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New Bill Expands Local Agency-Eligible Deposits   

 

n 2006 the state legislature enacted AB 2011 to 

allow local agencies to deposit surplus funds with a 

financial institution in the form of certificates of 

deposit in excess of available deposit insurance and 

without pledging collateral if the institution 

participates in a deposit placement service such as 

CDARS. The bill was intended to make it more 

feasible for smaller institutions to accept government 

deposits that often exceed insurance limits. Under AB 

2011 a local agency may deposit up to 30% of its 

surplus funds in reciprocally-insured CDs if these 

requirements are met: (i) the institution taking the 

original deposit (the “selected” institution) must be “in 

this state;” (ii) the principal and earned interest must 

be insured at all times; (iii) the selected institution 

serves as a “custodian”; and (iv) the agency’s deposits 

stay local (allowing for reciprocal deposits) for use by 

the selected institution.
1
 AB 2011 had a sunset date of 

January 1, 2012, but SB 1344, enacted in 2010, 

eliminated the sunset and permanently authorized the 

use of deposit placement services for agency deposits.  

 

This year the legislature adopted AB 279 to allow 

local agencies to place surplus funds in “deposits,” 

rather than just CDs, that are also part of a placement 

service. The term is not defined and its use is intended 

to expand the types of qualifying deposit products that 

conform to the existing reciprocal placement service 

criteria established by AB 2011.
2
 In addition, every 

depository institution where funds are placed must “be 

capitalized at a level that is sufficient, and be 

otherwise eligible, to receive such deposits.” This 

language is intended to invoke agency capital rules 

and interpretations pertaining to banks accepting 

brokered deposits. Also, within any agency’s 30% 

limit, no more than 10% of its surplus funds may 

consist of deposits within the meaning of this bill 

                                                           
1
 See Government Code Section 53601.8.   

2
 See amended Gov’t. Code Section 53635.8. 

placed with any one private sector placement service. 

For example, a local agency may not deposit 20% of 

its surplus in CDARS plus an additional 15% in a 

reciprocal money market account because that violates 

both the overall 30% limit and the 10% individual 

limit on deposits with a single service. However, an 

agency may place 10% of its surplus with each of 

three different deposit placement services (for an 

aggregate of 30%). The 30% limit on reciprocal CDs 

is unchanged.   

 

The bill is effective as of January 1, 2014 and sunsets 

on January 1, 2017, at which time the law reverts to 

the version currently in effect. Kevin Gould was 

CBA’s lead lobbyist on this bill. 
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