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Investment of Funds by Boards of 
Education
 The investment options available to a Board of Education 

are provided by the Code of Alabama 1975, as amended, 
as follows:

– For borrowed funds (issue of school warrants), a Board 
looks to §11-81-21 for permissible investments.

– For all other funds not otherwise needed for current 
purposes, a Board looks to §19-3-120 and §19-3-120.1 for 
permissible investments.
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Investment of Funds by Boards of 
Education – Borrowed Funds
 What investments does §11-81-21 permit (borrowed 

funds)?
– Direct obligations of the United States Treasury
– Certain U.S. agency obligations (FHA, GNMA, HUD, 

etc.)
– Deposit accounts and CDs with “qualified public 

depositories” under the SAFE Act
– AAA/Aaa rated “pre-refunded” obligations
– Investment funds at least 65% of the holdings of which 

are in the previous four categories, and the other 35% of 
which is in certain other U.S. agency obligations, 
mortgage products or repurchase agreements
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Investment of Funds by Boards of 
Education – Other Funds
 What investments do §19-3-120 / 120.1 permit (other 

funds)?
– U.S. Treasury bonds or other interest-bearing obligations
– Federal Land Bank bonds
– Bonds or other interest-bearing obligations of any state 

of the United States
– Certain G.O. bonds of any Alabama county
– Certain G.O. warrants (?) of any Alabama BOE
– Certain first lien real-estate secured obligations
– FDIC-insured deposits
– Obligations of the African Development Bank
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Investment of Funds by Boards of 
Education – Other Funds (continued)

– Investment funds composed of the foregoing investment 
options

 Prudent investor rule: “a trustee shall invest and 
manage trust assets as a prudent investor would, by 
considering the purposes, terms, distribution 
requirements, and other circumstances of the trust.  In 
satisfying this standard, the trustee shall exercise 
reasonable care, skill, and caution.” (§19-3B-902)
– “a trustee’s investment and management decisions 

respecting individual assets must be evaluated not in 
isolation but in the context of the [whole] trust portfolio.”
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Practical Considerations

 Several of the listed investment options are authorized 
but are probably not practical

 Board approval for any such investment is also 
required, in addition to statutory authorization

 Be prudent!
 For investment of borrowed funds, if the borrowing is 

done on a tax-exempt basis, remember arbitrage 
considerations:
– General rule: cannot invest bond proceeds at a yield 

above the yield on the bonds.
– Exception: may be able to earn an excess yield for a 

brief “temporary period.”
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Questions and Answers
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