
 
 
 
 
 

 

 

April 3, 2015 

 
Deborah Beams 
Practice Fellow 
Governmental Accounting Standards Board 
401 Merritt 7 
Norwalk, CT 06856-5116 
 
Liesl L. Seiser 
Postgraduate Technical Assistant  
Governmental Accounting Standards Board 
401 Merritt 7 
Norwalk, CT 06856-5116 
 
Dear Ms. Beams and Ms. Seiser: 
 
Thank you for asking for our assistance in gathering additional research pertaining to liquidity 
fees and gates.  We understand that the members of the Governmental Accounting Standards 
Board are interested in this topic, particularly on applicable laws or statutes that are in place that 
prevent a local government investment pool (LGIP) from imposing a liquidity fee or redemption 
gate on pool participants. 
 
As you are aware, the National Association of State Treasurers (NAST) and the National 
Association of State Auditors, Comptrollers and Treasurers (NASACT) created a work group last 
Fall to examine the amendments to Rule 2a-7 impacting money market mutual funds (MMFs) that 
were approved by the Securities and Exchange Commission (SEC) on July 23, 2014.  In our 
letter dated October 31, 2014, we encouraged the GASB to add this issue to its technical agenda.  
Therefore, we were pleased that GASB added this issue to its technical agenda in December 
2014. 
 
In our February 2015 response to questions posed by GASB, we indicated that, “many state 
statutes may not permit gates that would freeze participants from accessing operating funds, debt 
payments, and other critical monies since LGIPs serve as a cash management facility as well as 
an investment. Similarly, subjecting withdrawals in certain circumstances to extraordinary fees on 
some participants that may need to withdraw public funds for operating cash or specific needs 
may not be permitted by statutes.”  This comment was directed at the concepts of fees and gates, 
new components of the SEC’s amendments to Rule 2a-7. 
 
At your request, we surveyed a number of states to determine the existence of statutes that 
prevent fees or gates.  Our survey found that while most states do not have specific statutory 
prohibitions, several states do have statutes that require the principal and accrued income of 
each account that is maintained for a participant in the investment pool be subject to payment 
from the pool at any time upon request (emphasis added).  Conceptually, the imposition of a 
gate would be in conflict with this statutory provision. 
 
A number of states also mentioned that general investment statutes, as well as investment 
policies of the LGIP, state that two primary objectives are preservation of principal and 
maintenance of liquidity.  Again, imposing a gate would run contrary to this policy.  Also, from 
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pool participants’ perspective, the imposition of a gate would limit access to needed funds, 
thereby imposing potential financial risk on those pool participants. 
 
In addition, several states reported that the state treasurer, with approval of a funding board (or 
other similar entity), has the statutory authority to enact measures to protect the fund from a run 
or other catastrophic event.  A Tennessee statute, for example, indicates that “the state funding 
board may establish limits, conditions or restrictions on the acceptance of moneys into the fund 
and the withdrawal of moneys from the fund.”  Similarly, the Virginia Treasury Board, chaired by 
the state treasurer, has the authority to make guidelines and limit withdrawals should the 
Treasury Board decide it is in the best interest of the local government investment pool.   
 
A couple of other comments were made by survey respondents that were interesting.  First, one 
state pointed out that many local governments invest bond proceeds into LGIPs.  It is common for 
the indentures governing bond issuances to set parameters for investing the bond proceeds, and 
these parameters can include liquidity requirements.  Accordingly, it is possible that gates and 
fees may run against these contractual provisions. 
 
Second, it is important to point out that GASB defines cash and cash equivalents as short-term, 
highly liquid investments that are both (a) readily convertible to known amounts of cash 
(emphasis added) and (b) so near their maturity that they present insignificant risk of changes in 
value because of changes in interest rates.  Examples of items commonly considered to be cash 
equivalents include money market funds and cash management pools.  In addition, as cited in the 
GASB standards, “consistent with common usage, cash includes not only currency on hand, but 
also demand deposits with banks or other financial institutions.  Cash includes deposits in other 
kinds of accounts or cash management pools that have the general characteristics of demand 
deposit accounts in that the governmental enterprise may deposit additional cash at any time and 
also effectively may withdraw cash at any time without prior notice or penalty” (emphasis 
added).  Again, the imposition of a gate or fee would create an issue with the current GASB 
definition of cash. 
 
In summary, we prefer that GASB not define conditions or standards regarding gates or fees but 
rather allow each LGIP to follow the direction of its governing Board or Authority.  We believe 
there are already appropriate safeguards in place in the states to prevent a run on the fund. 
 
We appreciate the opportunity to provide our views on this important topic, and thank you again 
for asking for our assistance.  Should you have any questions, please contact John Provenzano, 
NAST Executive Director, at (202) 624-8593, or Kinney Poynter, NASACT Executive Director, at 
(859) 276-1147. 
 
Respectfully, 
 
 
 
 
David H. Lillard, Jr., President 
NAST 
 
 
 
 
 
William G. Holland, President 
NASACT 


