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SENATE, No. 1319

STATE OF NEW JERSEY
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INTRODUCED JUNE 12, 1980
By Senator J. RUSSO
Referred to Committee on County and Municipal Government

AN Acrt concerning the “Local Fiscal Affairs Law,” and amending

N. J. S. 40A:5-14.

Be 11 ENacTED by the Senate and Genmeral Assembly of the State
of New Jersey:

1. N.J.S.40A:5-14 is amended to read as follows:

40A :5-14. Iiach local unit shall designate as a depository for its
nmoneys a public depository as defined in section 1 of P. L. 1970,
e. 236 (C. 17:9-41), or the State of New Jersey Cash Management
Fund established pursuant to section 1 of P. L. 1977, c. 281 (C.
52:18A-90.4), or any combination thereof. Fxcept as otherwise
provided 1n this section, any public depository so designated pur-
suant to this section shall be one which will allow *, to the extent
pernitted by State and I'ederal law,* iuterest on *[all]* balances
of woneys deposited [therein] therewith*[, and]}* *. The Director
of the Dwision of Local Government Services shall, by rule or
regulation, require that® all moneys deposited with such deposi-
tory[, other than minimum amounts deposited in checking aec-
counts for cash disbursement purposes, shall be deposited in
interest bearing accounts or may, whenever more comnpatible with
the cash flow requirements of the local unit, be deposited therewith
in tinie accounts with interest subject to withdrawal upon notice]®,
in such accounts as the Director may require,* shall **Laccure]**
*acerue** anterest *[from a time 72 hours]* *from a specific time*
after deposit, or from such lesser time as the local wunit and the
depository may agree. *These rules and regulations shall be de-
signed so as to assure to the greatest extent practicable the immvest-
ment of local funds in interest bearing accounts and may be adjusted
from time to time in order to reflect changes in Federal or State law
or regulatior}vs. The director way provide for variance from the
rules and regulations for the handling of small sums of money as
he shall define.* Whenever ant such public depository shall agree
to perforn: for the local unit [eertain] specific services [of a nature

EXPLANATION—Matte enclosed in bold-faced brackets [thus] in the above hill
is not enacted and is intended to be omitted in the law.
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as shall be necessary to compensate the depository for such services.
A list of the services to be so performed and a cost estimate of the
value of such services shall be submitted to the division for certifica-
tion purposes] agree to maintain in a separate noninterest bearing
account with the depository a predetermined amount sufficient to
compensate for the agreed upon services. The agreement shall be
wn writing and shall become a part of the annual audit conducted
pursuant to N. J. S. 404 :5—4.

The official charged with the custody of such moneys shall deposit
them in the depository or depositories so designated and shall there-
after be relieved of any liability or loss of such moneys due to the
insolvency or closing of the depository or depositories.

2. This act shall take effect January 1, 1981.

STATEMENT

P. L. 1979, c. 315 was enacted January 18, 1980, amending N. J. S.
40A :5-14 of the “Local Fiscal Affairs Law,” to require local units
to deposit their idle funds in interest bearing accounts, except in
those circumstances where the depository agrees to perform ser-
vices for the local unit sufficient to compensate the local unit for
interest not received. That law is scheduled by its terms to take
effect January 1, 1981.

This bill amends that law pursuant to recommendations of the
Division of Local Government Services to better effectuate its pur-
poses and to take into account changes in Federal regulation of
banking operations which have occurred since P. L. 1979, c. 315
passed the Legislature. This bill would require that all moneys
deposited by a local unit in its public depository shall earn interest
from a time 72 hours after deposit, or from such lesser time as the
local unit and depository may agree. The bill removes the pro-
vision of P. L. 1979, ¢. 315 that amounts deposited in checking
accounts are exempted from the interest-earning requirement. This
change reflects the recent change in Federal regulations permitting
banks to give interest on checking accounts. With this change in
Federal regulations, it is appropriate that the interest bearing
requirement be based upon the period of time the funds are
deposited with the bank, rather than upon the type of account.

The bill also amends the provision of P. L. 1979, e. 315 permitting
funds to be deposited in non-interest bearing accounts whenever the
bank agrees to provide services to the local unit. The major change
here is to use the local annual audit procedure of N. J. S. 40A :5-4,
rather than a State certification procedure, for the enforcement of

the terms of such agreements.

s1319 (ragc)



SENATE COUNTY AND MUNICIPAL
GOVERNMENT COMMITTEE

STATEMENT TO

SENATE, No. 1319

with Senate commnittee amendments

STATE OF NEW JERSEY

DATED: NOVEMBER 24, 1980

Senate Bill No. 1319 would amend P. L. 1979, e. 315, which was enacted
January 18, 1880. That law would require local units to deposit their
idle funds in interest bearing accounts, except in those circumstances
wliere the depository agiees to perform services for the local unit
sufficient to compensate the local unit for interest not received. That
law is scheduled by 1ts terms to take effect January 1, 1981, This legis-
lation would remedy certain administrative difficulties relating to the
inplenentation of that law prior to its taking effect.

As amended by the Senate committee, one major change made to
that law would be in the provision permitting local units to deposit
funds 1n noninterest bearing accounts whenever the bank agrees to
provide servieces to the local unit. This bill would substitute the use
ot the local annual audit procedure off N. J. S. 40A :5-4, rather than
a State certification procedure, for the enforcement of the terms of
such agreements. The committee amendments assure that the existing
investigatory powers of the Director of Local Government Services
would apply to these agreements.

Another major change to . L. 1979, c. 315 would be to provide the
Director of Local Government Services with sufficient regulatory flexi-
bility to specify whieh local accounts are to be deposited on interest
bearing terms and from what time following deposit interest shall
accrue. The local unit would he permitted to agree with its depository
to a lesser time than that generally required by the director.

The bill as amended would direct the Division of Local Government
Services to assure to the greatest extent practicable the investment of
local funds iu interest bearing accounts, and to adjust reguirements
therefor from thue to time to refleet changes in State or Federal law
or regulations. This regulatory fexibility is necessary siuce, contrary
to thie introductory statement ou the bill, Iederal regulations do not

permit banks to allow interest on checking accounts of counties and
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municipalities (NOW accounts). The committee understands that the
Federal Reserve System currently authorizes NOW accounts only for
individuals and certain nonprofit religious, philanthropice, charitable,
educational and fraternal entities, including professional associations,
labor unions, social elubs, recreational elubs, and school districts, among
others. The committee does not see why State and local governments
are specifically excluded from this authorization, but obviously cannot
alter that ruling here. The committee belicves that the statutory direc-
tion given to the division in this bill will permit the director to require
the use of NOW accouunts for checking purposes where feasible, if and
when Federal requirements change in this regard.

The Senate committee amendments provide for an oversight funetion
over rules and regulations adopted pursuant to the act to be exercised
by this committee and the Assenibly Revenue, IMinance and Appropria-
tions Committee. The committee strongly believes that this oversight
is necessary, given that the bill as amended furnishes the Director of
Local Government Services with a high degree of discretion aud flexi-
bility in implementing the inteut of the act. The oversight provisious
require that rules aund regulations to effectuate the act be filed with
the two committees not less than 60 days following enactiment (approval
by the Governor). The act would not take effect until 60 days following
that filing. This would furnish the committees with sufficient time {o
hold hearings on the proposed regulations prior to their taking effect,
and to recommend to the Legislature whatever corrective actions the
committees find necessary, consistent with the legislative and investi-
gatory powers of the Legislature.

Notwithstanding the effective date of the bill as discussed above, it
shall supercede all provisions of P. L. 1979, e¢. 315 inunnediately upon

enactment, including the effective date of that law.




) STATE OF NEW JERSEY
ExscuTive Db AaREMENT

- May 4, 1981

SENATE BILL NO. 1319 {(OCR)

To the Senate:

Pursuant to Article V, Section I, paragraph 14 (b) of the Constitution, I am
returning Senate Bill No. 1319 (OCR) with my objections for reconsideration.

This bill amends existing law to permit more flexibility in the requirement that
funds of local units be deposited in interest bearing accounts. While I support the
substantive provisions in the bill, I am concerned witﬁ-the oversight provision in
section 2 and operation of the effective date in section 3.

Since the date this bill was introduced, laws and regulations have been impl-
emented in New Jersey which require that regulations be filed with the Legislature.
The provisions in this bill are inconsistent with the existing law. I find no rational
for imposing a different procedure on regulations pursuant to this bill and other
regulations. Hence, I recommend that.those provisions be eliminated from the bill.

I also recommend that the language on the effective date of the act be reworded to be
consistent with the above change and that the bill provide that the act is effective
immediately upon enactment. ‘

Accordingly, I am returning Senate Bill No. 1319 (OCR) for reconsideration and
recommend that it be amended as follows:

Page 2, Section 2: Delete entire section.

Page 2, Section 3: Delete entire section and insert "2. This act
shall take effect immediately."

Respectfully,

/s/ Brendan Byrne

Attest:
/s/ Harold L. Hodes

CHIEF OF STAFF, SECRETARY
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February 2, 19381

The ilonorable Vincent 0Ozzie Pellecchia
Asserhlyman, District 35

100 iiamilton Plaza

Paterson, New Jersey 07505

RE: Senate Bill 1319 OCR (19890)
Gear Assenblyman Pellecchia:

The Deopartment of Co»runity Affalrs stronrly surnrorts
Senate Bill 1319, which provides for designation by leocal umits of
coverncent of a Jepository for thelr moneys., It sets Farth the
requirenents that a nuklic depository must meot in orler to serve
as n derository for local goverument woncys.

%.J.5.A. 40A:5-14 was recently amended by P, L. 1979, . 315,
to reauire that a public depository, In order to recoive desipnation
as a depository for local goverament roneys, rust allow iaterest on
2ll balances of moncys, except ninimum amounts deposited In checking
accounts for cash disburssment purnoses, unless funds are derosited
in tize accounts. Furthersore, P. L. 1979, c. 315, required the
Director of the Divisicn of Local Government Services to erant nrior
rermission to local units wishing to enter into arrcements with public
donositeries for the perforrance of certain services In lieu of
intercst on cmounts Jdenosited. The Director was also char~ed with
svomulrating rules and regulations to implerent the rrovisions of
o, L. 1973, c. 315.

Based on meeotin-s with leoeal officials, renresentatives
of the banking industry, and other partics, the 'ivisicn of lLocal
Covernment Services concluded that there were a laree aurber of nractical
difficulties in igplerenting P, L. 12979, ¢. 315, The requirerents of
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the law were too ricid to be comnmatible with related law and current
vractices. The Division was unable tn nroauleate catisfactory rules
aad resulations given the lanyuage of the law, anl it does not have
the capability to fulfill the enforcerent dutics delecated to it.

Senate 3ill 1319 amends N.T.CLAL 40A:S-14 to provide the
Flcxlbilit» necessary for lecal uﬂits of ~coverarent and rublic Jdenositories
to m=eet the basic intent of P. L. 1979, c¢. 315, {.2. ta ensure to the
arcatest extent possible that local funds are deposited in interest-
bearing accounts or are otherwise denosited in return for specifice
services. The bill will alsc alleviate tiany of the alaiaistrative
burdens Imposed on the Division of Local Covernment Services by
7. L, 1979, c. 315, that the Division cannot now hear glven its fiscal
pnd staff resources.

I, therefore, resnectfully uree you and yvour COﬂvittee to
sronmptly consider Senate Bill 1319 and to report this bill favorably,

If there are any auestions, nleasc do nat hesitate to contact
s, Melanle Willouzhby, our Lealslativo Liaison, at (609) 292-7361.

Sirncerely vours,

' N o

P LI PRI

Joseph A, 7”*‘1t\
Conmissioner

¢¢* The Honorable tiermen T. Costello
The lonorable Eugene R, Thospson
The tionorable John A. Girgenti
The Honorable Arthur R, Albohn
The Honorable ¥, Cary Edwards
The itionorable Llliott F. Srnith
The l!lonorable John P. Russo

bce:  Aamy Piro, Assistant Counscl to the Governor

James Wunsch, Committce Aide
Barry Skokowski, Director V////

*felanie L. Willoughbv, Legislative Liaison
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