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STATE OF WASHINGTON
PuBLIC DEPOSIT PROTECTION ACT

BACKGROUND

The 1969 Extraordinary Session of the Legislature enacted Chapter 193 establishing the Public Deposit
Protection Act (the “Act”), which created the Public Deposit Protection Commission (the “Commission”). With
the passage of this Act, a new concept for collateralizing bank balances of public treasurers’ accounts was
adopted in the state of Washington.

The Act was implemented on August 11, 1969, by adopting temporary rules. On February 9, 1970, the
Commission adopted permanent rules for administration of the Act in accordance with the Washington
Administrative Code (WAC).

Prior to the Act, each bank was required to execute a collateral agreement with each public treasurer having a
bank account. To guarantee against loss, the bank, after allowance for Federal Deposit Insurance Corporation
(FDIC) insurance, was required to place securities in escrow having a value equal to one hundred and ten
percent of each public treasurer’s bank account balance.

With the passage of the 1969 legislation, the requirement that each bank must guarantee each public depositor
against any loss was eliminated and a new concept — mutuality of responsibility — was adopted. This means that
in the event of default of one bank, all participating banks in the state of Washington will collectively assure that
no loss of funds will be suffered by any public treasurer or custodian of public funds.

In 1973, House Bill No. 397 (Chapter 126, Laws of 1973) corrected certain language and perfected
administration of the Act. In June of 1973, the Commission adopted revised rules reflecting these legislative
changes.

Previously, the Commission was charged with fixing interest rates to be paid by qualified public depositaries on
investment deposits within certain statutory guidelines; however, with the passage of House Bill 1084 (Chapter
50, Laws of 1974), the Commission was relieved of this responsibility. The only statutory restriction is the rate
must not exceed the maximum rate permitted by an applicable governmental regulation (RCW 39.58.120).

In 1975, Substitute Senate Bill No. 2249 (Chapter 77, Laws of 1975) amended certain portions of the statute and
added new sections. The changes further clarified the language, revised certain requirements, and further
defined the authority of the Commission.

As a result of the original language of the Act, each bank’s collateral of pledged securities was reduced from one
hundred and ten to five percent of the public treasurers’ bank account balances. A review of the provisions of
the Act by the 1977 Extraordinary Session of the Legislature, however, resulted in the passage of House Bill No.
691 (Chapter 95, Laws of 1977, 1st Ex. Sess.). This amendment increased the collateral requirement from five
to ten percent and clarified language about collateral replenishment.

In 1983, Substitute House Bill No. 547 (Chapter 66, Laws of 1983) expanded the law to allow savings banks
and savings and loan associations to become public depositaries. A separate collateral pool was created for
these new public depositaries.



At the request of the Commission, the Legislature in 1984 amended the Act in Substitute Senate Bill No. 4332
(Chapter 177, Laws of 1984). This legislation allowed a public treasurer to maintain deposits in excess of a
depositary’s net worth as long as the depositary pledged collateral in an amount equal to one hundred percent of
the excess deposits. It also limited total public deposits in one institution to three hundred percent of its net
worth. Total public deposits in each financial institution could not exceed thirty percent of the aggregate public
funds on deposit of all treasurers statewide. An institution could exceed these limits only if it pledged one
hundred percent collateral for the excess.

In 1986, the Legislature passed two bills amending the Act. Senate Bill No. 4593 (Chapter 25, Laws of 1986)
reduced the limitation of total public funds on deposit in a depositary to one hundred and fifty percent of its net
worth or thirty percent of total public funds on deposit statewide, whichever amount is less, and allowed the
Commission to establish regulations setting forth minimum financial standards for public depositaries. Senate
Bill No. 4665 (Chapter 160, Laws of 1986) provided that the Commission, or the chair upon delegation by the
Commission, may authorize public treasurers to have out-of-state or alien bank accounts for operating purposes
or receipt of revenue. Public funds deposited in out-of-state or alien bank accounts are not protected from loss
under the Act.

The Legislature amended the Act in 1996 by enacting House Bill No. 2661 (Chapter 256, Laws of 1996). This
legislation further clarified the language, revised certain requirements in response to changes in interstate
banking and FDIC requirements, and further defined the authority of the Commission.

At the request of the State Treasurer, the Legislature amended the Act in 2005 by enacting Substitute House Bill
No. 2225 (Chapter 203, Laws of 2005). This legislation allowed the Commission, or the chair upon delegation
by the Commission, to authorize accounts in out-of-state and alien banks for certain higher education
endowment funds for a specified instructional program or research project.

In the event of the default of a public depositary, the Commission establishes the amount of public fund loss.
After the application of FDIC coverage and the failed depositary’s pledged collateral against public deposits,
each participating depositary is assessed its proportionate share of the loss based on the ratio its total public
deposits bear to the statewide total.

The provision for guaranteed coverage against loss applies not only to demand deposits, representing public
treasurers’ operating funds, but also to monies placed in time certificates of deposit, money market deposit
accounts, and savings deposits with participating depositaries, as well as accrued interest through the date of
repayment.

The enactment and implementation of this statute has had a profound effect not only on financial institutions,
but also on public fund custodians. Under the Act, all public treasurers and other custodians of public funds are
relieved of the responsibility of executing tri-party agreements, reviewing the adequacy and quality of pledged
securities, and authorizing additions, withdrawals, and exchanges of collateral. Similarly, representatives of
financial institutions no longer need to review the status of each public fund balance and the adequacy and
maturity of collateral pledged under numerous tri-party agreements. Instead, each depositary reports monthly
and quarterly to the Commission the aggregate amount of all public deposits and the amount of collateral
pledged in accordance with one agreement only. Those depositaries having excess deposits or those not meeting
the minimum financial standards set by the Commission must monitor public deposits on a daily basis and
maintain adequate collateral accordingly.



GENERAL INFORMATION

DEFINITIONS
Five major definitions are pertinent in the procedures as set forth in the Public Deposit Protection Act.

1.

DUTIES

"Public depositary” means a financial institution which does not claim exemption from the payment of
any sales or compensating use or ad valorem taxes under the laws of this state, which has been
approved by the Commission to hold public deposits, and which has segregated for the benefit of the
Commission eligible collateral having a value of not less than its maximum liability. Addition of the
word "bank™ denotes a bank, trust company, or national banking association and the word "thrift"
denotes a savings association or savings bank.

"Treasurer" shall mean the state treasurer, a county treasurer, a city treasurer, a treasurer of any other
municipal corporation, and any other custodian of public funds.

"Trustee" means a third-party safekeeping agent which has completed a depositary pledge agreement
with a public depositary and the Commission. Such third-party safekeeping agent may be the federal
reserve bank of San Francisco, the federal home loan bank of Seattle, the trust department of the
public depositary, or such other third-party safekeeping agent approved by the Commission.

The “Public Deposit Protection Commission” consists of the State Treasurer, as chairman, the
Governor, and the Lieutenant Governor.

"Public funds" means moneys under the control of a treasurer or custodian belonging to, or held for
the benefit of, the state or any of its political subdivisions, public corporations, municipal
corporations, agencies, courts, boards, Commissions, or committees, including moneys held as trustee,
agent, or bailee.

The Commission has the statutory authority to make and enforce regulations necessary for the performance of
its functions under the Act. The Commission is empowered to request a public depositary to furnish information
on its public deposits and the exact status of its net worth. The Commission is further empowered to take any
action deemed advisable for the protection of public funds and to establish procedures for collection or
settlement of claims arising from loss.

ADMINISTRATION
By Commission rule, the State Treasurer is designated chairman, and the administration of the Act is assigned to
the Office of the State Treasurer. Inquiries and correspondence should be directed to:

Public Deposit Protection Commission
Office of the State Treasurer

P.O. Box 40206

Olympia, WA 98504-0206

Telephone: (360) 902 -9077
FAX: (360) 704 —5177



TREASURERS’ LIABILITY AND DEPOSITARY RESTRICTIONS

PuBLIC TREASURERS’ LIABILITY
Public funds may be deposited only in a public depositary. All such deposits, both demand and investment, are
protected under the terms of the Act.

When deposits are made in accordance with the terms of the Act, all public depositors are relieved of
responsibility of liability for any loss resulting from failure or default of a public depositary.

A public depositary is specifically forbidden from providing bond or other security as collateral to guarantee
public deposits except as provided under the terms of the Act.

DEPOSIT LIMITATIONS

The statute limits the aggregate deposit level of any public treasurer in a single public depositary to the total net
worth of such depositary. The rules provide for the inclusion of capital notes and debentures at one-hundred
percent of face value as a portion of the depositary’s net worth, provided the notes are subordinate to the interest
of depositors. For the purpose of this Act, public treasurers may presume that a depositary’s net worth remains
unchanged from one reporting period to the next, unless otherwise notified by the Commission.

A single public fund treasurer’s deposits in any one public depositary may not exceed that depositary’s net
worth. However, if the depositary’s net worth is reduced and causes the treasurer to have deposits in excess of
the new amount, the deposits may remain in the depositary until maturity as long as the depositary provides
collateral equal to one hundred percent of the excess deposits. If the depositary does not pledge additional
collateral, the treasurer is allowed to withdraw the deposits, including accrued interest, prior to maturity, in
accordance with applicable statutes and governmental regulations.

Total public deposits in a single depositary are limited to one and one-half times that depositary’s net worth as
defined by Commission rule. A further limitation provides that a depositary’s total public deposits may not
exceed thirty percent of total public deposits statewide as reported to the Commission for the previous quarter.
An institution may have deposits in excess of these limits only if it pledges additional collateral equal to one
hundred percent of the excess deposits.

OuT-OF-STATE AND ALIEN BANK ACCOUNTS

RCW 39.58.080 specifically states that public treasurers may only deposit funds in Washington State public
depositaries. This section includes a proviso which allows the Commission, or the chair upon delegation by the
Commission, to authorize a treasurer to maintain a demand deposit account with an out-of-state banking
institution solely for the purpose of transmitting money received to a public depositary within the state of
Washington. This section also allows the Commission, or the chair upon delegation by the Commission, to
authorize certain higher education institutions to maintain needed out-of-state or alien demand accounts which
may include endowment funds for a specified instructional program or research project.

RCW 39.58.085 provides that the Commission, or the chair upon delegation by the Commission, may authorize
state and local government entities to establish demand accounts in out-of-state and alien banks. An account
established under this section may not exceed $50,000 (U.S.). In addition, the statute limits the total amount
that can be established under this section to $1 million for all of Washington’s public treasurers.



A treasurer wishing to obtain authorization for an out-of-state or alien bank account must submit, in writing, for
review by the Commission, the following information:

1. Details setting forth the justification for such account, projected cash flows, and other benefits which
will accrue to the public entity through the establishment of such account;

2. The period of time the account will be in use;
3. The reason the account cannot be established with a public depositary within the state of Washington;

4. The name and location of the out-of-state banking institution or alien bank, and the name and
telephone number of a contact person at the bank;

5 The extent of deposit insurance, if any, provided by the bank;

6. A copy of the current fiscal year and quarterly financial report, if any, provided to regulatory agencies
and/or shareholders by the bank; and,

7. The proposed method of ensuring safety of deposits, if not fully covered by deposit insurance.

Upon reviewing the information submitted by the treasurer, the Commission will consider a resolution to
authorize the account. Once an account has been authorized, a copy of the resolution is forwarded to the public
treasurer and the State Auditor. The public entity shall provide the Commission with updated financial
information on the out-of-state or alien bank upon request.

Accounts established by public treasurers in out-of-state or alien banks are not considered to be protected
against loss under the Act.

INVESTMENT PROGRAMS

CERTIFICATES OF DEPOSIT

The Certificate of Deposit Program was established by the Legislature in 1973 under Chapter 43.86A RCW.
Statute defines certificates of deposit as investment deposits. The definition is further expanded by rules which
require the use of certificates of deposit to be issued by or be reflected in a book-entry system of the depositary.
The rule authorizes the use of single or multiple maturities. This is a voluntary program offered to all public
depositaries based upon their Washington proportional net worth. These certificates are not negotiable or
transferable except between treasurers and/or public depositaries.

LINKED DEPOSITS

The Linked Deposit Program was established in 1993 under Chapter 43.86A RCW. It was the intent of the
Legislature that the funds provided under this statute shall be used to create jobs and economic opportunity as
well as to remedy the lack of access to capital by minority and women’s business enterprises, and other small
businesses (Chapter 39.19 RCW - Office of minority and women’s business enterprises). This program is also
voluntary and is based upon a participating depositary’s Washington proportional net worth and would be
accomplished through issuing certificates of deposits.



QUALIFYING PROCEDURES FOR DEPOSITARIES

APPROVAL REQUIREMENTS

A financial institution must comply with certain requirements prior to approval by the Commission as a public
depositary. The financial institution must direct a letter to the Commission (sample format is shown in Exhibit
“F”) requesting consideration as a public depositary. The letter must include the date the financial institution
opened or entered the state, initial/current net worth, membership in the FDIC, Certificate of Authority from the
Department of Financial Institutions or the Comptroller of the Currency, Articles of Incorporation, and any other
information pertinent to the request for approval.

The financial institution is required to complete a depositary pledge agreement with a trustee and to pledge
securities as collateral. The depositary pledge agreement must be approved by the bank’s board of directors or
loan committee, the approval must be reflected in the applicable meeting minutes, and the agreement, from the
time of execution, must be an official record of the bank. A copy of the meeting minutes showing the agreement
has been approved must be provided to the Commission.

After conditional approval has been granted, requirements for final approval as a public depositary must be
completed within a three month period, or as adjusted by the Commission.

Since newly qualified depositaries have no experience to determine average deposits, they are required to report
deposits on forms “Interim Commission Report.” This reporting procedure is maintained for the first three
quarters following approval as a public depositary (refer to Exhibit “C, Section 3”).

Until public depositaries have submitted three consecutive reports to the Commission, they shall at all times
pledge and segregate eligible securities in an amount not less than ten percent of all public funds on deposit in
said depositary. Such securities shall be valued at market value.

Loss OF QUALIFICATION
A financial institution may lose its designation as a public depositary in any of the following situations:

e The depositary may choose not to accept any public deposits. After one full year without public deposits,
the institution may request release of its collateral. It may choose at that time to maintain its designation as
a public depositary. However, if at some future date the depositary wishes to again accept public deposits, it
may do so only after a review by, and possible re-application to the Commission;

* When the net worth of an institution is depleted, it may no longer accept additional public deposits. Any
public funds on deposit at that time must be collateralized at one hundred percent. Additionally, a public
treasurer must be permitted to withdraw deposits, including accrued interest, prior to maturity and in
accordance with applicable statutory and governmental regulations. The depositary may only accept
deposits of public funds after merger with, or acquisition by, an existing public depositary or improvement
in its net worth position;

e Violation of any of the rules or provision of the statute shall be grounds for cancellation, suspension, or
revocation of a financial institution’s authority to act as a public depositary. For example, the statute
empowers the Commission to require a public depositary to furnish information dealing with public deposits
and the exact status of its net worth. It further provides that any depositary which refuses or neglects to
promptly and accurately provide such information when requested shall no longer be a public depositary; or,



 When a depositary has defaulted and is unable to repay deposits.

Whenever any of the above conditions are found to exist, public treasurers will be notified regarding an
institution’s current status as a public depositary.

REPORTING PROCEDURES AND REQUIREMENTS

PERIOD COVERED — REPORT DATE

Statute and rules require that all public depositaries report to the Commission as of the last business day of each
calendar quarter and non-quarter months. Reporting formats are supplied by the Commission and, in
accordance with the law, accuracy of the information contained therein must be certified under oath. Quarterly
reports must be completed and received by the Commission no later than thirty calendar days after the end of the
quarter. Non-quarter monthly reports must be completed and received no later than eight working days after
month end.

Responsibility for prompt compliance is vested with the depositary. Failure to comply within the time allotted
constitutes grounds for disqualification as a public depositary and subsequent withdrawal of all public funds.

In addition to regular quarterly reports, RCW 39.58.103 provides that each public depositary shall notify the
Commission, in writing, when its net worth has been reduced by an amount greater than ten percent from the
amount shown on the last quarterly report submitted to the Commission. This notification must be made within
five working days of the reduction.

REPORTS OF PUBLIC DEPOSITS

A sample of the Commission report is shown in Exhibit “C.” For financial institutions with out-of-state net
worth or headquarters outside of Washington, a sample of the Washington proportional net worth reporting
requirement is shown in Exhibit “G, Section 2.”

Commission reports must include copies of the appropriate schedules of the depositary’s Consolidated Report of
Condition or Office of Thrift Supervision Thrift Financial Report, whichever is applicable.

For clarification, deposits of the following public entities are included under the terms of the Act: the state of
Washington, including funds of the State Treasurer, state institutions of higher learning (including community
colleges), the Toll Bridge Authority, and all other state departments, boards and Commissions; all county and
city funds, (including funds held in trust for courts); funds of public utility districts, port districts, irrigation
districts, school districts, housing authorities, public hospital districts, public water and sewer districts, fire
protection districts; and all other local taxing bodies. Deposits of the U.S. government are not to be included in
this report.

Although Commission reports are submitted in a summarized form, under no circumstances is the reporting
depositary relieved of the responsibility of maintaining work sheets and/or other records supporting the reported
information. These records are subject to review by request of a duly authorized representative of the
Commission.

Monthly reports of public deposit balances are submitted to the Commission in accordance with RCW
39.58.040 and WAC 389-12-090 (refer to Exhibit “17).



COMPUTATION OF MAXIMUM LIABILITY

The maximum liability of a public depositary is an amount equal to ten percent of all public deposits held by the
depositary on the most recent Commission report date or the average of the balances of public deposits on the
four most recent Commission report dates, whichever is greater. This amount, subject to audit, represents the
maximum amount the Commission can assess each depositary in the event of a loss due to default of a
participating depositary.

The amount of the maximum liability represents a depositary’s minimum collateral requirement. Securities
pledged by a depositary in excess of this amount are not subject to settlement of a loss due to the default of
another public depositary.

ACQUISITIONS AND MERGERS

In the event of acquisition or merger, the surviving depositary must assume the reported maximum liability for
the acquired depositary from the date of acquisition. Securities pledged by the acquired depositary may be
released when the Commission receives proof that the acquiring depositary has securities pledged in an amount
sufficient to meet the aggregate maximum liability.

OTHER REPORTS TO THE COMMISSION
Additional reports, inspections or audits may be required by the Commission to facilitate the performance of its
functions.

COLLATERAL PROCEDURES

DEPOSITARY PLEDGE AGREEMENT
Only forms supplied by the Commission are acceptable for establishing a depositary pledge agreement and may
be obtained from the Office of the State Treasurer.

Two different forms are used: One designed for those depositaries utilizing the Federal Home Loan Bank of
Seattle as trustee (refer to Exhibit “A”); another for those depositaries utilizing commercial banks or trust
companies as trustee (refer to Exhibit “B”). NOTE: currently the Federal Reserve Bank of San Francisco has
exercised their option not to be a Depositary Pledge Agreement signer (RCW 39.58.010(15)).

PLEDGING REQUIREMENTS

Depositaries must transmit securities pledged as collateral and place them under control of the third party
trustee. In accordance with the depositary pledge agreement, the trustee maintains complete jurisdiction over
the possession of the securities pledged on behalf of the Commission.

Each public depositary must maintain eligible securities with its trustee having a market value at least equal to
its maximum liability. Additionally, any depositary having excess deposits is required to collateralize such
excess deposits at one hundred percent. Depositaries not meeting the minimum financial standards set by the
Commission must collateralize their total public deposits at one hundred percent. Compliance is the public
depositary’s responsibility.

Increases in the amount of collateral pledged and substitution of like amounts of securities may be made without
prior approval of the Commission. However, any reduction in the total amount of collateral pledged requires
advance written authorization to the trustee by the Commission.



All transactions involving pledged securities require that a copy of the safekeeping receipt or transaction
document be mailed to the Commission within twenty-four hours following the transaction. This includes all
transactions whether an increase in collateral, a reduction in collateral, a substitution of securities, or the cash
conversion of a called or matured security.

ELIGIBLE SECURITIES
Eligible securities are defined in RCW 39.58.050. NOTE: Out-of-state revenue bonds are not included as
eligible collateral and are not acceptable.

VALUATION OF SECURITIES
Each public depositary must valuate securities pledged as collateral at current market value.

RELEASE OF COLLATERAL

A depositary may substitute collateral by pledging eligible securities in a like amount at any time. However, if
the depositary wishes to reduce its total collateral pledged, it must forward a written request to the Commission.
This request must include: (a) current public deposits; (b) current par and market value of total collateral
pledged; and, (c) a description of the security to be released as well as both par and market value of the security.

When a depositary requests release of securities pledged as collateral for public deposits, Commission staff must
be provided sufficient time to review the depositary’s collateral requirements.  Additionally, written
authorization from the Commission must be received by the trustee before the securities may be released.

LOSSES - PROCEDURES FOR ASSESSMENT

DEFINITION

The statute defines a loss as the issuance of an order by a regulatory or supervisory authority or a court
restraining a depositary from making payments of deposit liabilities, or the appointment of a receiver for a
public depositary. The Commission rules define the date of loss as one of the following situations, whichever
occurs first:

e Taking possession of the depositary by a supervisory agency;
* Appointment of a receiver or conservator for a depositary;
e Commencement of proceedings for a voluntary liquidation;

e The date an order is issued by a regulatory agency or a court restraining a depositary from
making payments on deposit liabilities; and,

e The date the Commission declares that a depositary is unable to repay public deposits in full.

DETERMINATION OF AMOUNT

When a loss occurs, the receiver is required, within twenty days after taking possession of a public depositary, to
certify to the Commission the amounts on deposit by each public depositor. Within ten days after receiving the
certification, each public depositor must supply the Commission with a verified statement of its deposits as
disclosed by its records. The Commission is responsible for fixing the amount of such public deposits and, after
deducting any allowable FDIC insurance, assessing the balance of the loss against all public depositaries.



ASSESSMENT PROCEDURES

The Commission assesses the collateral pool to reimburse public treasurers for deposits not covered by federal
deposit insurance. If necessary, the failed depositary is assessed the entire amount of its collateral. If this does
not cover the losses, the balance of the depositaries in the pool are assessed proportionately up to their
maximum liability on the date of the failure. Since commercial banks and thrift institutions have separate
collateral pools, only the depositaries in the same pool as the failed depositary are assessed.

Assessments are payable on the second business day following demand and, in the event of failure to pay, the
Commission is empowered to take possession of, and liquidate, securities pledged as collateral.

Amounts subsequently received from distribution of the remaining assets of the depositary shall first be paid to
the public depositors to the extent of any unpaid net deposit liability, and then to the public depositaries against

which assessments were made in the same proportion as the assessments.

Any expense incurred by the Commission in the course of liquidation is paid as a liquidation expense of the
depositary in which the loss occurred.
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STATUTES

As published in the 2006 Revised Code of Washington
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