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STAFF REPORT
SUBJECT:

Proposed Motion 2008-0277 would approve Requests for Proposals (RFPs) necessary for the County to procure standard banking services and safekeeping banking services. 
BACKGROUND:

King County Code Chapter 4.14 requires that the County’s banking services be procured on a 5-year schedule. The Code further requires that the County Council approve the RFPs prior to their issuance by the Executive. 

This motion asks the County Council to approve two RFPs. The first requests proposals for “standard” banking services. This type of work includes account maintenance, deposits, wire transfers, automated clearing house (ACH) transfers and warrants. 

The second requests proposals for safekeeping banking services, specifically those which affect investments securities held by the County. 

This item was originally transmitted in 2008 and was held by the operating budget committee pending the final report of the Investment Pool Advisory Panel. That panel, consisting of outside experts, recommended that the County add additional services to those provided by our safekeeping bank. 
The proposed motion would satisfy the code requirements for the County Council to approve the various RFPs necessary to procure banking services. 
This is an administrative step necessary for Finance and Business Operations Division to begin the solicitation of proposals to provide these services for the County. 
ANALYSIS: 

RFP for standard banking services: 

KCC 4.14 requires that the county procure these banking services every five years. This contract will run from 2009 – 2014 if awarded this year. 

There are general requirements for the county’s standard banking contracts:
· The bank must be a federally or state of Washington chartered bank with branches located within King County. 

· The bank must be in compliance with the Public Deposit Protection Act and able to support a deposit of $250 million by the County. 

· The bank must be either “satisfactory” or “outstanding” under the Community Reinvestment Act (CRA) Rating system. 

There are also a number of special terms and conditions, most of which are administrative in nature. Councilmembers should be aware of one special condition that requires that the winning bank “shall make affirmative efforts to reinvest its funds in the local community.” There are also reporting requirements associated with this criteria. 

RFP for safekeeping banking services: 

As with the standard banking services, KCC 4.14 also requires the county to procure safekeeping banking services every five years. This contract would also run from 2009 – 2014. 
There are general requirements for the county’s safekeeping bank: 
· The bank must maintain a federal reserve account to handle book-entry security transactions. The bank will be the trustee for securities purchased by the county. 

· The bank must be able to safekeep securities in New York City either through their own facilities or a correspondent relationship with a New York Bank. 

· The bank must dedicate a single individual solely to maintaining the County’s account. 

· The bank must provide the county, on a daily basis, a valuation of all securities held in safekeeping. 

In addition, the RFP asks respondents to provide optional services such as reports that would be produced on a daily basis and provide, at a minimum, the pool’s yield, duration and convexity. Each report should measure the county’s performance against pre-established benchmarks. 

The RFP for safekeeping services also notes that, while the County intends to award this to one institution, it may break the award into several pieces at the County’s discretion. 
In their 2008 report, the Investment Pool Advisory Panel made a number of recommendations regarding the county’s safekeeping or custodian bank. 

Specifically, the Panel recommended: 

· that the investment pool consolidate all assets in a single custodian bank. Consolidation of all assets at the custodian bank would allow the following: 

· Cash Sweep – Custodian banks offer an automatic sweep of cash each day into an over-night interest bearing account, ensuring that all dollars are invested each night.  Currently, the investment pool is not using this automatic function, rather relying on a manual process to invest residual cash. This manual system is subject to clerical error and operational risk, potentially reducing returns. 

· Mark-to-market pricing – Custodian banks offer periodic mark-to-market pricing of a portfolio, providing an external check on the value of the portfolio. The County is not currently taking full advantage of this important quality control opportunity. 

· Compliance reporting – Custody systems provide compliance reporting to ensure that all purchases conform to investment policies. Some systems include the ability to prohibit execution of non-complying trades. The current investment process does not utilize this service, relying on a manual check by the Investment Officer during the investment process. 

· Securities Lending – Custodian banks have securities lending programs that could better facilitate the investment pool’s use of reverse repurchase agreements, leading to higher returns and superior risk controls. 

In preparing this staff report, council staff asked executive staff to comment as to why these recommendations were not included as part of the safekeeping bank RFP. Executive staff have responded with a white paper which is summarized below and included as Attachment 5 to this staff report. 
In effect, the Executive contends that the County is doing as well as possible by keeping all its securities with the safekeeping bank. The white paper notes that the only securities not recorded with the safekeeping bank are CDs, Repurchase Agreements and investments in the State’s Local Government Investment Pool (LGIP). 

Of these three types of securities, CDs and investments with the LGIP are not “deliverable” securities. This means that they could not be held by the safekeeping bank. Finance staff have discussed these recommendations with our current safekeeping bank, Union Bank of California, and our prior safekeeping bank, Bank of New York. Both have suggest ways to “record” these securities on paper with the safekeeping banks so that the bank would have a full record of our securities, but under any scenario, these extra steps would lead to increased banking costs and additional administrative costs for the County. 
In looking at the other recommends: 1) Cash Sweep, 2) Mark-to-market pricing, 3)compliance reporting and 4) securities lending, executive staff have indicated that a number of these would best be addressed through the installation and use of a new investment management system. 

The County currently does a daily cash-sweep to assure that as much of our cash as possible can be invested on an overnight basis. The current system is manual and a custodian bank may be able to automate that process. However, it would come at a higher cost. 

The county currently does mark its investments to the market for our financial reporting purposes. While a custodian bank could provide this service, the county typically keeps its securities until maturity. This lessens the importance of marking to market on a more regular basis. 

The panel also indicated that if all securities were held by the safekeeping bank the bank could monitor county purchases to make sure that all trades adhered to the County’s policies. In the discussions between finance and the county’s current and prior safekeeping bank, neither offer this service. It should be noted that Bank of New York is the largest safekeeping bank in the world. 

Finally, executive staff believe that our current practice of using repurchase agreements whereby a third-party custodian secures the transaction, is better for the County. Use of repurchase agreements allows the county to retain the decision making authority on lending of securities and also allows the county to keep any gains derived from the repurchase. Under securities lending programs, the County would have to split the gains with the safekeeping bank. 
New Investment Management System: 

Finance has indicated that the RFP for a new investment management system should be going out in May/April with the intent of making a selection by the end of July 2009. 
REASONABLENESS: 

It appears that the RFP for standard banking services and the RFP for safekeeping banking services meet the code requirements of KCC 4.14. As such, adoption of this motion would constitute a reasonable business decision.  
INVITED:


Ken Guy, Director, Finance & Business Operations Division

ATTACHMENTS:

1. Proposed Motion 2008-0277

2. Transmittal Letter dated May 12, 2008
3. RFP for standard banking services

4. RFP for safekeeping banking services

5. White Paper on IPAP recommendations
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