed ov
the STace DCErd oI regents O notifv In writling cthe
state board of regencs witnlin tnircty cavs of receist
cf zli communication from an indevendent aucitor or
the cuditor of state Or any regulactorv autlaoriiv ofF
the existence © material weakness 1n internal
control structure, or regulatory orcers, Or sanctions

p

against the investment entity or investment
professional, with regard to the tvpe of services
being performed under the CORCI&CtS Or agreements.
This provision shall not be limited or awoided by
another contractual provision.

The audit under this section shall not be certified
until the mcst recent annual renorts Of any invesctment
entity or investment professional smpioyed Dy an
institution governed by the state poard of regents are
reviewed by the auditor of stacte.

The submission of the most recent annual report to
sharenolders 0f an ccen-end maracenment invescment
COmMDEny &I &n unincoroncrated i £ ccmpEnv or
investmenct frust registered wi —ecerzal
securicies andé exchnange commlssic cer Tne federal
Zavesctment Ceompenv Act ¢ &84T, 3 U,E2.C. f 2Ciay,
cersuanct =0 L7 C.FL.R. § Z70.30c-1 or tnhe rTEview, DOV
o2 person perficrming the auclic, OF the mc3t recent
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& CRDCIL LG sharengldaers, Ca.. I23CIRs, oI (@
CIncS DUrSuzAl $0 & fagu.ar exaw.natlicn uadel atece

ot federa. i&w, TO_che exieat the £indings ar& ac:

Conilaeni.ii, Of 2 DENK. S5avings anG LO&n &S50Cl&tion,

Cr Craci. UAlon Shail SaLiSfy the review (eguiremenis

Of ©nis paragrapn.

328 in tals subsection, "invesimen: erntiitv' and
‘inveStment DroOfesSional’ SXCLiuGe & DENK, Saviigs &nd
10&, &5sSOCIatign, Of Credic yaion when actliang &s an
asproved depository pursuant tc chapter 453.°

3. Page 3. lipe 24, by inserting after the filgure
“b." the fcilowing: "{i}".

&, Page 4, by strikiag lines 1 tarough 3 and
ingerting tne following:

“As part of its audit, tne governmentiai subdlivisicn
LSY.
"7 5. 2Pzge 4, line 7, by inserting alter the woid
“Ioliowiag" the following: "during the period under
aucii”,

6. ©rage 4, by striking lines § through 14 anc
inserting tne following:

"{a; Investing public funds.

{o) &dvisinc on the investment of oubliic funds,

{c) Directing the deposit or investment of public
funas.

(d) Acting in a fiduciary capacity for_ tune
governmental Supdivision,

The auGit under this section shzll ncot be certified
unt1l a:l mate-ial iaformation required by this
subparagraph is reviewed by tne person performing the
audit.

{3} The review by the person performing the audit
of the most".

T 7. Page 4, by stri iking lines 20 tnrougn 25 and
inserting the Zellowing: "or the review, by the
person performing the audit, of the POSE recenc annuail
prort t¢ shareholiders, call reports, or Zhe £indings
Dursuant tG a reguiar examination under state ot
federal law, to the extent the [i1ndings are now
c:o““czentia“w Of a bank, ScV‘ngS ang ioan association,
or credit union shall satisfy the review reguiremencs

of thisg paragraph.”

8. Page 4, by striking lines 26 through 32 and
inserting the following:

“{4y All contracts or agreeﬁenhs wiin outside
SeIsons oerfoqgirg any of the functiong l:sted in
suopar ac aph {2} snall reculre the OutS'Ge DeISChH

—
—
-
~
-

1+

\

o]

i¢ the gov ernmental ,hoc vision wltnin
eceipt ol ail communiceation frol tae

ming the aucit ¢r any recu:atory
_2_
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the existence of a material weainess
control structure, cr recgulatory ccocmprai
Or sanctions against the outside person,
to tne type of services being periormed unc
cencracis or agreements., This provision shail
iimized or avoided by another contractuel
provision."

8. Page 4, by inserting before line 33 the
following:

"{5) As used in this subsection, "investment
entity"” and "investment professional" exclude & barnk,
savings and loan association, or ¢redit union when
acting as_an approved depository pursuant to chaprer
453."

10. By striking page 4, line 33 through page 5,
line 3 a2nd inserting the following:

"(6) A joint investment trust organized pursuant
to chapter 28E shall file the audit reports reguired
by this chapter with the acdministrator of the
securities bureau of the insurance division of the
department of commerce within ten days of receipt from
the auditor. The auditor of a joint investment trust
shall provide written notice to tnhe adminlstrator of
the time of delivery of the reports to the joint
investment trust.

(7) If during the course of an audit of a joint
investment trust organized pursuant to chapter 28E,
the auditor determines the existence of a material
weakness 1n the internal control structure or a
material vioiation of the internal control struckure,
the auditor shall report the determination to the
joint investment trust which shall notify the
administrator in writing withln twenty-four hours, and
provide a copy of the notification to the auditor.

The auditor shall provide, within twenty—four hours of
the recelpt of the copy of the notice, written
acknowledgement of the receipt to the administrator.
If the joint investment trust does not make the
notification within twenty-four hours, or the auditor
does not receive a copy of the notification within
twenty-four hours, the auditor shall immediately
notify the administrator in writing of the material
weakness 1in the internal control structure or the
materigl violation of the internal control structure.,"

11. Page S5, by striking l:ines 4 through 6.

12. Page 5, by striking lines 15 through 26 and
inserting the followirg:

"7. The auditor of state shall make guideliines
available to the public setting forth accounting and
auditing standards and procedures and audit and legal
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to the auditing of governmental
stat The gu:delines shall include a
izement that the certified public accountant
immediately notify the auditor of state regarding any
suspected embezziement or theft, The auditor shall
also provide standard reporting formats £for use in
repcriing the results of an examination of a
governmental subdivision.”

13. By strixking page 5, line 27, througn page §,
line o.

i4. Page 6, line 12, by inserting after the wo
"subdivisions,” the foilowing: *“the state board o
regents, .

15. Page 6, line 16, by inserting after the word
"subdivision," the following: "the state board of
regents,".

16, Page 6, line 18, by inserting after the word
“subdivision," the foliowing: "the state board of
regents,".

17. ©Page 6, line 21, by inserting after the word
"subdivision," the feollowing: “the state board of
regents,".

18. Page 6, line 23, by inserting after the word
“subdivision," the following: "the state board of
regeats,".

18. ©Page 6, line 26, by inserting after the word
"subdivision," the following: "the state board of
regents, ™.

20. Page 6, line 28, by inserting after the wocrd
“supdivision,” the following: "the state board of
regents, .
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2. Page &, line 31, by inserting aiter the word
"subdivision," the following: "the state board of
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regents,".

22, Page 7, by striking lines 8 througn 24 and
inserting the following:

"Sec. ___ . Section 262.14, subsectlion 3, Code
1991, is amended by adding the following new
unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. The board shall have a
written investment policy, the goal of which 1is to
provide for the financial hsalth of the institutions
governed by the board. The board shall establish
investment practices that preserve principal, provide
for liquidity sufficient for anticipated needs, and
maintain purchasing power of investablie assets of the
board and its institutions. The policy shall also
include a list of authorized investments, maturity
guidelines, procedures for selecting and approving
investment managers and other investment
professionals, and provisions for regular and frequent
oversight of investment decisions by the board,
including audit. The board shall make available to
the auditor of state and treasurer of state the most
recent annual report of any investment entity or
investment professional employed by an institution
governed by the board. The investment policy shall
cover investments of endowment and nonendowment
funds."

23. Page 8, by inserting after line 10 the
following:

"Sec. ___ . Section 331.303, Code 1991, is amended
by adding the following new subsection:

NEW SUBSECTION. 8A. Approve the written
investment policy for the county required under
section 452.10B." ,

24. By striking page 8, line 30, through page 9,
line 1.

25. Page 10, by inserting after line 6 the
following:

"The trading of securities in which any public
funds are invested for the purpose of speculation and
the realization of short-term trading profits is
prohibited.

Investments by a political subdivision must have
maturities that are consistent with the needs and use
of that political subdivision or agency."

26. By striking page 10, line 7, tnrough page 13,
line 13 and inserting the following:

"4. The treasurer of state and all other state
agencies authorized to invest funds shall only
purchase and invest in the following:

a. Obligations of the Unitecd States government,

S-5531 -5~
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t classifications, &as
east cone of the standard ratin
by tne superintendent of
rspyant to chapter 17A, orovide

Z purchase no more than flve perce:
amounts invested 1n commercial paper and otin
term corporate d2bi snall be invested in Dap
debt raced in trhe second highest classificatio

e. Repurchase agreements whose underlying
¢coilateral consists of the investmenis set out in
paragrapns "a" through "d" if the treasurer of state
or state agency takes delivery of the collateral
either directly or througn an authorized custodian.
Repurchase agreements do not include reverse
repurchase agreemencs,

f. Investments authorized for the Iowa public
employee retirement system iIn section §7B.7,
subsection 2, paragrapa "b", except that investment in
common stocks 1s not permitced.

g. n open-esnd managementc investment ccompany
organized in trust form registered with the federal
securitcies and exchange commission under the federal
investment Company Act of 19490, 15 U.S.C. § 806({(a), and
operated in accordance with 17 C.F.R. § 270.2a-7.

futures and options contracts are not permissibie
investments.

5. Political subdivisions of this state, including
entities organized pursuant to chapter 28E wnose
primary function 1s other than to jolintly invest
public funds, snall purchase and invest only in the
following:

a. Obligations of the United States government,
1ts agencies and instrumentalities.

b, Certificates of deposit and other evicences of
cepcsit at federally insured depository institutions
approved pursuant to chapter 453.

c. Prime bankers' acceptances.

d. Commercial paper or other short-term corporate
t rated within the two highest classifications, as
ablished by at least o¢one of the standard rating
v
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€. Rejpurchése agreement
collateral consists Of ire cut -
saragrapn "a" if che poiiti tzkes
delivery of the c¢ollateral either directly or Inrough
an authorized custodian. Rencrcnase agreements GO Lot
include reverse repurchase agreemencs.

£. An ocpen- eqa management investment company
registered with the federal securities and exchange
commissicon under tre feder al Investiment Ccmpany Ac¢t of
=840, 15 U.S.C. § 80{(a), and operated in accordance
with 17 C.F.R. § 270.2&-7.

c. A joint invesimentg rust or ganized pursuanct to
chapter 28E prior to and ex*st ng in gooc¢ standing on

the effective Gate of this Act or a Joint investment
trust organized pursuant to crapter 28z after th
fective date of this Act, provided that the Zoint
investment trust shall either be rated within the two
highest classifications by at least one of the
standard rating services approved by the
superintendent cf banking by rule adopted pursuant o
chapter 17A and operated in accordance with 17 C.F.R.
§ 270.2a-7, or be registered with the Zfederal
securities and excnange commission uncder the federa
investment Company Act ¢f 13840, .5 U.S.C. § 80(a),
operated in accerdance with 17 C.F.R. § 270.2a-7.
manager or investment advisor of the Joint investme:r
trust shall pe registered with the federal securiti
and excnaﬁge commission under the Investment Advisor
Act of 1940, 15 U.S.C. § 80(b}.
Futures ard options contracts are not permissible
investments."”
27. Page 13, by striking lines 14 through 16 and
inserting the following:
"6. The following investments are nct subject to
this section:
a. Investments by the pubiic safety-peace officers
retirement system governed by chapter 97a.
b. Investments by the Iowa pubiic employees'
retirement system governed py chapter 97B.
c. Investments by the Icwa finance authority
governed by chapter 220.
d. Investments by the state board of regents
governed by chapter 262.
e. Investments by the statewide fire and police
retirement system governed by chapter 411i." ,
f. Irnvestments by the Zudicial retiremeni system
governed by chapter 602, article 9.
-7=-

La m

28. Page 14, py striking lines I througn 6.
531
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i 2%. ©Page 14, iine 7, by striking the letter "g@"
and inserting the following: "b".
30. Page 14, by striking lines 14 through 17 and
inserting the following: ‘“"state."
31. Page 14, line 18, by striking the letter “e"
and inserting the folliowing: "c".

32. Page 14, by striking lines 24 through 32 and
inserting the folilowing: "hundred and ninety-seven

days."
33. Page 15, by inserting after line 3, the
foliowing:

"6. The following entities are not subject to this
section:

a. The public safety peace officers retirement
system governed py chapter 97A.

b. The Iowa public employees' retirement systen
governed by chapter 978.

c. The icwa finance authority governed by chapter

F4 e
Lol SRR B o NN U I N PU I 6 B SR v B o T ¢ <IN I o DR SN, N O R N ¥

b pmit

s

19 220.

20 d. The state board of regents governed by chapter
1 262.

22 e. The statewide fire and police retirement system

23 governed by chapter 411.

24 £. The judicial retirement system governed by

25 chapter £02, articie 9."

26 34. Page 15, by inserting before line 4 the

27 foliowing:

28 " . A joint investment trust organized pursuant

29 to chapter 282 whose primary function is to invest

30 public funds shall report to the general assembliy not
31 later than January 1 of each year the amount of any
32 trust rovalty, residual payment, acdministrative or

33 service fee, or other fee paid by the trust, the

34 services performed for the fee, and the person

35 receiving the fee."

36 35. Page 15, by inserting after line 17, the

37 following:

38 “3. The following entities are not subject to this
38 section:

40 a. The public safety peace officers retirement

41 system governed by chapter 97A.

42 b. The Iowa public employees' retirement system

43 governed by chapter 97B.

44 c. The Iowa finance authority governed by chapter
45 220.

L8 d. The state board of regents governed by chapter
47 262,

4g e. The statewide fire and police retirement system
49 governed by chrapter 411,

53 £. The judiclal retirement system governed by

5531 -8-
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crapcer 502, arcicie 9."
36. 2Page 15, by striking lines 20 througn 23 anc
inserting the following:
"The treasurer c¢f state”.
37. By striking page i35, line 27, through page
36, ILine &.
38, Page 16, by inserting after line 25, the
foilowing: :
"The folilowing entitles are not subject to this
section:
1. The qulic safety peace officers retirement
system gove ned by cqapcer 97A.
2. The Iowa public employees retirement system

governed by chapter 973.

3. Investments by the Iowa finance authority
governed by chapter 220.

4, The statewide fire and police retirement system
governed by chapter 411l.

5. The judicial retirement system governed Dy

chapter 602, article §."

39. Page 17, by inserting after line 33, the
following:

"Sec. ___. Section 453.9, Code Supplement 1991, is
amended oy striking the section and inserting 1In lleu
thereof the following:

453.9 INVESTMENT OF SINKING FUNDS -- 3OND
PROCEEDS.

The treasurer of state and all other state agencies
avthorizec to invest funds ané tne treasurer ¢r other
designatec financial officer ¢f each political
subdivision may invest the proceeds of public bonds cr
obligations and funds being accumulated for the
payment of priacipal and interest or reserves in
investments set out in section 452.19, subsection 4
paragrapns "a'" through "g", section 452,10, subsection
5, paragraphs "a" through "g", an investment contract
or tax-exempt bonds. The investment shail be as
defined and permltted by section 148 of -the Interna:
Revenue Code and applicable regulations under that
secticon. An investment contract or tax exempt bonds
shall be rated within the two hignest classifications
as established by at least one of the standard ratiﬁg
services aporoved by the supe: 1nte"cent of banxing by
rule adopted pursqanc to crapter 17A.

40. Page 19, line 18, by st*‘!'ng the words
"Unlted States corporate" and inserting the folliowing:
"U.S.".

41, Page 9, lines 19 and 20, by sgrﬁxing the
words "United States corporate” and inserting the
Igilowing: "U.S.".

~5531 -3-
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¢Z2. By striking page 19, iine 27, through page
206, iine 7, and inserting the following: "Code 1961,
1s amended by adding the foilowing new supparagr apa:
NEW SUB?ARAGRaﬂH. {6} Investments in an open-end
nagement invesiment company registered with tne
ceral S@Cdflules anag excnange commission und
deral Investment Company Act of 1940, 15 U.S.
{#), which is operated in accordance witn 17

43. Page 20, line 26, by striking tne words
"Lr:ue% States co*porace" ané inserting the following:

C‘
U')

4
and

N

. Page 22, line 22, by striking the word "five"
inserting the following: "ten".

45. Page 22, line 23, by inserting after the word
"vear® the following: "in excess of the federaily
insured amount".

45. Page 23, by inserting after line 33 the
folliowing:

"h. TInvestments in an open-end management
investment company registered with the federal
securities and exchange commission under the
Investment Company Act of 1940, 15 U.S.C. §
which is operated in accordance with 17 C.¥F
270.2a-7."

47. Page 24, by iunserting after line 11 the
foilowing:

"Sec. . Secticn 453.23, subsection i, Code
199:. is amended by adding the following new
unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. The acceptance of public
funds by a depository pursuant to this chapter
constitutes consent by the depository to assessments
by the treasurer of state in accordance with this
chapter.

SecC. . Section 453.23, subsection 2, Code 1891,
is amended to read as follows:

2. The cepository and the security given for the
public funds in its hands are iiable for payment if
the depository fails to pay a check, drafi, or warrant
drawn by the public officer or to account for a check,
draft, warrant, order or certificates of depocsit, or
any public funds entrusted to it if in failing to pay
the depository acts contrary to the terms of an
agreement between the depository and the public body
treasurer or, if the depository fails to pay ar
assessment, oy the treasurer of state whern due.

Sec. ___. Section 453.23, subsection 3, paragrapn
¢, subparagraph (i), Code 1961, is amended to read as
foLiows:

5531 -10-
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age 1

: 1) If the loss was incurred in a bank, then any
2 fZurther payments to cover the loss w‘ll come frcm the
3 state sinking fund for public deposits in banks. I
§ the funmdéa-gre Daiance 10 that sinking ‘u“c <5

§ inacdequate to ceves pay the entire 10ss, then tnhe

& treasurer snali mexe CDtain the &cditiona: ar ;.t

7 neelec %v Takind an assessméent againsc other pan wao
8 moié wnose pubdiic funds deposits exceed deposic

9 insurance coverage. Pre 2 bark's assessment sna:l be
¢ cdetermined by multiplying trne totali amount ci the

i remaining ioss to all public depositors by a

2 percentage chat represents the that bank's

3 proporticnal share of the average or uninsured pudlic
4 funds deposits neld by all banks dnrtﬂg*-be a*ec"i:g
S twelve-menth-period-endtng-en—the-zgac-cday-of-the

& montk-immediatery-preceding-the-month 3s of thne

-
=32
reporting date under section 453.21 immediately
preceding the date the depository was closed. Zacn
bank shall pay its assessment to theée treasurer witnin
three business days after it receives notice cf
assessment. If & bank fails to pay 1its assessment
when due, the treasurer shall satisfy the assessment
by selling securities plecdged by that bank. If the
sacurities nledged by that bank are nadequate (o may
trhe assessment, the treasurer of state snall make
additiona:r assessrents &S mMay De necessary against
other banks which hold uninsurec pubiic furds to
satisiy a:y_unoa;d assessment. Anv adcitiocnal
assessments shall be determ:ned, ¢ollected, and
satisflec in the same manner as the first assessmenc.
If a bank fails to pay l1ts assessment when due, the
treasurer of state shall 1nitiate a lawsult cto coliect

the assessment. If a bank 1s found to have failec 0
pay the assessment as reguired by tnis subbaragrapn,
the court shall order 1t to pay tre assessment, court
costs, reasconable attorrey’s fees based on the amount
of time the attorney general's office spent preparing
and bringing the acrticn, anc reasonable :expenses
incurrec¢ oy tne treasurer of state. Idle balances in
the funé are-te shall be invested by the treasurer
with earnings credited to the fund. Fees paid by
panks for administration of this chapter wii: shall be
credited fo the fund and the treasurer may deduct
actual costs of administration from the funa.

Sec. . Section 453.23, subsection 3, paragraph
G, subparagraph (2), Code 1991, is amended to read as
fcilows:

(2) If the loss was incurred in a credit union,
then any further paymenits to cover the loss wiil come
Irom the state sinkiag fund for puplic deposics in
53: :
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age 12
1 c¢credit unions. If the funds are lradsguate o cover
2 the éntire loss, then the TIEESUI&8r Sha.. ma&Xe av .
3 assessment agains:t cthner crecliz unions who 0Ll zublic
{ Zunds. Tre asseszment shall e Cetermlined v ;
2 MULILTLVLING the total arouns & the ranelning LI33 Ic ’
3 Tuslic Cepcsitors by @ PErlentagé thal resresents tiag
T avarage oI publ:ic funds depesics neld by ali crecl:
g «nlons Suring the preceding twelve REenh DBTiIC endLlng
¢ on the last cay oI zhe month immedizctesly pracacing the
-3 montn the depcsitory was closed. ZzZach credlt unLon
Ll sSG&ail pay its assessment TS Tne [rEasurer withln three
12 pusiness cdays after 1t recelves notlce of assassment.
13 z&-a-creadte-paion-faiis-to-pay-res-gllazanent-wasa
L4 gueg-tme-treasurer-shaii-3sgtisliy-clhe-pese2amenc-2y
15 seciiag-securicties-predged-sy-chaT-eredast-ancens I 2
13 ¢cradic union falis to Dav i%s assesSsment whieh Cug, Ihe
17 treesur=sr Of state shall Inittlate & lawsuit Lo cclilect
i8 cne assessment. If a crecd¢it ynion is Zouna to have
15 faiied to Day the assessment &s required by this
20 sudparagrapn, The court shall orger it td pay the
21 assessment, court costs, reasonable atiorney's fees
22 bDased UDOn _the amount &f timeée the attorney generai's
23 cffice spent »oreparing ané pringing the action, &nc
4 reasonable expenses incurrec oy the treasurer c:o
25 state's cfilice, 1Idie ba.ances in e fund are co be
256 invested Dy tne treasurer with earnings credited o
27 the fund. Fees paid by credit unicas for
28 administracicn ¢f this chapter wiil be credited ¢ the
™~ 26 fund and the treasurer may deduct acrtual costs of
30 administration from the fund." ..-
1 48, Page 24, line 23, by inserting after the word
32 "determines." the following: “The administratcr shail

33 have the authority to contract for ocutside
34 professional services in the conduct of examinations.”

35 49. Page 24, by striking lines 29 and 30 and

36 inserting the following: "business i1s examined.”
37 50. Page 25, by striking lines 5 and 6 and

38 inserting the following: “September 1, 1892."

39 51. Page 25, by striking lines 7 chrough 18 and
40 inserting the following:

41 "Section 14 of this Act does nct apply o an

42 investment made prior to the effective date of this
43 Act. A joint investment trust organized pursuant &
44 chapter 28E existing prier to the effective date of
45 this Act, shall fully comply with this Act, on ané

46 after the effective date of this Act, including but
47 not limited to complying with the reguirement in

48 section 452.10, subsection 5, paragraph "g", that it
4% be operated in accordance with 17 C.F.R. § 270.2a2-7,
50 except that such & joint investment trust shall have
5-5531 -12-
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Page 13
1 untl; suly 1, 1993, to become rateé or registered as
2 required by section 452.10, subsection 5, paragraph 4

3 n g " n

4 52. 3y renumbering, relettering, or redesignating

> and correcting internal references as necessary.
RECEIVED FROM THE HEOUSE

S$-5531 FILED APRIL 2, 1962




= SENATE FILE 2036

5-5706
b Amend the Eouse amendment, S$-5531, to Senate File
2 2036 as amended, passed, and reprinted by the Senate,
3 zs foilicws:
@ 4 i. Page 1, line 32, by striking the word
< S "orcders,"” and inserting the following: "orders".
& 2. Page 1, illne 43, bv striking the word
7 "submission” and inserting the £oliowing: ‘"review".
8 3. Page 2, line 15, by striking the word "As" and
9 inserting the following: "(2 As".
10 4. Page 3, lines 2 and 3, by striking the words
11 "complaints, orders," and inserting the following:
12 "orders”. .
13 5. Page 3, iines 10 and 11, by striking the words
14 ""investment entity" and "investment professional'
15 exclude” and 1nserting the following: ""cutside
16 persoa" excludes".
17 6. By striking page 3, line 46, thrcugh page 4,
18 line 25.
19 7. Page 5, by inserting after line 1 the
20 followling:
21 " . Page 6, by inserting after line 32 the
22 fellowing:
23 "Sec. . Section 22.1, unnumbered paragraph 1,
24 Code Supplement 1991, is amended to read as folliows:
25 As used in this chapter, "public records" includes

26 all records, documents, tape, or other information,
27 stored or preserved in any medium, of or belonrging to
28 this state c¢r any county, city, township, school
29 corporation, political subdivisicn, acnprofit
‘ 30 corporation other than a county or district fair or
31 agricultural society, whose facilities or indebtedness
32 are supported in whole or in part with property tax
33 revenue and which is licensed to conduct pari-mutuel
34 wagering pursuant to chapter 99D, or tax-supported
35 district in this state, cr any branch, department,
36 board, bureau, commission, c¢ouncil, or committee of
37 any of the foregoing.
38 "Public records" also includes all recorcés relating

35 to the investment of public funds including but not
4G limited to investment pclicies, :instruct:ions, tradin
41 orders, &or contracts, wnether in the custody cf the
42 public body responsipbie for the public fuads or a

43 fiduclary or other third party.

44 Sec. . Section 22.1, unnumbered paragraph 3,
45 Code Supplement 1991, is amended to read as follcws:
46 The term "lawful custodian" means the government

47 body currently in physical possession of the public

48 record. The custodian cf a public record in the

49 physical possession cf persons outside a government

50 body is the government body owning that record. The

5-5706 i-
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1 records relating to the investxment of public funds are
the property of the public DOCY responsitie For Lhe
public funds. Each government body shall delegate to
parcicular officials or employees of that government
body the respcnsibility for implementing the
requirements of this chapter and shalil publicly
announce the particular officials or employees to whom
responsibility for implementing the requirements of
this chapter has been delegated. "Lawfui custodian"
does not mean an automated data processing unit of a
public body if the data processing unit nolds the
records solely as the agent of ancther public pody,
nor does it mean a unit which holds the records of
other public bodies solely for storage.

Sec. . NEW SECTION. 22.13 PUBLIC FUNDS
INVESTMENT RECORDS IN CUSTODY GOF THIRD PARTIES.

1. The records of investiment transactions made by
or on behalf of a public body are public records and
are the property cof the public body whether in the
custody of the public body or in the custody of &
fiduciary or other third party.

2. If such records of public investment
transactions are in the custody of a fiduciary or
other third party, the public body shall obtain from
the fiduciary or other third party records reguested
pursuant to section 22.2,

3. If a fiduciary or other third party with
custody of public investment transactions records
fails to produce public records within a reasonable
period of time as requested by the public body, the
public body shall make no new investments with or
through the fiduciary or other third party and shall
not renew existing investments upon their maturity
with or through the fiduciary or other third party.
The fiduciary or other third party shall be liable for
the penalties imposed under section 22.6 due to the
acts or omissions of the fiduciary or other third
party and any other remedies available under statute,
common law, or contract.""

8. Page S, line 18, by inserting after the word
"professionals" the following: "as described in
section 11.2, subsection 2".

9. Page 7, line 38, by striking the word
"officers" and inserting the following: “officers'",

10. Page 7, by striking lines 44 and 45 and
inserting the following:

"d. Investments by the state board of regents,
However, lnvestments by the state board of regents or
institutions governed by the state board of regents
are limited to the following:

5-5706 -2~
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{l1) Those iLnvestments set out in section 452.10,
subsection 4.

{2} The common func for nonprofit organizations.

{3} Commecn StocKs.

{4) For investments of shcort-term operating funds,
the funds shall not be invested in investments having
maturities exceeding sixty-three montns."

11. Page 8, by inserting after line 2 the
following:

" . Page 14, line 10, by striking the figure
"452.10B" and inserting the following: "452.10C"".

12, ©Page 8, line 14, by striking the word
"officers" and inserting the follcocwing: "officers'".

13. Page 8, by striking lines 20 and 21 and
inserting the feolilcwing:

"d. The state board of regents. However,
investments by the state board of regents or
institutions governed by the state board of regents
are limited to the foliowing:

(1) Those investments set cut in section 452.10,
subsection 4.

{2) The common fund for ncnprofit organizations.

({3} Common sSL{oOCKS.

{4) For investments of short-term operating funds,
the funds shall not be invested in investments hawving
naturities exceeding sixty-three months."

14, Page 9, line 4, by inserting after the word
"state" the following: ", in consultation with the
attorney general,".

15, Page 10, by striking lines 13 through 17 and
inserting the following:

" . Page 22, by striking lires 21 through 28
and inserting the following: "The market value of the
required collateral shall be at least ten percent of
the average amount of the excess of total public funds
over total federally insured public funds on deposit
in the bank during the preceding year. The average
amount of the excess shall be determined by adding the
amounts of excess i1f any for all public funds deposit
accounts as they existed on the date 1n each calendar
guarter used in preparing the report of condition and
income for submission to the federal government,
adding the subtctals for the four calendar quarters,
and dividing that total by four. The calculation of
the minimum market value of required collateral shall
be made before January 31 of each year.""

l6. Page 10, by lnserting before line 18 the
following:

" . Page 22, line 29, by inserting after the
word “rules" the following: ‘“pursuant to chapter

S-5706 -3-
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Page 4
l?Al!‘"
i7. Page 12, by inserting after line 36 the
following:
* . Page 24, by inserting after line 34 the
following:
"Sec. _ . The guidelines under section 4 of this
Act shalli be made available by February 1, 1993.""
By PAT DELUHERY
RICHARD VARN

§-5706 ~FILED APRIL 15, 1992
ADOPTED (p /#3a 3
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SENATE FILE 2036
S-5707
Amend the House Amendment, S-5531, to Senate File
2036, as amended, passed, and reprinted by the Senate,

1
2
3 as follows:

4 1. Page 6, by striking lines 5 through 14 and
5 inserting the following:
6

7

8

9

"c. Prime bankers' acceptances that mature within
one hundred eighty days and that are eligible for
purchase by a federal reserve bank, provided that at
the time of purchase no more than thirty percent of

10 the investment portfclio of the treasurer of state or
11 any other state agency shall be in investments

12 authorized by this paragraph and that at the time of
13 purchase no more than five percent of the investment
14 portfoiio shall be invested in the securities of a

15 single issuer.

16 ° d. Commercial paper or other short-term corporate
17 debt that matures within one hundred eighty days and
18 that is rated within the two highest classifications,
19 as established by at least one of the standard rating
20 services approved by the superintendent of banking by
21 rule adopted pursuant to chapter 17A, provided that at
22 the time of purchase no more than five percent of all
23 amounts invested in commercial paper and other short-
24 term corporate debt shall be invested in paper and

25 debt rated in the second highest classification, and
26 provided further that at the time of purchase no more
27 than thirty percent of the investment portfolio of the
28 treasurer of state or any other state agency shall be
29 in investments authorized by this paragraph and that
30 at the time of purchase no more than five percent of
31 the investment portfolio shall be invested in the

32 securities of a single issuer."

33 2. Page 6, line 30, by inserting after the figure
34 "270.2a-7" the following: ", the portfolio of which
35 is limited to the types of investments authorized by
36 paragraphs "a" through "e"".

37 3. By striking page 6, line 43, through page 7,

38 line 2, and inserting the following:

39 "c. Prime bankers' acceptances that mature within
40 one hundred eighty days and that are eligible for

41 purchase by a federal reserve bank, provided that at
42 the time of purchase no more than ten percent of the
43 investment portfolio shall be in investments

44 authorized by this paragraph and that at the time of
45 purchase no more than five percent of the investment

46 portfolio shall be invested in the securities of a f
47 single issuer.

48 d. Commercial paper or other short-term corporate ‘
49 debt that matures within one hundred eighty days and »
50 that is rated within the two highest classifications,
5-5707 -1-
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as established oy at least cne of thne standard rating
services apprcved Dy the superintencent of banking ov
rule adopted Duzrsuadnt o chapter 173, provided that &
the time of purcrase nC more then five percent of ala
amounts invested in commercial paper and other short-
: ed In paper and
o

o
term corporate debrt shall De inves
debt rated in the second highest ciassification, and
orovided furcher that at the tTime of purchase no more
-thén ten gpercent cf the investment portiolio snall e
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10 in investments authorized by this paragraph and that
i t the time cf purunase nc more than five percent c¢f
12 the investment portfelic shall be invested in the

>3 securities cf a single isgssuer.” ’

z &, Page 7, iine 13, by inserting after cne figure
15 "270¢.2a-7" the foliowing: ", the portfolic ¢f which
16 is limited to tne types of investments authorized by
17 paragraphs "a2" througn "e"".

*8 5. Page 7, 1ine 18, by inserting after the word

13 "that" the L01¢ow'ﬂg "the portiolic of the joint

20 investment trust is limited to the types of
21 investments authorized by paragraphs "a" through "e",
22 and provided further that",
By DERRYL MCLAREN
HARRY SLIFE
JIM KERSTEN

$~-5707 FILED APRIL 15, 1992
WITHDRAWN (p. ¢ 30 )
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amend the House Amendment, S5-5531, to Senate rfile
2036, as amended, passed, and reprinted by the Senate,

as follows:

1, Page 6, by striking lines 5 through 14 and
inserting the following:

"c. Prime bankers' acceptances that mature within
two hundred seventy days and that are eligibie for
purchase by a federal reserve pank, provided thai at
the time of purchase no more than thirty percent of
the investment portfolio of the treasurer of state or
any other state agency shall be in investments
authorized by this paragraph and that at the time of
purchase no more than five percent cf the investment
portfclioc shall be invested in the securities of a
single issuer. :

d. Commercial paper or other short-term corporate
cdebt that matures within two hundred seventy days and
that is rated within the two highest classifications,
as established by at least one of the standard rating
services approved by the superintendent of banking by
rule adoptec pursuant to chapter 17A, provided that at
the time of purchase no more than £ive percent of all
amounts invested in commercial paper and other short-
term corporate cdebt shall be invested in paper anc
debt rated in the second highest classification, and
provided further that at the time of purchase nc more

‘than thirty percent of the investment portfolio of the

treasurer of state or any other state agency shall be
in investments authorized by this paragraph and that
at the time of purchase no more than five percent of
the investment portfolio shall be invested in the
securities of 3 single issuer."”

2. Page 6, line 30, by inserting after the figure
"270.2a-7" the following: ", the portfolic of which
is limitecé to the types of investments authorized by
paragraphs "a" through "e!",
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3. By striking page 6, line 43, thrcough page 7,
line 2, and inserting the following:

"c. Prime bankers' acceptances that mature within
two hundred seventy days and that are eligible for
purchase by a federal reserve bank, provided that at
the time of purchase no more than ten percent of the
investment portfolio shall be in investments
authorized by this paragraph and that at the time of
purchase no more than five percent of the investment
portfolio shall be invested in the securities of a
single issuer.

d. Commercial paper or other short-term corporate
debt that matures within two hundred seventy days and
that is rated within the two highest classifications,

5-5715 -1-
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services approvec by tne superintencent of banking by

rule adopted pursuant t£o chapter 17A, provided that at
the time of purchase no mcre than five percent of all

amounts ilnvested in cocmmercial paper ard other sho
term corporate debt shalill be invested in paper and
debt rated in the second highest classification, a
provided further that at the time of purchase no mo
than ten percent of the investment pO""”OLLO shall be

in investments authorized by this paragraph and that

at the time of purchase no more than five percent of

the investment portfolio shall be invested in the

securities of a singie issuer."”

as establiished by at least one cf the standard fak,i.ng .

{_’5’}

4. Page 7, line 13, by inserting after the figure
"270.2a-7" the following: ", the portfolio of which
is limited to the types of investments authorized by
paragraphs "a" through "e"".

S. Page 7, line 18, by inserting after tne word
"that” the following: "the portfolioc of the joint
investment trust is limited to the types of
investments authorized by paragraphs "a" through "e",
and provided further that".

By DERRYL MCLAREN
HARRY SLIFE

S-5715_ FILED APRIL 15, 1992
220 0
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' SENATE AMENDMENT TO HOUSE AMENDMENT TO SENATE FILE 2036
E-5952

1 Bmend the House Amendment, S-5531, to Senate File
2 2036, as amended, passed, and reprinted by the Senate,
3 as follows:
4 1. Page 1, iine 32, by striking the word
S "orders,” and inserting the following: '“orders".
6 2. Page 1, line 43, by striking the word
7 "submission" and inserting the following: ‘"review".
8 3. Page 2, line 15, by striking the word "As" and
9 inserting the following: "(2) As".
10 4, Page 3, iines 2 and 3, by striking the words
1l "complaints, orders," and inserting tne following:
12 "grders”.
13 5. Page 3, lines 10 and 11, by striking the words
14 ""invesiment entity" and "investment professional”
15 exciude” and inserting the following: ""outside
16 person” excludes".
17 6. By striking page 3, line 46, through page 4,
18 line 25.
i3 7. Page 5, by inserting after line 1 the
20 following:
2L " . Page 6, by inserting after line 32 the
22 following:
23 "Sec. . Section 22,1, unnumbered paragraph 1,
' 24 Code Supplement 1591, is amended to read as follows:
25 As used in this chapter, "pubiic records" includes

26 all records, documents, tape, or other information,

27 stored or preserved in any medium, of or belonging to
28 this state or any c¢ounty, city, township, school

29 corporation, political subdivision, nonprofit

30 corporation other than a county or district fair or

31 agricultural society, whose facilities or indebtedness
32 are supported in whole or in part with property tax

33 revenue and which is licensed to conduct pari-mutuel
34 wagering pursuant to chapter 99D, or tax-supported

35 district in this state, or any branch, department,

36 board, bureau, commission, council, or commitiee of

37 any of the foregoing.

38 “Public records™ also includes all records relating
39 to the investment of public funds inciuding but not

40 limited to investment policies, instructions, trading
41 crders, or contracts, whether in the custody of the

42 public body responsible for the public funds or a

43 fiduciary or other third partvy.

44 Sec. . Section 22.1, unnumbered paragraph 3,
45 Code Supplement 1991, is amended to read as follows:
46 The term "lawful custodian” means the government

47 body currently in physical possession of the public
48 record. The custodian of a public record in the

49 physical possession of persons outside a government
50 body 1s the government body owning that record. The
H-5952 -1- _'—
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2 the property of the public¢ body responsible {cr tae
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pudliic funds. Each government body shall deiagate to
particular ¢fficials or employees of that government
body the responsibility for implementing the
regquirements of this chapter and shall publiicly
announce the particular officials or employvees to whom
tesponsibility for implementing the requirements cf
this chapter has been delegated. “"Lawful custodian"
does not mean an aucomated data processing unit of a
oublic body if the data processing unit holds the
records solely as the agent of another public body,
nor does it mean a unit which holds the records of
other public bodies solely for storage.

Sec. . NEW SECTION., 22.13 PUBLIC FUNDS
INVESTMENT RECORDS IN CUSTODY OF THIRD PARTIES.

1. The records of investment transactions made by
or on behalf of a public body are public reccrds and
are the property of the public bcdv wnether in the
custody of the pubiic bedy or in the cuscedy of a
fiduciary or other third pacty.

2. If such records of public investment
transactions are in tne custody of a fiduclary or
other third party, the public body shall obtain Zrom
the fiduciary or other third party records requested
pursuant to section 22.2.

3. 1If a fiduciary or other third party with
custody cf public investment transactions rtrecords .
fails to produce public records within & reascnable
period of time as requested by the public body, the
public body shall maxe no new investments with or
through the fiduciary or other third party and shall
Aot renew existing investments upon their maturity
with or through the fiduciary or other third party.

The fiduciary or other third party shall be liable for
the penalties imposed under section 22.6 due tc the
acts or omissions of the fiduciary or other third
party and any other remedies available under statute,
common law, ot contract."*

8. Page 5, line 18, by inserting after the word
"professionals” the following: "as described in
section 11.2, subsection 2".

9. Page 6, by striking lines 5 through 14 and
inserting the following:

"c. Prime bankers’ acceptances that mature within
two hundred seventy days and that are eligible for
purchase by a federal reserve bank, provided that at
the time of purchase no more than thirty percent of
trhe investment porifolio of the treasurer of state or
any other state agency shall be in investments
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H-5952

Page 3

authorized by this paragraph and that at the time of
purchase no more than five percent of the lnvestment
portfolio shall be invested in the securities of a
single issuer.

d. Commercial paper or other short-term corporate
debt that matures within two hurdred seventy days and
that is rated within the two highest classifications,
as established by at least one of the standard rating
services approved by the superintendent of banking by
10 rule adopted pursuant to chapter 17A, provided that at
11 the time of purchase no more than five percent of ali
12 amounts invested in commercial paper and other short-
13 term corporate debt shall be invested in paper and
14 debt rated in the second highest classification, and
15 provided further that at the time of purchase no more
16 than thirty percent of the investment portfolio of the
17 treasurer of state or any other state agency shall be
18 in investments authorized by this paragraph and that
19 at the time of purchase no more than five percent of
20 the investment portfolio shall be invested in the
21 securities of a single issuer.”

22 10. By striking page 6, line 43, through page 7,
23 line 2, and inserting the following:

24 "ec. Prime bankers' acceptances that mature within
25 two nundred seventy days and that are eligible for

26 purchase by a federal reserve bank, provided that at
27 tne time of purchase no more than ten percent of the
28 investment portfolio shall be in invesctments

29 authorized by this paragraph and that at the time of
30 purchase no more than five percent of the investment
31 portfolio shall be invested in the securities of a

32 single issuer.

33 d. Commercial paper or other short-term corporate
34 debt that matures within two hundred seventy days and
35 that is rated within the two highest classifications,
36 as established by at least one of the standard rating
37 services approved by the superintendent of banking by
38 rule adopted pursuant to chapter 17A, provided that at
39 the time of purchase no more than five percent of all
40 amounts invested in commercial paper and other short-
41 term corporate debt shall be :invested in paper and

42 debt rated in the second highest classification, and
43 provided further that at the time of purchase no more
44 than ten percent of the investment portfolio shall be
45 in investments authorized by this paragraph and that
46 at the time of purchase no more than five percent of
47 the investment portfolio shall be invested 1n the

48 securities of a single .issuer."

46 11. Page 7, line 38, by striking the word

50 “officers” and inserting the following: “officers'™.
H-5952 -3-
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i2. Page 7, by srriking lines 44 and 45 and
inserting the fcllowiag:

"d. Investments by the state board of regents.
However, investmente by the state board ¢f regents or
(nsticutions governad by the state board of regents
are limited to the following:

(L} Those investmen:s se:t out in secticn 4%52.10,
subsecticn 4.

{2; The common fund for nonprofit organizations.

) Common stocks.

4) For investments of short-term coperating funds,
the funds shall not be 1lnvested in investments having
maturities exceeu-ng sixty-three months.”

. Page B, by inserting after line 2 the
following:

. . Page 14, line 10, by striking the ficure
“452.108" and inserting the foll owing: "452.10C"".

14. Pzge 8, line 14, by striking the word
"officers"” and inserting the following: "officers

15. Page 38, by strixing lines 20 and 21 and
inserting the following:

"d. The state bdoard cf regents. However,
investments by the state board of regents or
institutions governed by the state board of regents
are limited to tre following:

{1} Those invesiments set out in section 452.10,
subsection 4.

(2) The common fund for nonprofit organizaticns.

(37 Common stocks.

{4) For investments of short-term operating funds,
the funds shail not be invested in investments having
maturities exceeding sixty-three months."

16. Page 9, line 4, by irserting after the word
"state" the following: ", 1n consultation with the
attorney general,".

17. Page 10, by striking lines i3 through 17 and
inserting the fol‘ow*ng

" . Page 22, by striking lines 21 through 28
and inserting the following: "The market value of the
required collaterai shall be at least ten percent of
the average amount 0f the excess of total public funds
over total federally insured public funds on deposit
in the bank during the preceding year. The average
amount of the excess shall be determined by adding the
amounts of excess if any for all public funds deposit
accounts as they existed on the date in each calendar
quarter used in preparing the report of condition and
income for submission to the federal government,
adding the subtotals for the four calendar quarters,
and dividing that total by four. The calculation of

[ 1
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Page 5
1 the minimum market value of required collateral shall

pe made before January 31 of each year.

18. Page 10, by inserting before line 18 the
following:

Y . Page 22, line 29, by insercti
word "rules" the following: “"pursuant
l?All.H

19, Page 12, by iaserting after line 36 the
following:

" . Page 24, by inserting after line 34 the
following:

"Sec. . The quidelines under section 4 of this
Act shall be made available by February 1, 1993.""

20. By renumbering, relettering, ¢r redesignating
and correcting internal references as necessary.

RECEIVED PROM THE SENATE

after
o cha

he
pter

(D ¢r
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BY (PROPOSED COMMITTEE ON
LOCAL GOVERNMENT BILL
BY CHAIRPERSON MILLER)

Passed Senate, Date Passed House, Date
Vote: Ayes Nays Vote: Ayes Nays

Approved

A BILL FOR

An Act establishing requirements for joint investments of funds
by the state and political subdivisions of the state,
including the state board of regents, and providing that such
investments shall be regulated by the treasurer of state and
the commissioner of insurance, and providing an effective
date.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:

TLSB 5482SC 74
mk/sc/l4
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Section 1, Section 11.2, Code 1991, is amended by adding .
the following new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. The audits of the state board of
regents required under this section shall include a
determination of whether investments by the state board of
regents comply with state law. The audits shall also include
a determination of whether all contracts with third parties
acting as a depository institution for funds of, or acting in
a fiduciary capacity for, the state board of regents or a
regents institution contain all terms required by state law.

Sec. 2. Section 11.6, subsection 1, Code Supplement 1991,
is amended by adding the following new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. An examination under this
subsection shall include a determination of whether a

governmental subdivision is complying with state law in its
investments of funds and a determination of whether all
contracts with third parties acting as a depository
institution for funds of, or acting in a fiduciary capacity ‘
for, the governmental subdivision contain all terms required
by state law.
Sec. 3. Section 11.6, subsection 4, Code Supplement 1991,
is amended by adding the following new unnumbered paragraph:
NEW UNNUMBERED PARAGRAPH. An examination under this
subsection shall inc¢lude a determination of whether a

governmental subdivision is complying with state law in its
investments of funds and a determination of whether all
contracts with third parties acting as a depository
institution for funds of, or acting in a fiduciary capacity
for, the governmental subdivision contain all terms required
by state law.

Sec. 4. Section 12.1, Code 1991, is amended by adding the
following new unnumbered paragraph:

NEW UNNUMBERED PARAGRAPH. The treasurer is responsible for

reporting on the investment activities of all political
subdivisions with third parties, and shall make .

-1~
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recommendations as deemed necessary to the general assembly
and the governor on modification in the investing authority of
political subdivisions. The treasurer shall regquire each
political subdivision to report to the treasurer the amount of
investments with third parties outstanding and each new third-
party investment. The treasurer shall adopt rules and
establish forms for administering this provision. Each
political subdivision shall provide all the information
required by the treasurer under this provision.

Sec. 5., Section 12.8, unnumbered paragraph 1, Code
Supplement 1991, is amended to read as follows:

The treasurer of state shall invest or deposit, subject to
chapter 12A and as provided by law, any of the public funds
not currently needed for operating expenses and shall do so
upon receipt of monthly notice from the director of revenue
and finance of the amount not so needed. 1In the event of loss
on redemption or sale of securities invested as prescribed by
law, and if the transaction is reported to the executive
council, neither the treasurer nor director of revenue and
finance is personally liable but the loss shall be charged
against the funds which would have received the profits or
interest of the investment and there is appropriated from the
funds the amount so required. Joint investments of funds
shall be subject to section 452,10A,

Sec. 6. NEW SECTION. 12.62 INVESTMENTS BY POLITICAL
SUBDIVISIONS -- ASSISTANCE.

The treasurer of state shall adopt rules for providing
information and assistance to political subdivisions seeking

to invest funds of the political subdivision. The treasurer
or the treasurer's designee shall provide information and
assistance to a political subdivision at the request of the

political subdivision, including but not limited to

information regarding the statutory requirements for
investments by the political subdivision and technical
assistance to enable the political subdivision to invest its

-2-
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funds in accordance with state law. However, the fact that
information and assistance are provided under this section to
a political subdivision shall not make the state, the
treasurer of state, or the treasurer's designee liable to a
political subdivision in any manner for any loss, damage, or
expense incurred by the political subdivision as a result of
an investment.

Sec. 7. Section 262.14, subsection 3, unnumbered paragraph
1, Code 1991, is amended to read as follows:

Any portion of the funds may be invested by the board.
Joint investments of funds shall be subject to section
452.10A, In the investment of the funds, the board shall
exercise the judgment and care, under the circumstances then

prevailing, which persons of prudence, discretion and
intelligence exercise in their own affairs as provided in
section 633.123, subsection 1.

Sec. B. Section 279.29, unnumbered paragraph 2, Code 1991,
is amended to read as follows:

Pending audit and allowance of claims under this section,
the board shall invest moneys of the corporation to the extent
practicable, and the board may provide for the joint
investment of moneys with one or more school corporations
pursuant to a joint investment agreement. Joint investments
of funds shall be subject to section 452.10A.

Sec. 9. Section 302.11, Code 1991, is amended to read as

follows:

302.11 SCBEOOL FUND ACCOUNTS -- AUDIT OF LOSSES.

The director of revenue and finance shall keep the
permanent school fund accounts in books provided for that
purpose, separate and distinct from the revenue books. The
auditor of state shall audit losses to the permanent school or
university fund caused by the defalcation, mismanagement, e®
fraud of the agents or officers controlling and managing the
fund, or caused in connection with a joint investment with a

third party. The auditor of state shall adopt rules for those

-3-
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cfficers as necessary to ascertain the losses.

Sec. 10, Section 331.555, subsection 6, Code 1991, is
amended to read as follows:

6. The treasurer shall keep all funds invested to the
extent practicable and may invest the funds jointly with one
or more counties, judicial district departments of
correctional services, cities, or city utilities pursuant to a
joint investment agreement. Joint investments of funds shall

be subject to section 452,104,

Sec. 11. Section 384.21, Code 1991, is amended to read as
follows:

384.21 JOINT INVESTMENT OF FUNDS.

A city or a city utility board shall keep all funds

invested to the extent practicable and may invest the funds
jointly with one or more cities, utility boards, judicial
district departments of correctional services, or counties
pursuant to a joint investment agreement. Joint investments
of funés shall be subject to section 452.10A.

Sec. 12. NEW SECTION. 452.10A INVESTMENT OF PUBLIC FUNDS
-- STANDARDS AND PROCEDURES.

1. In addition to investment standards and requirements

otherwise provided by law, the investment of public funds by

political subdivisions or their agencies pursuant to any law

which authorizes the investment of public funds shall meet the
requirements and standards for investments specified in this
section, except where specifically otherwise provided. It is
the intent of this section to promote the exercise of care in
investing public funds which persons of discretion and
intelligence exercise in the management of their own affairs,
not with a purpose of speculation, but with regard to the
permanent disposition of funds considering the probable income
as well as the probable safety of capital. The primary goals
of investment prudence shall be based in the following order
of priority:

a. Safety of principal is the first priority.

o
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b. Maintaining the necessary liquidity to match expended
liabilities is the second priority.

¢. Obtaining a reasonable return is the third priority.

2. The joint investment of public funds by political
subdivisions or their agencies shall be subject to the
following:

a. As used in this section, "operating funds" mean those
funds which will be expended during a current budget year or
within twelve months of receipt. Operating funds must be
identified and separated as distingulshed from all other funds
available for investment,

b. Operating funds may only be jointly invested in
investments which mature within three hundred sixty-five days
and which are authorized by law for the investing agencies or
subdivisions.

c. The weighted average maturity of all operating fund
investments shall not exceed ninety days.

d. 1In order to ensure that joint operating fund
investments can be liquidated without risk of principal loss,
the market value of such investments must not be permitted to
fluctuate by more than one-half of one percent from the
amortized cost therecof. If such fluctuations occur, actions
must be taken promptly to maintain the principal value of such
investments,

e. The trading of securities in which any operating funds
are invested for the purpose of speculation and the
realization of short-term trading profits are prohibited.
Only investments having maturities consistent with the needs
and use of the investing agencies or subdivisions shall be

made.
f. Political subdivisions shall approve written investment
policies which incorporate the guidelines specified in this

section and any other provisions deemed necessary to
adequately safeguard invested public funds.
g. This section shall not be construed to supersede

G-
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chapter 453,

Sec. 13. NEW SECTION. 502.613 JOINT INVESTMENTS WITH
POLITICAL SUBDIVISIONS.

The administrator shall regulate and supervise companies
jointly investing or managing funds for political
subdivisions. The administrator shall adopt rules regarding
reasonable fees for institutions acting as custodians of funds

or transferring funds for political subdivisions involved in
joint investments and other rules necessary to administer this
section.

Sec. 14. Section 905.6, subsection 4, Code Supplement
1991, is amended to read as follows:

4. Prepare all budgets and fiscal documents, and certify
for'payment all expenses and payrolls lawfully incurred by the
district department. The director may invest funds which are
not needed for current expenses, jointly with one or more
cities, city utilities, or counties pursuant to a joint
investment agreement. Joint investments of funds shall be
subject to section 452.10A.

Sec. 15. EFFECTIVE DATE. This Act, being deemed of
immediate importance, takes effect upon enactment.

EXPLANATION
This bill requires an audit of governmental subdivisions or

the state board of regents to contain an audit of the
contracts with third parties holding funds or acting in a
fiduciary capacity for those political subdivisions regquired
to be audited under section 11.6 or for the state board of
regents. The bill also provides that the treasurer of state
shall report on joint investments of, and shall adopt rules to
provide information and assistance regarding investment law
requirements and other matters to, political subdivisions
desiring to invest funds. The bill further provides that the
commissiconer of insurance, as the administrator for the
securities law, shall regulate companies jointly investing or
managing funds of political subdivisions and shall establish

~6-
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rules governing what is a reasonable fee for an institution to .

charge as a custodian of funds or to transfer funds for
political subdivisions involved in joint investments.

The bill also establishes guidelines to protect funds
invested jointly by the state and political subdivisions,
including the treasurer of state's office and the state board
of regents.

This bill takes effect upon enactment and may include a
state mandate as defined in section 25B,3.

LSB 5482SC 74
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SENATE FILE 2036

AN ACT
QELATING 10 REGULATING THE INVESTMENT OF PUBLIC FUNDS AND PRO-
VIDING AN EPFECTIVE DATE.

BE [T ENACTED RY THE GENERAL ASSEMALY OF THE STATE OF 108

section 1. Section Ll1.2, Code 1991, is amended to cead as
follows:

11,2 ANHUAL SETTLEMENTS.

1. The auditor of state shall anonually, and oftener more
often if deemed necessary, make a full settlement between the
state and all state officers and departments and all persoums
receiving or expending state funds, and shall annually make a
complete audit of the beoks and accounts of evecy department
of the state,

Provided, that the accounts, records, and docurents of the
treasury Gepactment shall be audited daily.

Provided further, that a preliminary audiv of the
educational institutions and the state Eair boacd shall be
made periodically. at lLeast quarterly, ko check the monthly
repotts subnitted to the director of reveoue and finance as
required by section 421,31, subsection 4 and that a final
audit of such state agencies shall be made at the close af
each fiscal year,

2. In_conjunction with the audit of the state board of
regents tequiced undec this_sectica, the auditor of state, in

accordance with genecally uccepted auditing staedards, shall

Senate File 2036, p. 2

perform audit testing on the stare board of regents’
investoents. The auditor shall report to the state heard of

regents coucerning conpliauce with state law and state board

is respongible for cemedying dny_ceported noncompliance wWith
lts own policy or practices,

The state boacd of regents shall make available to the
auditor of state and treasycec Of state the most recent anaual
repoct. of any iavest

employed by an institution governed by the board.

or investment professional employed by
by the state board of regents to notify in writing the state
boacd of ceqents within thirty days of receipt ot all

state or any regulatocy authority of the existence of a
matecial weakness in intgrnal control structure, or_regulatory

investment_professional, with regard to the type of secvices

being per€ormed under the contracts ar aggeemeats. This

the most cecent annual ceports of any Lovestment entity ot

investment professional employed by an iastitution governed by

the state board cof regents are reviewed by the auditor of
state,
The ceview of the most recent anfual report to shacenoldecs
0f an open-¢nd managerent lnvestment company oI An
unincorpocated investmeat company oc investment trust
exchange comnisgion
RENCRE LA

#0(a), oucsuant_to 1! C.E.R. § 2704.30d-1 of |
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person perisening the audit, cf the mest recent ancual repo:t
to shareholders. call reports, or the findings pucsuant to a
regular examination under state or fedecal law, to the extent
the findings are not confideatial, of a bank, savings and loan
association,

teguirements of this paragraph.

As used 1a this subsection, "investoen ntity

“investment professional” exclude a bank, savings and loan

association, or credit uninon when acting as_an approved
depository pucsyant to chapter 453,

Sec. 2. Section L1.6, subsection 1, Code Supplement 1991,
1s amended to redad as follows:

1. a. The financial condition and transactions of all
cities and city oftices, counties, county hospitals organized
under chapters 347 and 347A, memocial hospitals organized
under chapter 37, entities organized under chaptet 28F having
9tass receipts in excess of one hundred thousand dollaes in a
fiscal year, merged areas, acea education agencies, and all
school offices in school districts, shall be examined at least
once each year, except that cities having a population of
seven hundred or more but less than two thousand shall be
examined at least once every four years, and cities having a
population of less than seven hundced may be examined as
otherwise provided in this section. The examination shall
cover the fiscal year next preceding the year in which the
audit is conducted. The examination of school offices shall
include an audit of all school funds, the certified annual
financial report, and the certified enrollment as provided in
section 297,11, Examinations of community colleges shall
include an audit ot eligible and noneligible contact hours as
defined in section 286A.2. Eligible and noneligible contact
hours and the certified enrollment shall be certified to the
department of management.

Subject to the exceptions and requirements of subsection 2

and subsection 4, paragrapk "¢, examinations shall be made as

Senate File 2036, o. 4

detecrmined hy the governmental subdivision eithec by tne
auditor of stare or by certified public accountants, certified
in the state of [owa. and they shall be paid from the proper
public funds of the governrental subdivision.

b. Al) _In conjunction witn the audit of the governcental
subdivision required under this section, the person performing
the audit shall also pecform tests for compliance with the

transactions in celation to the total investments aad quantity
of trapsactions in the period audited. The results of the

compliance testing shall be reported in accordjance with

generally accepted auditing standards. The person _performing
the audit may also make recommendations for changes to

investment policy or practices. The governmeatal subdivigion
i3 responsible for the remedy of reported noncompliance with
its policy gt practices,

{2) As pact of its audit, the govecramental subdivision is

tesponsible for obtaining and providiag to the person
perfoeming the audit the audited financial statements and

related report on internal gontrol structure of outside

persons, performing any of the following ducing the period

under audit for the governmental subdivision:

(a) Investing public funds.

(b) Advising on the investment of public €unds.

{c) Directing the deposit ot investment of public funds.

(9) Acting in a fiduciacy capacity for the govecamental
subdlivigion,

The avdit under this section shall not be cectified unttl
all material information required hy this subpacagraph is
reviewed by the person performing the audit.

(J} The review by the person pecforming the audit of the
most cecent annual repoct to shareholdecs of an _open-end

management investment company otr an unincorporated investment

company or investment trugt registered with the federal

securities and exchange commission undec the federal
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the sudit, of the most receat annual regort to shacehalders,

call reports, oc the fiadings pursuant to a regulac

findings are ot confidential, of a bank, savings and loan
association, or credit union shall saristy the revicw
requirerents of this paragraph.

(4) _R1L contracts or agreements with outside persons

shall require the outside persan to notafy in writing the
governmantal subdivision within thirty days of receipt of all
communicat ion Erom the peeson pecforming the audit or any
requlatory authority of the existence of a natecial weakness

in internal control steugture, OF requlatory orders or

¢contractual provision.
(5] #s used in_this subsectlon, “outside person” excludes
a bank, savings and loan association, or_credit union when

acting as an_approved depository pursuant to chapter 453.

ceceipt from the auditor. The auditor of a joant investment

Erust shall peovide written notice to the administcator of the
time of delivery of the reports to the joint iLavestment teudt.

trust organizad pursuant to chapter 288, the auditog
detecmines the existence of a naterial weakness 1o the

interaal_control structure or_a material violation of tne

intereal conteol structurs, the auditor shall cepset the

gtecmicatica to_the joint investment tcust which shall notiiy

Senate File 2036, p. 6

the administeator in writing within twenty-fouc aoucs, and
provide a copy of the notitication to the auditoc. The
auditor_shall provide, within twenty-foue pours of the recelpt
of the copy of the notlice, written acknowledgemeat of the
receipt to the administratqc, Tf the joint investoent trust
does not make the notification witiin twenty-foucr hours, or

the auditor does not receive a copy of the notification withia

twenty-four hours, the auditor shail immediately notify the

internal control structure of the material violation of the

Sec. 3. Section 11.6, subsection 4, Code Supplement 1991,
is amended by adding the following new unnumbeced paragecaph:

NEW DMBUMBERTD PARAGRAPH. An examination under this
subsection shall include a determination of whethec
investments by the governmeatal subdivision are authorized by
state law.

Sec. 4. Section 11.6, subsection 7, Code Supplement 1991,
is arended to read as follows:

7. The auditor of state shall nake guidelines available to
the public setting forth accounting and auditing standards and
procediures and audit and legal compliance programs to be
applied in the examination of the governmental subdivisions of
the state, which ghall requive a_review of the internal
coateol structure and specify testing of transactions for
compliance. The guidelines shall include a requirement that
the certified public accountant lemediately notify the auditor
of state regarding any suspected embezzlement or theft. The
auditor shall also provide standard reporting formats for use
in reporting the gfesults of an examination of a governmental
subdivision.

Se:. S. HEW SECTION. 12.62 [NVESTMENTS BY AGENCIES AND
POLITICAL SUHDLVISIONS - - TECHNICAL THFORMATION AND
ASSISTANCE.
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The reeasurer of wtate shall adope rules pursuant to
chapter 178 for providing techaicai infocrmation and assistance
to political subdivisions, the state board of regents,
instrucentalitres, ang aqencies ¢f the state authorized to
invast tunds which aee seeking te iavest publiec €funds. The
treasuter or the treasucec’'s designee shall provide technical
information and assistance to 9 poliktical subdivision, the
state board of regents, instrurentality, or agency of the
state authorized to 1nvest tunds at khe reguest of the
political subdivision, the state board of regents,
insteumentality, ar agency of the state authorized 0o invest
funds, including but not limited to technical 1nformation
reqarding the statyutory reguirenents for investmants by rhe
potitical subdwvision, the state hoard of regents,
tosteumentality, or ageacy and technical assistance to enable
the political subdivision, the state board of regents,
instrumeatality, or dagency to invest funds in accordance with
state law. However, the fact that information and assistance
are provided under this section to a political subdivision,
the state beard of cegents, 1astrumentality, of agency
authorized to invest ftunds shall not make the state, the
treasurer of state, or the treasurer's designee liable to a
political subdivision, the state board of regents,
instrumantality, or agency of the state in any manner foc any
loss, dorage, or expense incurcted by the political
gubdivision, the state board of regents, Lastrumentality, or
agency as a tesult of an Lovestment.

Sec. 6. Section 22.1, unnumbeced paraqraph 1, Code
Supplement 1991, 15 amended to read as [ollows:

As used in tois chapter, “"public records" includes all
records, documents, tape, or other information, stored or
presecved in any medium, of ar belonging to this state or any
county, city, tewnship, school corporation, political
subdivision, nonprofit corporation other than a county or

district fair or agricultural society, whose facilities oc

Senate File 2016, p. 4

iedebtedness are supparted 1n whole o in part with Dropecty
tax revenue and which 15 licensed to conduct pari-mutuel
wagetring pursuant to chapter 990, or tax-suppcrted distcict in
this state, or any branch, department, boacd, bureau,
comriission, council, ar comaittee of any of the foregoing.
"Public recocds® alse includes all records celating to the

investment of public funds including but aot limited to

investment policies, instructions, trading ordecs, oc

contracts, whether in the custcdy of the public hody
responsible for the public unds or a fiduciary or other third
party.

Sec. 7. Section 22.1, unnumbered paragraph 3, Code
Supplement. 1991, is amended to read as [ollows:

The term “lawful custodian” means the goverament bcdy
currently in physical possession of the public tecord. The
custodian of a public record in the physical possession of
persons outside a government body is the goverament body
owning that record. The records relating to the investment of
public funds are the property of the public body responsible
for the public funds. Each government body shall delegate to
particulac officials or employees of that government body bthe

cesponsibility For implementing the requicements of this
chapter and shall publicly announce the particular ofticials
or employees to whom responsibility for implementing the
requicements of this chapter has been delegated. "Lawtul
custodian" does not oean an autcmated data processing unit of
a public body if the data processing unit holds the records
solely as the agent of ancther public body, nor Jdces it mean a
unit which holds the records of other public bodies solely tor
storage.

Sec. B. MNEW SECTION. 22.13 PUBLIC TUNDS [NVESTMERT
RECORDS I[N CUSTODY OF THIRD PARTIES.

L. The recotds of iovestment transactions rade by or on
behalf of a public bedy are public records and are the
property of the public body whether in kthe custody of the
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public body or in the cugredy af a fiduciary or other third

pacrty.

2. If such records of public investment transactions are
in the custody of a fiduciary or other third party, the public
body shall obtain from the fiduciary or other third party
records regquested pursuant to section 22.2.

3. It a fiduciary or other third party with custody of
publ:ic tnvestment transacticaos records fails to produce public
records within 4 reasonable period of time as requested by the
public body, toe public body shall make no new investments
with or theaugh the faduciary or other third party and shall
not renew existing investments upon thelr maturity with oc
through the fiduciaey ot other third pacrty. The fiduciary or
other third party shall be liable for the penaltaes Imposed
under section 22.6 due to the acts ot onissions of the
fiduciary oc other third pacty and any other remedies
availahle under statute, common law, Or contract.

Sec. 9. Section 20E.5, subsection 2, Code 1991, is amended
to read as follows:

7. The precise arganization, composition and natuce of any
geparate legal or administrative entity created thereby
together with the powers delegated thereto, provided such
entity may be legally created. However, If the agreement

of sections 452,10 and_452.10A through 452.10C and othec
applicable law.

Sec. 10. Section 262.14, subsection 3, Ccde 1931, is
amended by adding the following new unnumbered patagraph:

NEW UNNUMBERED PARAGRAPH. The hoard shall have a written
investrmenr policy, the goal of which is to provide foc the
financial health of the institutions governed by the board,
The 90ard shall establish investment practices that preserve
ptincipal, provide For liquidity sutficient for anticipated

aeeds, and matarain purchasing power of investabie assets of

Senate File 2036, p. 20

the board and 1ts institutions. The policy shall alxo include
a lict of authorized investrents, matucity guidelines,
procedures for selecting and approving investment mandqecs and
othet investment protessionals as described in section 11.2,
subsection 2, and provisions for regular and frequect
oversight of investment decisions by the board, including
audit. The board shall make available to the auditor of state
and treasurer of state the most recent anaual report of any
investment entity or investment professional employed by an
institution governed by the beard. The investment policy
shall cover investments of eadowment and nonendowrent Eunds.

Sec. 11, Section 279.29, unnunbered patagraph 2, Code
1921, is amended to read as follows:

Pending audit and allowance of claims under this section,
the board shall invest moaeys of the cocporation to the extent
practicable, and the board may provide for the joint
investment of moneys with one or more school cotporations
pursuant to a joint investment agreecient. All investments of
funds shall be subject to _sections 452.190 and 4%2.10A and

other applicable law,

Sec. 12. Section 302.11, Code 1991, is amended to read as
follows:

302.11 SCHOOL FUND ACCOUNTS -- AUDIT OF LOSSES.

The director of revenue and finance shall keep the
pecrranent school fund accounts in books provided for that
putpose, separate and distinct from the revenue books. The
auditor of state shall audit losses to the permanent school ot
university fund caused by the detalcation, mismanagement, or
fraud sf-the-agants-or-officers-contratiing-and managing-the
fund. The auditor of state shall adopt rules pursuant to
chapter 17A for those officers as necessary to asceetain the
losses.

Sec. 1). Sectior 331,10}, Code 2991, is anended by adding

the following new subsection:
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NEW SUBSECTION. 8A.  Approve tae written :avestment palicy
for the county ceguired under section A52.108,

Sec, 14, Secticon 331,555, subsection &, Code 1991, is
amended to read as follows:

h. The treasurer shall xeep all funds 1mvested to the
exrent practicable and may iavest the funds jointly with one
or more counties., judicial district departments of
corcectronal services, cities, or city urilities pursuant to a

Jolnt investment agreementr., All investments of funds shall be

1%, Section 384.21, Code 1991, is amended to tead as
follows:

384.2) JOINT INVESTMENT QF FUNDS,

A city or a vity utility board shall keep all funds
invested to the extent practicable and may invest the funds
jointly with one or more cities, utility boacds, judicial
disteict departments of correctional services, or counties

puesuant rto a joint investment agreement.. Al)l iavestments of

funds shall! be subject to secticns 452.10 and_452.10A and

othec applicable law.

Sec. 16. Section 452.10, Code Supplement 1991, is amended
by striking the section and inserting in lieu thereof the
following:

452.10 PUBLIC FUNDS INVESTMENT STANDARDS,

l. o addition to investment standards and requirements
otherwise provided by law, the investment of public funds by
the treasurer of state, state agencies authocrized to invest
tunds, and political subdivisions of this state, shall comply
with this section, except where otherwise provided by another
statute specifically refeerring to this section.

Toe treasurer of state and the treasurec of each political
subdivision shall at all times keep funds coming into “heir
possession as publ.c money in a vault or safe to be provided
for that purpose or in one or more depositocies approved
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pursuvant Lo chapter 493, However, the treasurer of state andg
the treasurer of rach political subdivision shall inves:,
unless otherwise provided, any public funds not curcently
needed in investments authorized by this section.

2. The treasurec of state, state agencies authorized to
invest funds, and political subdivisions of this state, when
iavestiang or depositing public funds, shall execcise the care,
skill, prudence, and diligence under the circumstances then
prevailing that a prudent person acting in a like capacity and
familiar with such matters would use to attain the goals of
this subsection. This standard reguires that when making
investment decisions, a public eatity shall consider the role
that the investment or deposit plays within the portfoiio of
assets of the public eantity and the 90als of this subsection.
The primary geoals of investment prudence shall be based in the
following order of prloritky:

a. Safety of principal is the ficst priority,

b. Maintaining the necessary liquidity to match expected
liabilities is the second prioeity.

€., Obtaining a reasonable cetucrn is the third priority.

3. Investments of public funds shall be made in accordance
with written policies. A written investrent policy shall
addcess the goals set out in subsection 2 and shall also
address, but i3 not limited to, compliance with state law,
diversification, maturity, quality, and capability of
Lnvestment managenent.

The trading of securities in which any public funds ace
invested for the purpose of speculation and the reakization ot
short-term teading profits is prohibited.

[nvestrents by a political subdivision must have ratut:ties
that are consistent with the needs and use of that nolitical
subdivision or agency.

4. The treasurer of state and all other state agencies
authorized to invest funds shall coly purchase and invest in
the following:
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4. Obligations of the Wnited States government, ity
agencies and instrumentalities.

b. Certificates of deposit and other evidences of deposit
at federally insured depository institurions approved pursuant
to chapter 453,

¢. Prime bankers' acceptances that mature within two
hundred seventy days and that acre eligible far purchase by a
federal reserve bank, provided that at the time of purchase no
wore than thitty percent of the investment poctfolio of the
treasurer of state or any other state agency shall be in
investments authorized by this paragraph and that at the vire
of purchase no more than five percent of the investment
purtfolio shall be invested in the secucitlies of a single
issuer.

d. Commercial paper or other short-term corparate debt

that matures within two hundred seveaty days and that is rated

within the two highest classifications, as established by at
least one of the standard rating services approved by the
supetintendent of banking by rule adopted pursuant to chapter
17A, pravided that at the time of purchase no more than five
percent of all amounts invested in commercial paper and othec
short-teerm corporate debt shall be invested in paper and debt
rated in the second highest classification, and provided
further that at the time of purchase no noce than thirty
perceat of the investment portfolio of the treasurer of state
or any other state aqgency shall be in invesktments authorized
by this paragcaph and that at the time nf putchase no more
thar five peecent of the investment portfolio shall be
invested in the securities of a single issuer.

¢. Reputchase aqreements whose underlying collateral
consists of the investments set out in paragraphs "a” through
“d" 1f the treasurer of state or state agency taxes delivery
of the collateral eithec dicectly or theough an authocized
custodian, Repucrchase agreements do not include ceverse

rep:rchase agrecirent. s,
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£. Investments authorized for the lowa public emplcyre
retitement system in section 978.7, subsection 2, paragraph
"b, except that investment in comgon stocks is not germitted.

g. An open-end management investment company organized in
vrust Eocm registered with the fedecal securities and exchange
commission under the federal Investment Company AcCt of 1940,
1% U.5.C. § 80(a), and oparated in accordance with 17 C.F.H. §
270.2a-7.

Futures and options contracts are not permigsible
investments,

5. political subdivislons of this state, including
antitlies organized pursuvant to chapter 28E whose primacy
function is other than to jointly invest public tunds, shall
purchase and invest only in the {ollowing:

a. Obligations of the United States government, 1its
agencies and instrumentaliries.

bh. Ceetificates of deposit and other evidences of deposit
at federally insured depository institutions approved putrsuant
to chapter 453.

c. Prime bankers' acceptances that mature within two
hundred seventy days and that ace eligible for purchase by a
federal resecve bank, provided that at the time of purchase ao
more than ten percent of the investment portfolio shall be in
investments autharized by this paraqraph and that at the Lame
ot purchase no more than (ive peccent of the investment
portfolio shall obe invested in Lhe secnrities of a single
issuer.

d. Cormercial paper ot other short-term corporate debt
that matures within rwo hundred seventy days and that as tated
within the t=o nighest classifications, as established by at
least apne of the standard rating services approved by the
superintendent of banking by rule adopted purcuant to chapter
178, provided that at the time of purchase no more than five
percent of all amounts invested in commercial paper and otheg

short-tern carporate debt shall be invested in paper and dent
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rated in the second highest clasgificatien, and provided
further that at the time of purchase nc more than tea percent
of the isvestrent portfolio shall he in investrents aythorized
by this paragqraph and that at the time of purchase no rore
tnan five perocent of the investrent portfolio shall be
invested 1n the securities of a single issuer.

¢, Repurchtase agreerents whose undeclying collateral

consists of the ilnvestmeats set out in paragraph "a" if the

polltical subdivision takes delivery of the collateral either

directly or through an authorized custodian. Repurchase
agreerests o not include reverse repurchase agreements,

€. An cpen-end management investment company registered
with the federal securities and exchange commission under the
federal Investment Company Act of 1940, 15 U.S.C. § 80{a), and
aperated 1r accordance with 17 C,P.R., § 270.2a-7.

9. A joint investment trust organized pursuant to chapter
28F prioe to and existing in good standing on the effective
date of this Act or a joint investrent trust organized
pursuant to chapter 28K after the effective date of this Act,
provided that the joint investment trust shall either be rated
within the two highest classifications by at least one of the
standard rating secvices approved by the superintendeant of
banking by rule adopted pursuant to chapter 17A and operated
in acecordance with b7 C.F.R. § 270.2a-7, or be registered with
the tederal securities and exchange cormission under the
tederal Investment Company Act of 1940, 15 U.$.C. § 8Uta), and
operated in accordance with 17 C.F.R, § 270.24-7. The nanager
or iavestment advisor of the joint investment trust shall be
vegistered with the federal securities and exchange commission
under the Investment Advisoc Act of 1940, 1% U.$.C. § 80(b).

Futures and oprions contracts are not permissible
investments.

6. The following investments are not subject to this

section:

Senate Eite 2005, p. 16

a., Investoents by the public safety peace officers’
retirement system governed by chapter 97a.

b. Investments by the I[cwa public employees’® retirement
system governed by chapter 97B.

¢. Investments by cthe Towa finance authcrity governed by
chapter 220,

d. Investments by the state board of regents. However,
investments by the state board of regents or institutions
governed by the state board of regents are limited ko the
following:

(1) Those iLnvestments set out 1n section 452.10,
subsection 4.

{2) The common fund for nonprofit organizations.

(3) Common stocks.

(4} For investrents of short-tecrm opecating funds, the
funds shall not be invested in investments having maturities
exceeding sixty-thcee months.

e, Investments by the statewide Eire and police retirement
system governed by chapter 411,

f. Investrents by the judicial retirement system governed
by chapter 602, article 9.

Sec. 17. HeW SECTION. 452.10A PUBLIC [NVESTMENT MATURITY
AND PROCEDURAL LIMLTATILONS.

1. The investment of public funds which are operating
funds by a political subdivision shall be subject to the
following:

4., As used In this section, "operating funds" means those
funds which are ceasonably expected rto be expended during a
cutrcent. budget year or within fifteen months of receipt.

b. Operating funds must be identified and distinguished
from all othet funds available for investment.,

€. Operating funds may only be invested in investments
which mature within three hundred ninety-seven days ocr less
and which are authorized by law for the investing public
entity,
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7. All wovestments of public tunds by palitical
subdivisions shall be subject to the following:

A. Fach investrent must be autborized by applicable
and the written investment policy of the political
subdivigsion,

b. Each political subdivision whose investrents involve
the use of a punlic funds custedial agreement, &% defined in
gection 4%2.100, shall conply with rules adopted pursuant to
section 4%2.10C relating to those investments. All contracts
providing tor the investcent of public funds shall be in
writing and shall contain a provision requiring that all
investments shall be made in accordance with the laws of this
state.

e. A contract for the investment or deposit of public
funds shall not provide for conpensaticn of an agent. or
fiduciary based upon investment pecformance.

3. A tvreasurer of a political subdivision may invest funds
of the political subdivision or agency that are not operating
tuads in investments having maturities longer than three
hundeed and ninety-sceven days.

4. As used in this section, "public funds” means all €unds
that are public funds within the meaning of section 453.1,
subsection 2, paragraph "b", except state funds invested by
the teeasurec of state.

S, This seation shall not be construed to supersede any
provision of this chapter or of chapter 453,

6. TIhe following entities are not subject o this section:

a. The public safety peace officers' retirement system
qoverned by chapter 974,

b, The [owa public employees' retirement systemn governed
by chapter 978.

¢. The lowa finance authority qoverned by chapter 220.

d. The state board of regeats. However, investments by
the state hoacd of regects or Lnstitaxions governed by the

state board of ceqgents are Lamited to the following:
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(1] Those investments set out in section 452,10,
subsection 3.

(2} The common fund for nonprofit organizations.

(3) Common stocks.

{4) For investments of short-term operating funds, the
funds shall mobt be invested in investments having eaturities
exceeding sixty-three months,

e. The statewide fire and police retirement system
govecrned by chaptee 411,

f. The judicial cetirement system governed by chaptec 602,
article 9.

7. A joint ianveskmeat toust ocganized pursuant to chaptec
J8E whose primary function is to iavest public funds shall
report tu the general assenbly not latec than Jaawary 1 of
each year the amount of any trust coyalty, residual payment,
administrative oc secrvice fee, or other tee paid by the trust,
the secvices pecformed for the fee, and the pecson receiving
the fee.

Sec. L8. NEW SECTION. 452.10B WRITTEN INVESTHMENT
POLICIES.

1. Political subdivisions shall approve written iavestment
policies which incocporate the quidelines specitled Lo section
452.10, sections 4%2.10A through 452.10C, and any othet

provisions deemed necessacy Lo adequately safeqguard invested

public furds.

7. The written investment policy required by section
152.10 shall be delivered to all of the following:

a. The governing body or officer of the public entity to
which the policy appllies.

b. all depository institutions or tiduciaries for public
funds of the public entity.

¢. The auditor of the public entity.

3. The folluwing entities are act supject to this section:

&. The public safery peace clticers’ retiLrement system

governed vy chapter 97A.
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B.  The Iowa public employees’ reticement system gowetrned
by chapter 978B.

€. The Lowa finance authority governed by chapter 220,

d. The state buard of regents governed by rhapter 262.

e. The stateside fice and police retirement system
govecned by chapter 411.

€. The judicial retirement system governed by chapter 602,
article 9.

Sec. 19, KW SECTION.  45)0.1'0C RIGULATION OF PUBLIC FUNDS
CUSTODIAL AGREEMENTS,

The treasurer of state, in consultation with the attorney
general, shall adopt rules under chapter L7A requiring the
inclusion in public funds custodial agreements of any
provisions necessary to prevent 1css of public funds.

Az vsed in this section, "public funds custodial agreement®
means any contractual arrangement pursuant to which one or
more persons, including but not limited to, investment
advisors, lnvestment companies, trustees, agents and
custodians, are authorized to act as a custodian of or to
designate another person to act as a custodian of public funds
or any security or document of ownership or title evidencing
public funds investments other than custodial agceements
between an open-end management investment company registeced
with the federal securities and exchange commission under the
federal Investment Compaay Act of 1940, 15 U.S.C. § B0{a) and
a custodian bhank.

As used io this sectien “public funds” means public funds
as detined in section 453.1. However, tnis section does not
apply to public funds that ace invested under the provisions
©of & resolution or indenture for the issuance of bonds, notes,
cortificates, warrants, or other evidences of indebtedness.

T> tae extent that a provision of this section conflicts with
federal law, it shall be construed to avoid the conflict.

The following entities are not subject to this section:
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1. The public satety peace officers' reticenent HYSten
governed by chapter 97A.

2. The Iowa public emplcyees' retirement system governed
by ¢hapter 97A.

3. Investrents by the [owa finance authority governed by
chapter 220,

4. The statewide firte and police retirement sSystem
qoverned by chapter 411,

5. The judicial cetirement system governed by chaptec 602,
article 9,

Sec. 20. Section 453.1, subsection 2, paragraph a, Ccde
1991, is amended to read as fFollows:

a. "Depository"” means a bank or-any-oéfice-sf-a-bank-whose
eccounts are-insured-by-the-fadarat-dapaatt-inanrance
corporaktans-or, a savings and loan asssctation-or-a-savings
bank-or-any-branch-of-a-savings-and-tean-association-ar
savings—bank—uhoae-acconnta-cre—tnsneed—br—the—fedcrui~savings
end-toan-insurance-corpaeation, or a credit union tnanred-by

Sec. 21, Section 453.1, subsection 2, Code 1991, is
amended by adding the following new paragraphs:

NEW PARAGRAPH. c. "Bank" means a corporation eangaged in
the business of banking authorized by law to receive deposits
and whose depnsits are insured by the bank insurance fund of
the federal deposit insurance corporation and includes any
office of a bank.

HEW _PARAGRAPH. d. "Savings and loan® mreans a corporation
authorized to operate under chapter 534 or the Federal Home
Owner's Loan Act of 1933, 12 U.S.¢, § 1461, et s0qg., and
includes a savings and loan association, a savings bank, or
any branch of a savings and loan association cr savings baok,

HEW PARAGRA®H. e. “Credit union” means a ccoperative,
nonprofit association incorporated undec chaptec 513 or the
federal Credit Union Ack, 12 U.8.C. § 1751, et seq., and that
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L5 inuured by the narional cred:t uoion adrinistcation and

includes an office of a credit union,
NEW_PARACRAPH. f. “Financial institution” medans a bank,

savings and lean, or a ceedit union,

Sen. 22. Section 453.1, subsection 1, Code 1991, iy
amended to read as tollews:

3. A deposit of public funds in 2 depository pursuant to
this chapter shall be securaed as follows:

4. If a depository ls a savings and loan associatians-a
savings—hanky-oruan-ofﬁice~cé-a-suvinqs—and-*aan—aasociacéon
me-snvings-bank or a credit union, then the public deposits in
those-depositeries the savings and loan ot credit union shall
pe secured pucsuant to sections 453.186 thcough 453.19 and
gectians 4571.23 and 453.24,

b. 1f a depository is & bank, credit-uniony-oer-an-office
oF-a-bank-st-credit-unionzy then the public deposits in those
depositectes the bank shall be secured pursuant to sectliong
453)z22-throngh 353,21, 453,23, and 453.24.

Sec. 23. Scction 453.9, Code Supplepent 1991, is amended
by striking the section and inserting in lieu thereof the
following:

453.9 INVESTMENT QF SINKTNG FUNDS -- BOND PROCEEDS.,

The treasurer of state and all other state agencies
authorized vo invest Eunds and the treasurer ot okhec
designated Einancial officer of each political subdivision may
invest the proceeds of public bonds or obligations and funds
being accunulated €or the payment of principal and interest ot
ceserves in anvestoenis set out in section 452.10, subsection
4, paragraphs “a" through 'g", section 152.10, subsection 5,
pacragraphs “a" through "g", an inyestment contract, or taxd-
exempt bonds. The Lovestwent shall be as gefined and
permitted by section 148 of the Internal Revenue Code and
applicable regulations under that section, An investaent
cortrach or tax exempt bonds shall be rated within the two

h:ghest ciass:ifications a3 established by at least one of the
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standard tating services approved by the superintendent of
banking by rule adopted pursuant tu chaptec 174.

Sec. 24. Section 453.15, Code 1991, is ameaded to read as
tollows:

453.15 RESTRICTION OM REQUIRING COLLATEHAL.

A local government shall not require a pledqge of cullateral
Eor that portion of the local government's deposits 1n a

is covered by insurance of a federal agency orc ingtrumentaliky
inctuéinq—the—Eederat—depssie-insueance-corporutiony-che
federat-savinga-and-tean-inaucance-corporation;-oSe-the
aattonal- credtt-union-admtntatrakion.

Sec. 25. Section 453.16, subsection 1, unnumbered
patagraph L. Code 19%1, is amended to read as follows:

Before a deposit of public funds is made by a public
officer with a depesitory-tnstitutzen savings and loan or
credit unionp in excess of the amount federally insured by
iederak-depoait—insurance—or-Eederat—savings-and—toan
insurance;"and-beéote—the-investment-of-pubtic-iunds-in
inveskments-authocized-in-seetion-452:10-wnhreh erther-are-not
obi}gations-oi—or-guaranteed-by-hhe-United-Statcs"governmcnt
or-any—ef"its—aqeue&esy-are—in-excess-oE-ehe—aaonnt-%nsured-by
fedcrat-éeposrt-insnrance"or~éedeeak-sav&nqs—and-%ean
insurancer-or-ace-tnvastments-by-tha-treasurer-of atace
speci!ieaity—authovéted—by-seetion-iSErka—to'be-made—aa
additinnat-investments-undar- section-9¥B:7?y-vubsection-2y
paragraph—“b“. the public officer shall obtain security for
the deposit se-investment by one or nore ot the following:

Sec. 26, Section 45%.16, subsection 1, pacagraph a, Code
1991, is amended to read as follows:

a. The depositary-inabitution savings and loan ¢r_credit
union may give to the public ofticer a covpourate surety bond
of a surety corporation approved by the treasury department Of
the Uniied States and authorized to do business 1o thuis state,

which bond shall be in an amount equal to the publ.c funds on
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deposit at ary tire.  The bead shall be coaditioned that tae
deposit shall be paid promptly on the order ¢f the public
officec making the depasit and shall be approved by the
officer making the deposit,

Sec. 27. Section 453,16, subsection 1, paragraph b,
unnumbered paragraph 1, Code 1991, is amended to read as
follows:

The depasttory-inatitutton savings and loan or credit_union
ray deposit, maintain, pledge and assign for the benefit of
the public officer in the manner provided in this chapter,
securities approved by the public officer, the market wvalue of
which is not less than oone hundred ten percent of the total

deposits of public funds placed by that public officer in the

depostrory-znsttrbukion savings and loan or credit union. The
gecurities shall consist of any of the following:

Sec. 28. Section 453.16, subsection 1, paragraph b,
subparagraph (1), Cade 1991, is amended to read as follows:

{4) To the extent of the guarantee, loans, obligations,
nontransferable letters of c¢redit upon which the payment of
principal and i1nterest is fully secured or quaranteed by the
United States of America or an agency or instrumentality of
the United States of Amecica or the U.S. central credit unjon,
and the rating of the U.S. central credit union remains within

least one of the standard rating services approved by the
superintendent of banking by rule pursuant to chapter 17A.

es_pursuant to chapter

L?A to implement this section.

Sec. 29, Section 453,16, subsection L, paragcaph b, Code
1991, is amended by adding the following new subparagraph:

HNEW SURPARAGRAPH. ({6) Investreats in an open-end
management investment company registered with the [edecal
securities and exchange commission under the federal
Invegtment Company Act of 1940, 15 U.5.C. § 80(a}, which is
operated in accordance with 17 C,F.R, § 270.2a-7,
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Sec. 3IN.  Sectiun $33.16, subsection 2, Code 1991, i3
amended to cead as follows:

2. L[ public funds are secused by both the assets of &
deposttory-inatitutron savings and lcan or credit union and a
bond of a surety ccmpany, the assets and bond shall te held as
security for & rateable proportion of the depasit on the basis
of the marxet value of the assets and of the total amount of
the surety bonds.

Sec. M., Section 493,17, subsection 1, unnumbered
patagecaph 1, Code 1991, is amended Lo read as follows:

which reccives public funds shall pledge securities owned by
it as required by this chapter in one of the following
methcds:

Sec. 32. Section 453.17, subsection L, paragraph ¢, Code
1991, is amended to read as follows:

. The securities shall be deposited with the federal
reserve baak of Chicaqo, Illinois, ee the federal home loan

bank of Des Moines, lowa, or the U.S. central credit_unicn
pursuant to a bailment agreement or a pledge custody
agreement.

Sec. 33. Section 453,17, subsections 3 and 4, Code 1991,
are amended to read as follows:

3. All deposits of securities, other than deposits of
securities with the appropriate public officer, shall have a
joint custody receipt taken for the secutities with one copy
delivered to the public otficer and one copy delivered Lo the
deposttory-tnatitution savings and loan or credit unica. A
deposttory-tastitntron savings and loan or
pledging securities with a public officer may cause the
securities to be examined in the officer’'s office to show the
securities are placed with the officer as collateral security
and are not transfecable except upon the conditions provided

in this chapter.
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4. Upon written tequest [rom the appropciate public
ntficer but aot less than guarterly, a deposiveory-imstikution
savings and_loan_or ccedit union shall ceport the pac value
and the matket value of any pledged collateral and the total
deposits of public funds of that officec in the depasikory
tnstiturion savings and lcan or_ccedit uoion.

Sec. 34. Sertiop 453,18, Code 1991, is amended to ccad as
follows:

4%3.18 CONDITION OF SECURITY.

The condition of the surety bond or the deposit of
securities, instruments, ar a joint custody receipt, must be
that the depssttery-tnstitotion savings_and loan or credit
union will promptly pay to the parties entitled public funds,
including any interest on the funds, in its custody upon
lavful demand and, when required by law, pay the funds to the
public officer who made the deposit,

Sec. 35. Section 453,19, subsections 3 and 4, Code 1991,
are amended to read as follows:

3. In the event of substitution or exchange of securities,
the holder or custadian of the secucities shall, on the same
day. forward by certified mail, cetuen ceceipt requested, to
the public officer and the depesitacry-tnaciturisn savings and
loan ar credit_vnion, a receipt specitically describing and
identifying both the sybstituted securities and those released
and returned to the deposrtory-tastitorios savings and lcan_or
credit union.

4. The pudlic obficec wbich deposits public f(unds with a
depssttery-institurion savings and loan ot credit_union shall
require, if the market value of the secucities deposived with
or €ac the benefit of the officer falls below ¢ne hundred ten
peccent of the deposit liability ro the public officer, the
deposit of additionsl security to bring the votal market value
of the security to one hupdred ten percent of the amount ot
public funds held by the depsastsry savings and lcan or_credik

unjon.,
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Sec. 36. HEW SECTION. 453.21 REQUIRED COLLATERAL --
BANKS .

l. A depository that is a bank shall pledge the requiced
collateral securities to the treasuter of state by depositing
befoce January 31 of each year the cellateral securivies in
reastricted accounts of the treasurer of state, including buk
not limited to pledge-custody accounts, at a fedecal reserve
bank, a trust department of anotner commercial baonk, or with
another financial instituticn which has bee¢n designated by the
teeasuret of state that is not owned or controlled directly oc
indirectly by the same Jdepository ot holding company. The
bank shall deliver to the treasucetr obf state a security
agreement which provides the teeasurer of state with a valid
and perfected security interest in the required collateral.
The market value of the required collateral shall be at least
ten percent of the average anount of the excess of total
public funds over total federally insured public €unds on
deposit in the bank during the preceding year. The average
arount of the excess shall be determined by adding the amounts
of excess if any for all public funds deposit accounts as they
existed on the date in each calendar quarter used in prepaciag
the repcort of condition and inceme for subnission to the
fedecal qovetnment, adding the subtotals for the four calendar
quacters, and dividing that total by four. The calculation of
the minimum marsxet value of tequired collateral shall be made
before January 31 of each year.

2. The treasurer of state shall adopt the followiog rules
purseant to chapter 17A:

a. Providing for valuation of collateral if the narket
value of a security i5 not ceadily detecrrinable.

b. Establishing repocting requirements,

¢. Establishing procedures €or substituting difterent
secytities consisteat wiln subsectiop 13,

d. Establishing administrative procedares necedsaty Lo
implement this chaptetr and other rules as may de necessatry Lo

arcomplish the purposes of this chaprtec,
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e. Desigrating finarcial 1n5t:itutjons eligible to be
custadian «f pledged collareral,

F. Establishing fee schedules to cover costs incuried for
opening and closing accounts and sybstituticn of collateral.

31, The securities used to secure public deposits shall be
accepranle to the treasurer of state and shali be one or Fare
of the foilowing:

a. Dictect obligations of, or obligations that are insured
or fully quaranteed as to principal and interest by, ihe
United States of Aterica or an agency of ingtrumentality of
the United States of Amecica.

b, Public bonds oc ohligations of this state or a
political subdivision of rthis state.

¢, Public bonds or aobligations of another state or a
pulirical subdivision of another state whose bonds are rated
within the two highest classifications of prime as established
by at least one of the standurd rvatling services approved by
the superintendent of banking pursuant to chaprer 17A.

d. To the extent »f the guatantee, loans, cbligations, oz
nontraasferable tetters of credit upon which the paymeat of
principal and interest is fully secured ot quaranteed by the
United States of America or an agency or Instrumentality of
the United States of America.

e. First llen morrgages which are valued according to
practices acceptable to the treasurer of state,

f. Corporate bonds rated within the kwo highest
classifications of prime as established by at least one of the
standacd rating services approved by the superintendent of
banking pursuant to chaptay L4,

g. A bond of a survely company approved by the United
States treasucy department,

b. Investrnents in an open-end management investment
company registered with the federal securities and exchange
commissicn under the federal Investment Company Act of 1940,
15 U.S.C. § 80¢a), which is opecrated in accordance with 17
C.F.R. § 270.2a~-7.

Se¢nate File 1¢36, o, 28

Ditect obligations of, or obligations thac are insured or
Enlly quaranteed as to principal and interest by, the Unived
States of America, which may be used to secute public depnsivs

under patragraph "a", 1nclude investeents Lnoan Lnvestment
company of knvestment trust registeced under the federal
Iavestnent. Company Act of 1940, 15 U.5.C. § 80{a), the
portiolic of which is limited to the United States govecrnment
obligations described in paragraph "a", if the investment
company ot investment trust takes delivery of the collateral
either directly or through an authorized custodian,

4. A bank may borcrow collateral used {or a pledge 1 the
collateral is free of any liens, Security interests, claims,
or eacumbrances.

Sec. 37, Secrtion 4531.23, subsection 1, Code 1991, 18
amended by adding the following new uppumbered paraqraph:

NEW UNNUMBERED PARAGRAFPH. The acceptance of public funds
by a depository pursuant to this chapter constitutes consent
by the depository to assessments by the treasurer of state in
accordance with this chapter.

Sec. 38. Section 453.23, subsection 2, Code 1991, is
amended to read as follows:

2. The depository and the security given for the public
funds in its hands are liable for payment if the depository
fails to pay a check, draft, oc wacrant drawn by the publac
officer ot to account for a check, draft, wartant, ortder ac
certificates of deposit, or any public funds entrusted to jt
1f in Failing to pay the depository acts contrary te the terms
of an agreement between the depository and the public body
treasurer or, if_the depository tails to pay an assessment, by

Sec. 39, Section 453.23, subsection 1, paragrapb d,
subparagraph {1}, Ccde 1991, is amended to read as follows:

{1} Lf the loss was incurred in a wank, then any [urther
payments to cover the loss wiil core (ron the state sinking
fund for public deposits in banks.
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L _tnat ¢ \nﬂsng_lund is inadequate To chver pay the entire
1035, then the treasucer shall eake abtain the additional
amanat needed by | making an assesseent against othet banks who
notd whose public funds dogpexta exceed deposit insurance
coverage. Fhe 4 _bank's assessment shall he determined by
maultiplying the total amount of the reraining loss to all
public depositcrs by a peccentage that ceprosents the that
bank ' 5 progortional share of the avecage of uninsured public
funds deposits held by atl banks daring-the-preceding- kwekve
month-per:od-endinq-on-the-tast"duy-of~the -month -tmmedzatety
preceding-the-ronth a8 ¢ of the_reportlng date under section
453,21 _immediately preceding the date the depository was
~losed. #ach bank shall pay iks as sgessment to the treasurec
within three business days afrec it receives notice of
assesscent. [f a bank Ffails to pay its assessment when due,
the tteasurer shall satisfy the agsessnent by selling
securities pledged by that bank. If the secutltle,ng_¢q§g¢_92
that hank are _inadequate to_pay the agsessment, the treasucer
of state _shall make . additional assessyments ag ma) be
against other bankg ot
satisfy any unpaid .eaise_hﬁme_-n_t_:
shall be determined, col !_gc.te&_az\i «d_t_lﬂ.xﬁd_ “'_t.hﬂ_sa.w
manner as the (irst assessment. 1€ a baok €ails to pay its
assessment_when dug, the treasurer of state shall initiate a
tawsuit to collect the assessmeat. 1€ a_bank is found to have
failed to pay the assessment as requited by this subpatagraph,
the court_shall order_it to pay tone _assegssment, CQurt <osts,
ressonable attorney’'s Fe based on_the amount af time the
attorney general’s offlcﬂ spent Ereparlng_and hringing the
activn, and reasonable expenses | ingurred by the treasurer of
state. ldle balances in the fund aee-%s shall be ievested by
the treasurer with €arnings crediterd to the fund. Fees paid

by banks bor administrat:on of th.s chaptet witl shall be

credited to the fund and the hreasurec nay deduct actual <osts

of admimstration from the tund.

Senate File 2036, p. 30

Sec. 40. Sectioa 4531.23, subsecticn 1, paragrapn d,
subparageaph (2], code 1991, 15 amended to read as tollows:

{2y Lf the 1088 was incurred in a credit union, then any
further payments to cover the logs will come from the state
sinking Eund for public depusits in credit anions. If the
funds are inadequate to cover hhe entire loss, then the
teeasurer shall make an asgessoent against other credit unions
who hold public funds. The assessrent shall be determined by
multiplying the total amount of the remaining loss to public
depositors by a petcentage that reprcesents the average of
public Eunds deposits held by all credit unions during the
preceding twelwe month period ending on the lasy day of the
month immediately pereceding the moonth the depository was
closed. Each credit union shall pay 1ts assessment Lo the
treasurer within three business days after it receives notice
of assessment. iE-a-credit-union-éeils-to-pay-%ts—as:essnent
when-duE1—the-treasurer-shat&"sstiséy—ehe-asscssment-by
3e}tinq—securities—ptedged—hy—that-credit-untnn: If a credit

ynion falls to pay its assesswent when d due, the treasucer of

state ghall imitiate 2 _lawsuit_to_collect the _asgsegsment, 1f
a. credxt union is found to have failed to pay the assessment
as required by this _subparaqgraph, the court shall order 1% tO
pay the assessment, COuck «og iLs, _reasonable _attorney's fees
based_upon the amount of rtime the attorney general's office
spent prepatring_and bringing the actlon, and reasonable
expenses incureed by ! the treasurer of state's office. TIdle
balances in the fund are to be invested by the treasucec witn
earnings credited to the fund. Ftees paid by ctedit unioons tor
administcation of this chapter will be credited to the fund
and the treasurer may deduct actual costs of administration
from the tund.

Gec. 41. REW SECTION. 502.701 PUBLIC JOINT INVESTMENT
TRUSTS .

L. A& soint invaestment rouss atganized pursuant to cnapter

28K for the pucposes of joint investmeat af public funds is
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subject Lo the jurisdiction and authocity of the trust shall pave until July 1, 1393, o become rated or
administrator, anvluding all cequirerents of this cnapter, registeced as reguired by section 452.10, subgeccion %,
except the cegistzation provisions of section 502,201 and paragcaph “g".
502,218,

?. The administrator may make examinations within or
without the state, of the business and records of each jountk ) ) o
tnvestoent trust, at the times and in the scope as the ;?&ghlzfg__gégng;kh o
administrater determines. The adninistrator shall have the President of the Senate
authority to contract for outside professional services in the
conduct of examinations, The examinations may be made without

prior notice Lo the joint thvestment trust or the trust's

investment advisor. The administrator may copy all recacds ROBERT ¢, ARNQULD

the administrator feels are necessary to conduct the Speaker of the House
pxamination. The expente reasonably attributable to lLhe
examination shall be paid by the joint investment trustis whose 1 hercby certify that this bill occiginated in the Senate and
husiness is examined, For the purpose of avoiding unnecessary is known as Senate File 2036, Seventy-fourth Genecal Assembly.
duplication of eraminations, the administrator may cooperate
with other regulatory asuthorities.
Sec. 47, Section 453,21, Code 1591, is repealed,
Sec. 343. The guidelines under section 4 of this Act shall ;og;mpr_gﬁyég_- T
be made available by Februacy 1, 1993, Secretary of the Senate
Sec. 44, FEFFECTIVE DATE. This Act, being deemed of Approve
immediate importance, takes effect uwpon enactment. The
(equiremants for adoption of rules, written wnvestment
policies, audit standards, and other administrative duties
shail be implenented as soon as passible but not later than ;E;hyngf'égguégxg T
September 1, 1992. Governogr
Section 16 of this Act dovs not apply to an investment made
priocr to the effective date of this Act. A J0int investment
trust organized pursuant to chapter 8L eéxisting pricr ro the
vifective dare ol ihis Act, shall fully comply with this Act.
on and after the etfective date of this AcL, including but not
limited to complying with the requirement in section 452.10,

subsection 5, paragragh "g", that it be operated in accardance

with 17 C.F.R. § 270.25-7, except that such a joint investrent




