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GASB 31 requires additional disclosures in certain circumstances to the Deposits and Investments footnote.  Refer to GASB 31 for a discussion of these instances.  The sample footnotes below do not include these additional disclosures.

The Deposits and Investments footnote also addresses the requirements of GASB Statement 14, The Financial Reporting Entity. GASB Statement 14 requires the notes to the financial statements to distinguish between the primary government (the locality) and any discretely presented component units.  The footnote also reports the investment in the state treasurer’s Local Government Investment Pool (LGIP) as a non-categorized investment.  

Also, the Virginia Department of the Treasury prepares a monthly summary of qualified depositories and monthly reports which include the status of those institutions that were undercollateralized during the month. This information is available in a searchable format on the Department of Treasury’s Security for Public Deposits Act (SPDA) Account Balance Search website at https://spda.trs.virginia.gov/quarterlysearch.aspx. Compliance with SPDA can be verified by entering bank account information on this website.   All of these unaudited reports are available in the Security for Public Deposits Act section of the Department of the Treasury website at 
http://www.trs.virginia.gov/Operations/operations.aspx.  IIf you have any questions related to SPDA complianceabout these reports, please contact Kathy Green at the Department of the Treasury, (804) 371-6009, or email SPDAmail@trs.virginia.gov.
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	DEPOSITS AND INVESTMENTS

	The following disclosure should be used if the Deposit Bank IS a Qualified Depository:

	Deposits:  Deposits with banks are covered by the Federal Deposit Insurance Corporation (FDIC) and collateralized in accordance with the Virginia Security for Public Deposits Act (the “Act”) Section 2.2-4400 et. seq. of the Code of Virginia.  Under the Act, banks and savings institutions holding public deposits in excess of the amount insured by the FDIC must pledge collateral to the Commonwealth of Virginia Treasury Board.  Financial Institutions may choose between two collateralization methodologies and depending upon that choice, will pledge collateral that ranges in the amounts from 50% to 130% of excess deposits.  Accordingly, all deposits are considered fully collateralized.   
The following disclosure is only needed if the Deposit Bank is NOT a Qualified Depository:

	Deposits:	At year-end, the carrying value of the County/City/Town's deposits with banks and savings institutions was $X,XXX,XXX and the bank balance was $X,XXX,XXX.  Of the bank balance, $X,XXX,XXX was covered by Federal depository insurance Of the Bank balance $XXX,XXX was uninsured and uncollateralized in banks or savings and loans not qualifying under the Act at June 30, 20XX.

	The carrying amount of deposits for the School Board, a discretely presented component unit, was $X,XXX,XXX and the bank balance was $X,XXX,XXX.  Of the bank balance, $X,XXX,XXX was covered by Federal depository while $XXX,XXX was uninsured and uncollateralized in banks or savings and loans not qualifying under the Act at June 30, 20XX.

	The carrying amount of deposits for the [name of other discretely presented component unit], a discretely presented component unit, was $X,XXX,XXX and the bank balance was $X,XXX,XXX.  Of the bank balance, $X,XXX,XXX was covered by Federal depository insurance or collateralized in accordance with the Virginia Security for Public Deposits Act while $XXX,XXX was uninsured and uncollateralized in banks or savings and loans not qualifying under the Act at June 30, 20XX.


Investments:	Statutes authorize local governments and other public bodies to invest in obligations of the United States or agencies thereof, obligations of the Commonwealth of Virginia or political subdivisions thereof, obligations of the International Bank for Reconstruction and Development (World Bank), the Asian Development Bank, the African Development Bank, “prime quality” commercial paper and certain corporate notes, banker's acceptances, repurchase agreements, and the State Treasurer's Local Government Investment Pool (LGIP). 


	[NOTE:	If the County/City/Town has invested in Bond Sinking Funds or Pension Trust Funds, any additional legal investments for these funds should be described here.  See Section 2.2-4500, Code of Virginia, regarding investment of sinking funds and Section 51.1-803 regarding investments of retirement systems.] 


	FY 2005 Update:  Starting for Fiscal Year 2005 all localities were required to follow GASB No. 40 relating to deposits and investments.  This new statement is an amendment to the previous GASB No. 3.  GASB No. 40 requires additional disclosures for risks such as custodial, credit, concentration, interest rate and foreign currency.  A brief description of the risk and a disclosure example is given below.  Please refer to the GASB No. 40 implementation guide for any additional assistance.

	Note:  If the entity is not exposed to any of these risks, no disclosure is necessary.

Custodial Credit Risk (Investments)
GASB No. 40 eliminates the first two categories of custodial risk previously required by GASB No. 3.  The only disclosure that needs to be made are related to those Investment securities that are exposed to custodial credit risk if the securities are uninsured, are not registered in the name of the government, and are held by either:

a) the counterparty or
b) the counterparty’s trust department or agent but not in the government’s name.

If the investments meet this criterion, the entity’s disclosure should include the investment type, the reported amount, and how the investments are held.  Note that investments in external investment pools and in open-end mutual funds are not exposed to custodial credit risk because their existence is not evidenced by securities that exist in physical or book entry form.  Securities lending/Reverse repurchase agreements are not exposed to custodial credit risk because they are held by the buyer-lender.

Disclosure Example:  

“The County/City/Town's investments at June 30, 20XX were held by the County/City/Town or in the County/City/Town's name by the County/City/Town's custodial banks; except $XXX,XXX of Investment type where the underlying securities were uninsured and held by the investment’s counterparty, not in the name of the County/City/Town.”

Credit Risk of Debt Securities
GASB No. 40 requires governments to provide credit quality rating on investments in debt securities.  The rating must come from nationally recognized statistical rating organizations.  Standard and Poor’s, Moody’s and Fitch are the major organizations that perform ratings.  If two different ratings are given, the least favorable must be the one disclosed.   Debt obligations explicitly sponsored by the U.S. Government are not considered to have credit risk so there are no required disclosures.  Organizations such as, Freddie Mac, Sallie Mae, Fannie Mae, etc., must have their credit quality disclosed.  

Note: Standard & Poor's has assigned an 'AAAm' rating to the Local Government Investment Pool (LGIP).

Disclosure Example:  

“The County/City/Town's rated debt investments as of June 30, 20XX were rated by rating agencies name and/or an equivalent national rating organization and the ratings are presented below using the rating agencies name rating scale.”


(Example amounts)
	Locality’s Rated Debt Investments
(Expressed in Thousands)

	Rated Debt Investments Value
	Fair Quality Ratings


	
	
	
	
	
	

	
	AAA
	AA
	A
	A1
	Unrated

	U.S. Agencies
	$ 1,641,401
	$ 1,576,187
	$ —
	$ 65,214
	$ —

	Corporate Debt
	$ 4,178,832
	$ 40,006
	$ 537,616
	$ 3,601,210
	$ —

	Money Market Mutual Fund
	$ 10,000
	$ —
	$ —
	$ —
	$ 10,000

	Commercial Paper
	$ 2,372
	$ —
	$ —
	$ —
	$ 2,372

	Bond Mutual Fund
	$ 254,339
	$ —
	$ —
	$ —
	$ 254,339

	Repurchase Agreements – Underlying:
	
	
	
	
	

	U.S. Agency Securities
	$ 208,452
	$ 201,066          
	$ 900
	$ —
	$ —

	Corporate Debt
	$ 4,466
	$ —
	$ —
	$ —
	$ 4,466

	Municipal/Public Bonds
	$ 2,700
	$ 2,700
	$ —
	$ —
	$ —




Concentration of Credit Risk 
GASB No. 40 requires the disclosure of information about the concentration of credit risk associated with a government’s investments.  If certain investments in any one issuer represent 5 percent of total investments, there must be a disclosure for the amount and issuer.  Investments issued or explicitly guaranteed by the U.S. government and investments in mutual funds, external investment pools, and other pooled investments are excluded from this requirement

Disclosure Example: 

“The County/City/Town had investments at June 30, 20XX, with more than 5 percent of the total in securities of the issuing entity.  These investments represented XX percent, respectively, of total investments.”


Interest Rate Risk
GASB No. 40 requires the disclosure of interest rate risk for debt securities.  Changes in interest rates have significant effects on fair value of investments which should be disclosed.  Note that GASB 59 states that an interest rate disclosure for mutual funds, external investment pools, or other pooled investments that hold a mix of debt and equity investments is not required.  Governments are encouraged to select the disclosure method that is most consistent with the method they use to identify and manage interest rate risk.  The most common method of disclosure is Segmented time distribution. Descriptions of all disclosure methods are included below:

a) Segmented time distribution – Investment cash flows are grouped into sequential time periods in tabular form.  These cash flows come from maturing of a security where the face value of the security is repaid to the government.  Along with the face value being paid at maturity, cash flows from interest payments are usually made semi-annually.  The example below separates the expected cash flows of principal and interest expected to be received.  For example if the locality has a U.S Treasury Security maturing in one year, the face value and the two interest payments will be grouped in the “Less 1 yr” category for U.S. Treasury’s.

Disclosure Example:  (Source- GASB No. 40, Appendix C, Illustration 1)

	Investment Maturities (in years)

	Investment Type
	Fair Value
	Less 1 yr
	1-5 yrs
	6-10 yrs
	 10 yrs +

	Repurchase Agreements
	15,000
	15,000
	-
	-
	-

	U.S. Treasuries
	119,864
	62,000
	42,864
	15,000
	-

	U.S. Agencies
	23,614
	-
	15,000 *
	8,614
	-

	Commercial Paper
	50,697
	50,697
	-
	-
	-


*These bonds mature July 2009, but are callable July 2005

Interest Rate Risk 
[Where applicable, add description of locality’s investment policy related to interest rate risk.]


b) Specific Identification – This does not compute an interest rate risk measure, it presents a list of each investment, its amount, its maturity date, and any call options.
c) Weighted Average Maturity – Expresses investment time horizons – the time when investments become due and payable – in years or months, weighted to reflect the dollar size of individual investments within an investment type.
d) Duration – A measure of a debt investment’s exposure to fair value changes arising from changing interest rates.  It uses the present value of cash flows, weighted for those cash flows as a percentage of the investment’s full price.
e) Simulation Model – Estimate changes in an investment’s or a portfolio’s fair value, given hypothetical changes in interest rates.  Various models or techniques are used, such as “shock tests” or value-at-risk.

Foreign Currency Risk
GASB No. 40 states that if a government’s deposits or investments are exposed to foreign currency risk, the government should disclose the U.S. dollar balances of such deposits or investments, organized by currency denomination and, if applicable, investment type.

Disclosure Example:

“The locality does not have a formal policy to limit foreign currency risk.  Risk of loss arises from changes in currency exchange rates.  The locality’s exposure to foreign currency risk is presented on the following table.”  


Source: 2004 Utah State CAFR
	Pension Trust Funds
Foreign Currency Risk
International Investment Securities at Fair Value
At December 31, 2003
(Expressed in Thousands)

	Currency
	Short-Term
	Debt
	Equity
	Total

	Argentine Peso
	$  0
	$  152
	$  1285
	$  1437

	Aruban Guilder
	0
	373
	0
	373

	Australian Dollar
	(25)
	2592
	38875
	41,442

	Bermudian Dollar
	0
	0
	7016
	7016

	Bolivian Boliviano
	0
	0
	3372
	3372

	Brazilian Real
	0
	0
	21216
	21216

	Canadian Dollar
	242
	20059
	44303
	64604

	Cayman Islands Dollar
	0
	8523
	1224
	9747

	Franc
	0
	3038
	0
	3038




Glossary

Concentration of Credit Risk – The risk of loss attributed to the magnitude of a governments investment in a single issuer.

Counterparty - The party that pledges collateral or repurchase agreement securities to the government or that sells investments to or buys them for the government.

Credit Risk – The risk that an issuer or other counterparty to an investment will not fulfill its obligations.

Custodial credit risk – The custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial institution, a government will not be able to recover deposits or will not be able to recover collateral securities that are in the possession of an outside party.  The custodial credit risk for investments is the risk that, in the event of the failure of the counterparty to a transaction, a government will not be able to recover the value of investment or collateral securities that are in the possession of an outside party.

Credit Quality – The perceived ability of an issuer to repay principal and make interest payments in a timely fashion.  The ratings are specified by nationally recognized statistical rating organizations. The higher the credit quality rating, the lower the risk of default.

Depository Insurance – includes:

a. Federal depository insurance funds, such as those maintained by the Federal Deposit Insurance Corporation (FDIC).
b. State depository insurance funds.
c. Multiple financial institution collateral pools that insure public deposits.  In such a pool, a group of financial institutions holding public funds pledge collateral to a common pool.

Explicitly guaranteed – These securities are backed by the full faith and credit of the U.S. government.  Since they are backed by the U.S. government, they are assumed to have no risk of default.

External Investment Pools –   Similar to a mutual fund but the pool is managed by an institution that is not part of the commonwealth.

Federal Deposit Insurance Corporation – A corporation created by the federal government that insures deposits in banks and savings associations.

Foreign Currency Risk – The risk that changes in exchange rates will adversely affect the fair value of an investment or a deposit.

Interest rate risk – The risk that changes in interest rates will adversely affect the fair value of an investment.

Master Custodian - These organizations provide financial services to corporations, institutions, and affluent individual clients.  The financial services provided to the commonwealth’s agencies range from investment tracking and accounting to acting as an intermediary between external investment managers and the agency.

Mutual Funds – A pool of money that is contributed by investors and professionally managed.  The sum of money, or fund, can have strategic investment objectives.  Examples would be a “bond-fund” that primarily invests in bonds or “large-cap equity fund” that invests in corporations with large market capitalizations.

Open-end Mutual Fund - A mutual fund that allows investors to enter the fund on an ongoing basis.  Closed end mutual funds only allow investors to join the fund at the initial public offering.
[bookmark: _GoBack]
Prepayment Risk – This risk is generally associated with mortgage securities. It affects the value of these securities because any prepayments will shorten the life of the security. The return on the MBS will either increase or decrease depending on the frequency of prepayments and the likelihood of these prepayments being related to anticipated movements of interest rates.

Sovereign Risk – The risk of another country defaulting on its debt that an agency owns.  The agency will be unable to recover its investment.

Uncollateralized deposit – An uncollateralized deposit does not have securities pledged to the depositor-government.
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