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STAFF REPORT
SUBJECT:

An update on the status of Motion 12796 concerning the King County Investment Pool and on impaired investments.

BACKGROUND: 
On June 16, 2008 the King County Council passed Motion 12796.  This motion concerns the King County Investment Pool and the report and recommendations of the King County Investment Pool Advisory Panel (the Panel).  The Panel was created by the Council in 2007 to review the policies and practices of the Investment Pool and to identify any necessary policy revisions or updates in response to an increasingly complicated financial market.

The King County Investment Pool (approximately $4 billion in size) is operated and managed by the Finance and Business Operations Division (FBOD) of the Executive Services Department and includes all invested County funds as well as the funds of approximately one hundred other local governmental agencies.  Legal investments for the Pool are prescribed by State law to include US Treasury securities, US government agencies’ securities, certificates of deposit, repurchase agreements, commercial paper and local government bonds. The Executive Finance Committee (EFC) provides policy direction to the investment officer and fulfills the duties for overseeing the investment pool and making decisions on interfund borrowing. The EFC is comprised of three representatives from the Executive branch and one County Councilmember.  

The County charges a fee to the Pool members, who realize such advantages as higher returns on investments and liquidity management.
The matrix, attached to the staff report provides: descriptions of all of the elements of Motion 12796; progress to date on implementation of recommendations; and additional information from the interbranch workgroup formed after the panel completed its work.  Highlights of this matrix include the following items:
· Fifteen of twenty-one actions requested as part of the motion have been completed with an additional 2 partially completed. 
· On May 18th, the Council appointed the first members of the Investment Pool Advisory Committee, a recommendation of the panel. 

· A Request for Proposals (RFP) has been issued for a new investment management system. FBOD expects to select and implement a new system by September 2009. 

· Members of the pool are now informed of all Executive Finance Committee (EFC) meetings. 

· An annual meeting of the pool membership was held on December 15, 2008. 

· The monthly reports provided to pool members have been enhanced to include better and more information. 

· The investment pool website now includes additional information, and a new website for the investment pool will roll-out in June 2009. 

· In 2009 the Council appropriated additional funding for enhanced credit analysis for the pool. A job description for an analyst to perform this work has been developed and is ready for posting, however, the hiring of the additional position is on hold pending the outcome of recently approved state legislation which is discussed later in the report. 

UPDATE ON IMPAIRED INVESTMENTS:  
As Councilmembers are aware, the County had, at one time, four failed investments. These investments, known as “asset-backed commercial paper” went into default at various points in 2007. To date, three of the four impaired investments have been restructured with the County recovering about 50 cents on the dollar. Despite the losses, the investment pool paid $62.5 million to pool members in 2008. Additionally, the pool distributed over $165 million in 2006 and $199 million in 2007. 
The restructurings to date have led to realized losses of $75.2 million. There is one remaining impaired investment with an original purchase amount of $52.9 million that has yet to be restructured. To date, the County has received about $11.5 million of the original investment back. 
LOWERED POOL FEE

In response to concerns from members of the pool, the Executive Finance Committee lowered the pool fee, effective July 1, 2008, from 15 basis points to 12 basis points. This resulted in a net loss to the County’s general fund of $588,544 in 2008, and a projected loss of $1.2 million in 2009.  
EFFECT OF STATE LEGISLATION
Since 1995, other taxing jurisdictions have been allowed to join the county’s investment pool. They have joined the pool via an interlocal agreement which sets the terms of membership in the pool and covers the fee charged by the county for membership in the pool. 

During the 2009 legislative session, the State Legislature passed Substitute Senate Bill 5539 (SSB 5539). This bill would severely restrict the level of the pool fee to the direct costs associated with running the pool. This bill would specifically exclude the county from recovering expenses such as overhead costs associated with supporting operation of the investment pool. 

This bill has yet to become law as the Governor has not taken action to either sign or veto the measure. If the bill should become law, the county’s general fund stands to lose approximately an additional $3 million for 2010 and beyond. In letters to the Governor requesting that she veto this legislation Councilmembers and the Executive indicated that they would be open to having the Investment Pool Advisory Panel further review the pool fee. 

INVITED:

· Ken Guy, Manager, Director, Finance and Business Operations Division, 

ATTACHMENTS:


Matrix:  FBOD Director’s Action Plan and Progress Report 5-14-2009
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