Florida Senate - 1998 SB 1352 (Corrected Copy)

By Senators Rossin and Sullivan

35- 545A- 98
1 A bill to be entitled
2 An act relating to investnent of public funds
3 (RAB); repealing s. 215.455, F.S., relating to
4 the |l oan of securities; anending s. 215.515,
5 F.S.; deleting provisions relating to revi ew of
6 charges for investnent services of the State
7 Board of Admi nistration; anmending s. 215.47
8 F.S.; revising list of eligible securities;
9 aut hori zing the | oan of securities or
10 i nvestnents under specified conditions;
11 anending s. 215.835, F.S.; prescribing
12 rul emaki ng authority of the Division of Bond
13 Fi nance and State Board of Adninistration
14 anmendi ng ss. 159. 825, 218.407, F.S.
15 prescribing rul emaki ng authority of the State
16 Board of Administration; creating s. 218.412
17 F.S.; providing rul emaking authority to the
18 State Board of Adm nistration; providing an
19 ef fective date.
20
21| Be It Enacted by the Legislature of the State of Florida:
22
23 Section 1. Section 215.455, Florida Statutes, is
24 | repeal ed
25 Section 2. Section 215.515, Florida Statutes, is
26 | anended to read:
27 215.515 Investnment accounts; charges for services.--
28 (1) The Board of Administration shall nake reasonabl e
29 | charges for all investnent services perforned for any agency,
30| the judicial branch, or any fund in accordance with the
31| provisions of ss. 215.44-215.53 or other provisions of |aw
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The agency, fund, or judicial branch shall pay the charges,
and such suns as may be necessary for this purpose are hereby
appropriated from earnings on investnents held by such agency,
fund, or the judicial branch. The anount to be paid by each
agency, fund, or the judicial branch shall be deternmined in
such proportion as the service rendered to each agency, fund,
or the judicial branch bears to the total service rendered to
all agencies and funds and the judicial branch

(2) 3 The State Board of Admi nistration
Adm ni strative Expense Trust Fund nmay be invested by the board

to the extent that such investnent is consistent with the cash
requi rements and i nvestnent objectives of the board.

Section 3. Section 215.47, Florida Statutes, is
amended to read:

215.47 Investnents; authorized securities.--Subject to
the limtations and conditions of the State Constitution or of
the trust agreenent relating to a trust fund, noneys avail abl e
for investnents under ss. 215.44-215.53 may be invested as
foll ows:

(1) Wthout limtation in:

(a) Bonds, notes, or other obligations of the United
States or those guaranteed by the United States or for which
the credit of the United States is pledged for the paynment of
the principal and interest or dividends thereof.

2

CODING:Words st+ieken are deletions; words underlined are additions.




© 00 N o O W DN PP

W WNNNNMNNMNNNMNNNNRRRERRPRPEPR R R R
P O © 0 N O U0~ WNIERPLO O ®~NOOUuDWNPRER O

Florida Senate - 1998 SB 1352 (Corrected Copy)
35- 545A- 98

(b) State bonds pledging the full faith and credit of
the state and revenue bonds additionally secured by the ful
faith and credit of the state.

(c) Bonds of the several counties or districts in the
state containing a pledge of the full faith and credit of the
county or district involved.

(d) Bonds issued or administered by the State Board of
Adm ni stration secured solely by a pledge of all or part of
the 2-cent constitutional fuel tax accruing under the
provisions of s. 16, Art. | X of the State Constitution of
1885, as anended, or of s. 9, Art. Xl I of the 1968 revised
State Constitution.

(e) Bonds issued by the State Board of Education
pursuant to ss. 18 and 19, Art. XIl of the State Constitution
of 1885, as anended, or tos. 9, Art. XII of the 1968 revised
State Constitution, as anended.

(f) Bonds issued by the Florida Qutdoor Recreationa
Devel opnent Council pursuant to s. 17, Art. I X of the State
Constitution of 1885, as anended.

(g) Bonds issued by the Florida State | nprovenent
Conmi ssion, Florida Devel opnent Comm ssion, Division of Bond
Fi nance of the Departnent of General Services, or Division of
Bond Finance of the State Board of Admi nistration.

(h) Savings accounts in, or certificates of deposit
of , any bank, savings bank, or savings and | oan associ ation
i ncorporated under the laws of this state or organi zed under
the laws of the United States doing business and situated in
this state, the accounts of which are insured by the Federa
CGovernnent or an agency thereof, in an anount that does not
exceed 15 percent of the net worth of the institution, or a
| esser anobunt as determined by rule by the State Board of
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1| Administration, provided such savings accounts and

2| certificates of deposit are secured in the manner prescribed
3] in chapter 280.

4 (i) Notes, bonds, and other obligations of agencies of
5] the United States GbHgations—of—thetederal—tarmCredit—Banks
6 | and—obHgations—eof—thefFederal—Horre—toan—Bank—and—its—di-st+riect
7 | banks.

8 tH—©CbHgat+ons—ef—thetederal—Hore—toan—ortgage

9 | Gerporation—inctudingpartieipation—certifiecates—

10 t—©CbH-gat+ons—guaranteed—by—the—Covernrent—National
11 | Mortgage—Associaton—

12 (j) ) Commercial paper of prine quality of the

13 | highest letter and nunerical rating as provided for by at

14 | | east one nationally recogni zed rating service.

15 (K)tm- Time drafts or bills of exchange drawn on and

16 | accepted by a comerci al bank, otherw se known as banker's

17 | acceptances, which are accepted by a nenber bank of the

18 | Federal Reserve System having total deposits of not |ess than
19| $400 million

20 (1) Negotiable certificates of deposit issued by

21 | donestic or foreign financial institutions denoninated in

22 | United States dollars.

23 (m )y Short-term obligations not authorized el sewhere
241 in this section to be purchased individually or in pooled

25 | accounts or other collective investnent funds, for the purpose
26 | of providing liquidity to any fund or portfolio.

27 (n)fe) Securities of, or other interests in, any

28 | open-end or cl osed-end nmanagenent type investnent conpany or
29 | investnent trust registered under the | nvestnent Conpany Act
30| of 1940, 15 U.S.C. ss. 80a-1 et seq., as anended fromtine to
31| tinme, provided that the portfolio of such investnent conpany
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or investnent trust is linmted to obligations of the United
States Government or any agency or instrunentality thereof and
to repurchase agreenents fully collateralized by such United
St ates Governnent obligations and provided that such

i nvest nent conpany or investment trust takes delivery of such
collateral either directly or through an authorized custodian

(2) Wth no nore than 25 percent of any fund in:

(a) Bonds, notes, or obligations of any nunicipality
or political subdivision or any agency or authority of this
state, if such obligations are rated in any one of the three
hi ghest ratings by two nationally recognized rating services.
However, if only one nationally recognized rating service
shall rate such obligations, then such rating service nust
have rated such obligations in any one of the two hi ghest
cl assifications heretofore nentioned.

(b) Notes secured by first nortgages on Florida rea
property, insured or guaranteed by the Federal Housing

Adm nistration or the United States Departnent of Veterans
Affairs.

(c)td)y Investnents collateralized by first nortgages
covering single-fanily Florida residences, provided such
nort gages do not exceed $60, 000, do not exceed 80 percent of
val ue, are not delinquent, and are originated by a | ender
regul ated by the state or Federal CGovernnent and the aggregate
of the collateral furnished is at |east 150 percent of the
aggregate investnent under this subsection. The nortgages

5
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used for collateral shall be segregated by the |ending
institution so that such segregation nay be confirned by
i ndependent audit. In the event any such nortgage used as
col l ateral becones nore than 3 nonths delinquent, the | ender
shal | i mredi ately substitute therefor a nortgage of equal or
great er val ue.

(d) Mortgage securities that represent participation

in or are collateralized by nortgage | oans secured by rea

property. Such securities nust be issued by United States

gover nnent agenci es or gover nnent - sponsored enterpri ses,

i ncludi ng the Governnent National Mbrtgage Associ ation, the

Federal National Mrtgage Association, and the Federal Hone

Loan Mortgage Corporation
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¢ i . ey I I . I
Assoctation—

(e)fg)y Goup annuity contracts of the pension
i nvestnent type with insurers licensed to do business in this
state, except that anounts invested by the board with any one
i nsurer shall not exceed 3 percent of its assets.

(f)th)y Certain interests in real property and rel ated
personal property, including nortgages and related instrunents
on comrercial or industrial real property, with provisions for
equity or incone participation or with provisions for
convertibility to equity ownership; and interests in
coll ective investnment funds. Associated expenditures for
acqui sition and operation of assets purchased under this
provi sion shall be included as a part of the cost of the
i nvest ment .

1. The title to real property acquired under this
par agraph shall be vested in the nane of the respective fund.

2. For purposes of taxation of property owned by any
fund, the provisions of s. 196.199(2)(b) do not apply.

3. Real property acquired under the provisions of this
par agraph shall not be considered state | ands or public |ands
and property as defined in chapter 253, and the provisions of
that chapter do not apply to such real property.

(9g) ) General obligations backed by the full faith
and credit of a foreign governnent which has not defaulted on
simlar obligations for a m ninum period of 25 years prior to
purchase of the obligation and has net its paynents of simlar
obl i gati ons when due.

(h) 5> A portion of the funds available for investnent
pursuant to this subsection may be invested in rated or

7
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unrat ed bonds, notes, or instrunents backed by the full faith
and credit of the governnent of |srael

(i) tk)y oligations of agencies of the governnent of
the United States, provided such obligations have been
included in and authorized by the Florida Retirenent System
Total Fund Investrment Plan established in s. 215.475.

(j)H) United States dollar-denom nated obligations
i ssued by foreign governnents;or political subdivisions or
agenci es thereof, supranational agencies, e+ foreign

corporations,or foreign conmmercial entities.

(3) Wth no nore than 80 percent of any fund in comon
stock, preferred stock, and interest-bearing obligations of a
corporation having an option to convert into conmon stock
provi ded:

(a) The corporation is organized under the | aws of the
United States, any state or organized territory of the United
States, or the District of Colunbia; or

(b) The corporation is listed on any one or nore of
the recogni zed national stock exchanges in the United States
and conforns with the periodic reporting requirenents under
the Securities Exchange Act of 1934.

(c) Not nore than 75 56 percent of the fund may be in
internally managed commpn st ock

The board shall not invest nore than 10 percent of the equity
assets of any fund in the comon stock, preferred stock, and
i nterest-bearing obligations having an option to convert into
common stock, of any one issuing corporation; and the board
shal |l not invest nore than 3 percent of the equity assets of
any fund in such securities of any one issuing corporation
except to the extent a higher percentage of the sane issue is
8

CODING:Words st+ieken are deletions; words underlined are additions.




Florida Senate - 1998 SB 1352 (Corrected Copy)
35- 545A- 98

1| included in a nationally recogni zed nmarket index, based on

2 | market values, at |east as broad as the Standard and Poor's

3 | Conposite I ndex of 500 Conpani es, or except upon a specific

4| finding by the board that such higher percentage is in the

5] best interest of the fund. Theboardray—onty—seH—tisted

6 | eptons—toreduce—investrent—risk—toinprove—cash—How—or—to
7 | provide—atternativerneans—for—thepurchase—and—sate—of

8 | undertying—investhrent—securities—Reversthg—transacti-ons—tay
9 | be—rmade—to—ctose—out—existingopton—posttions—

10 (4) Wth no nore than 80 percent of any fund, in

11| interest-bearing obligations with a fixed maturity of any

12 | corporation or commercial entity within the United States.

13 (5) Wth no nore than 20 16 percent of any fund in

14 | corporate obligations and securities of any kind of a foreign
15| corporation or a foreign conmercial entity having its

16 | principal office located in any country other than the United
17 | States of Anerica or its possessions or territories, not

18 | including United States doll ar-denom nated securities |isted
19| and traded on a United States exchange which are a part of the
20 | ordinary investnent strategy of the board.

21 (6) Wth no nore than 5 percent of any fund to be

22 | invested as deened appropriate by the board, notw thstandi ng
23 | investnent limtations otherw se expressed in this section

24| Prior to the board engaging in any investnent activity not

25 | otherwi se aut horized under ss. 215.44-215.53, excl uding

26 | investnments in publicly traded securities, options, financial
27 | futures, or sinilar instrunents, the board shall present to
28 | the I nvestnent Advisory Council a proposed plan for such

29 | investnment. Said plan shall include, but not be limted to,
30 | the expected benefits and potential risks of such activity;
31| nethods for nonitoring and neasuring the performance of the

9
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i nvestnent; a conplete description of the type, nature, extent
and purpose of the investnent, including description of

i ssuer, security in which investnent is proposed to be nmade,
voting rights or lack thereof and control to be acquired,
restrictions upon voting, transfer, and other material rights
of ownership, and the existence of any contracts,

arrangenents, understandi ngs, or relationships with any person
or entity (namng the sane) with respect to the proposed

i nvest nent; and assurances that sufficient investnent
expertise is available to the board to properly eval uate and
manage such activity. The |Investnent Advisory Council nay
obtai n i ndependent investnent counsel to provide expert advice
with regard to such proposed investment activity by the board,
and the board shall defray such costs.

(7) For the purpose of determ ning the above
investnent linitations, the value of bonds shall be the par
val ue thereof, and the val ue of evidences of ownership and
i nterest-bearing obligations having an option to convert to
ownership shall be the cost thereof.

(8) Investnents in any securities authorized by this
section may be under repurchase agreenments or reverse
repurchase agreenents.

(9) Investnents nmade by the State Board of
Adm ni stration shall be designed to nmaxinize the financi al
return to the fund consistent with the risks incunbent in each
i nvestnent and shall be designed to preserve an appropriate
di versification of the portfolio. The board shall discharge
its duties with respect to a plan solely in the interest of
its participants and beneficiaries. The board in performnng
t he above investnent duties shall conply with the fiduciary
standards set forth in the Enpl oyee Retirenent |ncone Security

10

CODING:WOrds st+ieken are deletions; words underlined are additions.




Florida Senate - 1998 SB 1352 (Corrected Copy)
35- 545A- 98

1| Act of 1974 at 29 U. S.C. s. 1104(a)(1)(A) through (©. In

2| case of conflict with other provisions of |aw authorizing

3| investnents, the investnent and fiduciary standards set forth
41 in this subsection shall prevail.

5 (10) The board is authorized to buy and sell futures
6 | and options, provided the instrunents for such purpose are

7 | traded on a securities exchange or board of trade regul ated by
8 | the Securities and Exchange Conmi ssion or the Comodity

9 | Futures Tradi ng Commi ssion, unless the board by rule

10 | authorizes a different market.

11 (11) The board is authorized to invest in donestic or
12 | foreign notional principal contracts.

13 (12) The State Board of Adninistration, consistent

14 | with sound i nvestnent policy, may pledge up to 2 percent of
15| the assets of the Florida Retirenment System Trust Fund as

16 | collateral for housing bonds issued by the State of Florida or
17 ) its political subdivisions under chapter 159, part V of

18 | chapter 420, or chapter 421 as a suppl enental incone program
19| for the system Wth regard to any collateral program the
20| State Board of Administration is authorized to coordinate or
21| retain other governnental entities of the State of Florida or
22 | private entities to adm nister this program as well as
23 | receive fees for the use of the designated collateral
24 (13) The State Board of Adninistration, consistent
25| with sound investnent policy, may invest the earnings accrued
26 | and coll ected upon the investnent of the nininum bal ance of
27 | funds required to be nmaintained in the State Transportation
28 | Trust Fund pursuant to s. 339.135(7)(b). Such investnent
29 | shall be limted as provided in s. 288.9607(7).
30
31
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1 (14) Wth no nore than 5 percent of any fund in

2| private equity through participation in linited partnerships
3land limted liability conpani es.

4 (15) The State Board of Adnministration is authorized
5| to invest in donestic and foreign group trusts.

6 (16) Securities or investnments purchased or held under
7| this section nay be |oaned to securities deal ers or financial
8|institutions, provided that the loan is collateralized by cash
9| or securities having a nmarket value of at |east 100 percent of
10 | the market value of the securities | oaned.

11 Section 4. Section 215.835, Florida Statutes, is

12 | anended to read:

13 215.835 Rul emaking aut hority.--The Division of Bond
14 | Finance and the State Board of Adninistration nmay adopt rul es
15 | as—+t—deens necessary to carry out the provisions and intent
16 | of this act.

17 Section 5. Section 159.825, Florida Statutes, is

18 | anended to read:

19 159. 825 Terns of bonds. --The ordi nance, resol ution
20 | i ndenture, agreenent, or other instrunent providing for the
21| i ssuance of taxable bonds may provide for any of the
22 | follow ng
23 (1) The bonds shall be in such denomi nations, in such
24| form either bearer or registered, and payable at such pl ace
25| or places, either within or without the United States, at such
26 | tinme or tines, as, in each case, the governing body shal
27 | determine subject to any linmtations on the maturity of bonds
28 | set forth in the statutes under authority of which the bonds
29 | are issued.
30
31
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(2) The bonds shall be payable in | egal tender of the
United States, in a foreign currency, in comodities, or in
precious netals, as the governing body shall determn ne.

(3) The governing body may appoint, in connection with
t he bond i ssue, a cotrustee | ocated outside of the boundaries
of the United States or its territories or possessions so |ong
as it shall also appoint a trustee otherw se neeting the
requi rements of the statutes under authority of which the
bonds are issued. The governing body may appoint, in
connection with the bond issue, a paying agent or a copaying
agent | ocated outside the boundaries of the United States or
its territories or possessions.

(4) Bonds shall bear interest at a rate not to exceed
an average net interest cost rate, which shall be conputed by
addi ng 500 basis points to the 30-year Treasury Bond yield
publ i shed in The Bond Buyer inmediately preceding the first
day of the calendar nonth in which the bonds are sold. |If the
interest rate on bonds bearing a floating or variable rate of
interest as calculated on the date of the initial sale thereof
does not exceed the limtation provided by this section, so
|l ong as the basis, nethod, or fornula for conputing the
floating or variable rate does not change during the |ife of
t he bonds, subsequent increases in the interest rate in
accordance with said basis, nethod, or fornula shall not cause
the interest rate on the bonds to violate the limitation
provided by this subsection. A certificate by the issuer of
the bonds as to the conputation of the interest rate in
conpliance with this requirenent shall be deened concl usive
evi dence of conpliance with the provisions of this subsection
Such maxi mumrate does not apply to bonds rated by a
nationally recogni zed rating service in any one of the three

13
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hi ghest classifications, which rating services and
classifications are determ ned pursuant to rul es adopted by
the State Board of Adninistration.

(5) Upon the request of a governnental unit, the State
Board of Administration may authorize, for a specific issue or
rei ssue of bonds, a rate of interest in excess of the maxi num
rate prescribed in subsection (4). The governnental unit
shal|l provide in its request:

(a) Relevant supporting data which shall include, but
not be limted to:

1. The official statenent or prospectus, if available,
or simlar information relating to the sale of the bonds;

2. The resolution or ordinance authorizing the
i ssuance of the bonds;

3. Financial data relating to anticipated revenue,
debt service, and coverage; and

4. The nost recent financial statenent of the
governnental unit.

(b) Information relating to sale of the bonds,
i ncluding the anmount of the discount, if any. |In nmaking the
determ nation to exceed the maxi muminterest rate, the State
Board of Adnministration shall consider, but not be limted to
consi deri ng, conparable sal es of other taxable bonds of other
governnmental units and evidence that the objectives and intent
of the issuing of such bonds will be realized. This paragraph
shall not apply to:

1. Bonds which have been sold prior to June 30, 1987,
and which are delivered pursuant to said sale on or after June
30, 1987.

14
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2. Bonds issued to finance projects under part 1|1,
part 111, or part V of this chapter or health facilities under
part |1l of chapter 154.

3. Linmt or restrict the rate of interest on bonds or
ot her obligations of nunicipal utilities or agencies thereof
i ssued or nade pursuant to authority provided in part Il of
chapter 166 and s. 215.431

(6) In connection with, or incidental to, the sale and
i ssuance of bonds, the governnental unit may enter into any
contracts which the governing body determ nes to be necessary
or appropriate to achieve a desirable effective interest rate
in connection with the bonds by nmeans of, but not linmted to,
contracts commonly known as investnent contracts, funding
agreenents, interest rate swap agreenents, currency swap
agreenents, forward paynent conversion agreenents, futures, or
contracts providing for paynents based on levels of or changes
in interest rates, or contracts to exchange cash flows or a
series of payments, or contracts, including, wthout
limtation, options, puts, or calls to hedge paynent, rate,
spread, or simlar exposure. Such contracts or arrangenents
may al so be entered into by governnental units in connection
with, or incidental to, entering into any agreenent which
secures bonds or provides liquidity therefor. Such contracts
and arrangenents shall be nade upon the terns and conditions
establ i shed by the governing body, after giving due
consideration for the credit worthiness of the counterparti es,
where applicable, including any rating by a nationally
recogni zed rating service or any other criteria as may be
appropri at e.

(7) In connection with, or incidental to, the sale and
i ssuance of the bonds, or entering into any of the contracts

15
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1| or arrangenents referred to in subsection (6), the

2 | governnental unit nmay enter into such credit enhancenent or

3| liquidity agreenents, with such payment, interest rate,

4| security, default, renmedy, and other terns and conditions as
5| the governi ng body shall determn ne.

6 (8) Notwithstandi ng any provisions of state | aw

7| relating to the investnent or reinvestnent of surplus funds of
8 | any governmental unit, proceeds of the bonds and any noneys
9| set aside or pledged to secure paynent of the principal of,
10 | premium if any, and interest on the bonds, or any of the

11 | contracts entered into pursuant to subsection (6), may be

12 | invested in securities or obligations described in the

13 | ordi nance or resolution providing for the i ssuance of the

14 | bonds.

15 (9) The State Board of Administration may adopt rul es
16 | necessary to adninister this section.

17 Section 6. Section 218.407, Florida Statutes, is

18 | anended to read:

19 218. 407 Local governnent investnent authority.--

20 (1) Upon determination by the governing body that it
21 |is in the interest of the unit of |ocal governnent to deposit
22 | surplus funds in the trust fund, a resolution by the governing
23 | body shall be filed with the State Board of Admi nistration
24 | authori zing investnent of its surplus funds in the trust fund
25| established by this part. The resolution shall nane:

26 (a) The local governnent official, who may be the

27 | chief financial or adninistrative officer of the l|oca

28 | governnent, or

29 (b) An independent trustee holding funds on behal f of
30| the unit of local governnent,

31
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responsi ble for deposit and withdrawal of such funds ant—shat+
state—the—approxiriate—ecash—fHowregui+rerents—of—thetocal
governrent—for—the—surptus—funds—to—beinvested

(2) The State Board of Administration shall, upon the
filing of the resolution, invest the noneys in the trust fund
in the sanme nmanner and subject to the sane restrictions as are
set forth in s. 215.47, as provided by rule of the State Board

of Adm ni stration.

(3) The provisions of this part shall not inpair the
power of a unit of | ocal governnent to hold funds in deposit
accounts with banking or savings institutions or to invest
funds as otherw se authorized by | aw

Section 7. Section 218.412, Florida Statutes, is
created to read

218.42 Rul enmaking authority.--The State Board of
Adm ni stration nay adopt rules necessary to carry out this

act .

Section 8. This act shall take effect upon becoming a
| aw.

Rk S S R R Rk R Rk S bk I b S R

SENATE SUVMMARY
Provi des authority for the State Board of Adm n
to adopt rules w {e

i stration
h respect to investnent of publ
funds. _ Revi ses thg S

c
] li of investnents that are

perm ssible for public funds and revises the percentage
of public funds which nay be placed in certain

i nvest nent s.
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