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STAFF REPORT

SUBJECT: 
An ORDINANCE changing the frequency from three years to five years for financial services contracts.  
SUMMARY:

Proposed Ordinance 2002-0449 would change the frequency of the competitive procurement process for financial services contracts from three to five years.
BACKGROUND:
It is King County policy that financial services provided to the county by banking institutions shall be made through competitive procurement processes.  The executive is required to prepare specifications and to submit a proposal for the bidding of services to banking institutions every three years.  These specifications are to be reviewed and approved by the council prior to formally seeking proposals from banks (K.C.C. 4.14).
The council approved the specifications for the provision of financial services and authorized the executive to seek bids for the provision of those services in June 2000 (Ordinance 12076).  The executive signed a three year contract with Key Bank to provide banking and with Union Bank of California to provide safekeeping services beginning October 1, 2000 and ending September 30, 2003.  Previously, the county’s banking contract was with Key Bank; and the county’s safekeeping contract was held by the Bank of New York.  

The banking selection was based on the lowest cost proposal, based on the bidder’s proposed unit charges and King County’s estimated transaction level.  The estimated annual value for the three-year contract is $257,000 for banking services and $13,000 for safekeeping services, based on actual 2001 transactions.  The county manages financial services for its agencies, as well as sewer, water, fire and school districts.  
Provision is made in the contract specifications to separate banking and safekeeping services, which allows the bidders to choose to provide either or both services.  This provision is made because some banks no longer offer safekeeping services and this separation could provide more competition in the selection process.  

Banking services provided are:

· Account Maintenance.  The county maintains about 384 accounts with various bank branches.  The bank provides balance information, bank statements, account analysis and record retention.
· Deposit Services.  This service enables the county to deposit cash and checks that the county receives; daily automated transfers of these deposits are also made to the county.

· Automated Clearing House.  The bank provides the transfer capability to allow receipts and disbursements through the automated clearing house.

· Warrant Services.  The servicing bank processes warrants for the county.

ANALYSIS:

Currently the frequency of the competitive procurement process for financial services contracts is three years.  The executive is proposing to extend the length of the contract to five years.  Justifications for contract extension are as follows.

1. Competitiveness.  Lengthening the contract term may increase the number of banks that are interested in bidding for the county’s services.  During the last procurement process in 2000 only two banks submitted a bid to the county.  One of the largest banks, the Bank of America, did not submit a bid in 2000 for the first time since the county starting bidding for its services in 1979.  One of their reasons for not bidding was their concern over the short length of the contract.

2. Efficiency.  Lengthening the contract term would reduce both the county’s and bank’s costs that are incurred during a bank transfer.  The county incurs additional costs buying new supplies, such as new deposit slips, each time a bank is changed.  In addition, the county incurs administrative and computer technology costs establishing and testing the computer system for transferring files.

3. Peer Comparison.  The executive conducted a brief survey and found that no other local King County governments had similar contracts for three years.  The City of Seattle uses a three-year contract that can be extended for up to two years.  The State of Washington uses a three-year contract that can be extended up to seven years.  The Port of Seattle uses a five-year contract.
Since lengthening the contract period to five years may increase competition, reduce county administrative costs and that King County appears to be outside the norm among local governments, it appears reasonable to lengthen the contract period to five years.

ATTACHMENTS:

1. Executive Transmittal Letter Dated September 11, 2002

2. Ordinance 2002-0449
3. King County Code 4.14
ATTENDING:

1. Garry Holmes, Treasury Manager, Finance and Business Operations Division, Department of Executive Services
2. Scott Matheson, Cash Management Supervisor, Finance and Business Operations Division, Department of Executive Services
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