

















The following matrix provides an example for a deposit of $10,000 assumed to be

held from January 1, 2007 until December 31, 2011 using each approach:

Interest Calculation
Example

Deposit = $10,000

Average of Last 4 qtrs*
Average over life of deposit

Deposit Received
Deposit Released
Days held
Interest Due

*Actual average is -.4938%

0.000%
1.280%

1/1/07
1/1/12
1,800

Alternative #1

Alternative #2

Alternative #3

0.00

640.00

0.00

Staff's recommendation is to adopt Alternative 2, the hybrid approach, for all
deposits in which we invest during the life of the deposit, including deposits
directly used as a guarantee of performance.

Staff further suggests considering referral of this Government Code Section
(GC53079) to the Legislative Committee to pursue modification of the section. It
seems somewhat arbitrary and inconsistent to base interest rate of returns on
such a narrow focus for deposits that may be held for years in today’s economic

environment.
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Source: CA Code Section 53079
Date: 05/13/2011
Purpose: Illustrate code related to Fund 8198

53079. (a) "Local public entity," as used in this section, means
any city or county, whether general law or chartered, district,
public authority, public agency, or public corporation but does not
include any entity of the state.

(b) If a local public entity requires any person, on or after
January 1, 1986, to furnish a security, in the form of cash or a
cashier's check made payable to the local public entity, to guarantee
the performance of any act or agreement related to a construction
project, and if the local public entity invests that cash or the
proceeds of that check, the local public entity shall pay interest on
all, or any portion, of the amount of the balance of the security
deposit which is returned to the person who furnished the security if
the security is held by the local public entity for more than 30
days. The local public entity shall pay interest on that amount. The
minimum interest rate paid shall be the average rate of return earned
by the local public entity on its investments during the four full
calendar quarters last preceding the return of the security deposit,
less 1 full percentage point. Interest shall be paid from the date
the security is provided to the local public entity until the date
that all, or any portion, of the balance of the security deposit is
returned to the person who furnished the security.

(c) The Legislature finds and declares that the payment of
interest by local public entities for security furnished, as
described in subdivision (b), is a matter of statewide interest and
concern and the Legislature intends by this section to occupy the
field of this regulation.





