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Subject:  
A BRIEFING on the King County Investment Pool.  

Summary:  

The $4.3 billion King County Investment Pool invests the cash reserves of King County and nearly 100 other taxing districts within the County. Since August 2007, unprecedented conditions in the financial credit markets have led to the impairment of four investments, totaling $207 million, in the Investment Pool. 
Today’s briefing will update the Committee on two issues related to these events: 

1) The recent action by Standard and Poor’s rating agency to suspend its rating of the Investment Pool. 

2) A report on the activities of the King County Investment Pool Advisory Panel.
Background: 

Created in 1989, the King County Investment Pool enables King County and other public entities to invest their financial reserves. Membership is open to any taxing district for which King County serves as Treasurer, as well as other public authorities within the County (with the exception of incorporated cities). The pool has nearly 100 members, including school, fire, sewer, water, and other districts and as of December 31, 2007, the pool held $4.33 billion. Funds are invested to attain a market rate of return for pool members, while preserving and protecting each member’s capital.
Recent conditions in the financial credit markets have led to uncharted territory for the investment pool, with four of the pool’s asset-backed commercial paper holdings becoming impaired since August: 
· Mainsail II LLC 

$53.5 million
· Rhinebridge LLC

$50.0 million
· Cheyne Finance

$50.0 million
· Victoria Finance LLC
$53.3 million
All four of these impaired investments are either Structured Investment Vehicles (SIV) or SIV-lites, which have defaulted on their debt due to links with the subprime mortgage market. All four are currently involved in restructuring proposals, in which trustee banks and investors are negotiating terms to pay investors. The resulting restructuring agreements will be designed to recover maximum value for senior investors, such as the King County Investment Pool. 

S&P Rating Change: 

The Investment Pool was first rated by Standard and Poor’s (S&P) rating agency in 2005.  Since that time, it has maintained an “AAA” rating, indicating that the pool provides the highest level of protection against losses from credit defaults. However, on January 18, 2008, S&P suspended the rating on the investment pool. This action does not constitute a downgrade in the pool’s rating, but rather indicates that the pool is temporarily not rated.
According to S&P, it chose to suspend the rating because it could not access information on one of the impaired investments in the pool’s portfolio, Mainsail II LLC. On January 16, 2008, S&P suspended its rating on Mainsail II LLC due to a “prolonged period of insufficient information” from the trustee bank regarding how the restructuring negotiations were proceeding. Given the presence of Mainsail in the County’s investment pool, S&P believes that it cannot provide an assessment of the entire pool and has chosen to suspend the rating. 

S&P can opt to suspend, rather than withdraw, a rating when it believes the rating is likely to be reinstated. For the investment pool, S&P has stated that once conclusive information is available on the final restructuring agreements, it expects to rerate the pool. The new rating will depend on the outcome of the restructuring agreements. A restructuring agreement could take multiple forms, such as a cash payout or the issuance of a new security that will pay back investors over time.  In the case of a new security, S&P expects that if the security is rated B or higher, the investment pool will continue to receive an investment grade rating. 

Importantly, the rating change has no impact on King County’s bond ratings. The County continues to maintain AAA ratings on its $2.07 billion of outstanding general obligation and limited tax general obligation bonds. The highest possible rating, this AAA bond rating ensures that the county receives the lowest possible borrowing costs. 
Investment Pool Advisory Panel

In October, the Council created the Investment Pool Advisory Panel via Motion 12595. This three member panel was charged with conducting a comprehensive review of the Investment Pool in light of the recent developments in the financial markets. In November, the Council passed Motion 12631, appointing three financial experts to the panel:

· John Rose, chair: Mr. Rose is the former Chief Executive Officer of Seattle-Northwest Securities Corporation, the region’s largest underwriter of bonds. He is also the chairman of the board of trustees for the Nature Conservancy’s Washington State chapter, and he served as the King County Budget Director under County Executive John Spellman.  


· John Dobrowolski: Most recently, Mr. Dobrowolski was the Senior Vice President and Division Executive of Portfolio Management for Washington Mutual. He has also worked as a Portfolio Manager for GE Financial and as a Financial Risk Management Specialist for the International Finance Corporation, a member of the World Bank Group.


· Mary Ellen Mullen: Ms. Mullen is the Principal and Senior Consultant at Bridgebay Consulting which conducts institutional investment consulting and research. Ms. Mullen has over thirty years of experience in institutional investing and has worked for Wells Fargo, Bank of America, and Seattle First National Bank. 

The panel was charged with examining the Investment Pool’s investment goals, policies, and portfolio, and reviewing the pool’s membership goals and management structure. Since December, the panel has held bi-weekly meetings to carry out this task. 
In the first several meetings, a series of briefings on the Investment Pool has been presented by members of Council staff and the Department of Executive Services Finance Division’s staff, including the Finance Director, Treasury Manager, Cash Management Supervisor, and the Investment Officer. The Director of the Office of Management and Budget has also been available to answer questions during these briefings. 

Panel members have been briefed on the current policies and practices governing the pool, as well as the pool’s portfolio and performance over the last several years. The panel has also been briefed by the Prosecuting Attorney’s Office on the legal extent to which outside financial experts can be involved in the management of the pool. This briefing will help the panel examine possible models for incorporating external financial expertise into the investment pool’s governing structure—one of the items the organizing motion directed the panel to review. 
The panel is scheduled to continue its bi-weekly meetings in the comings months. These meetings will concentrate on a number of more specific issues as the panel begins to formulate its findings regarding the business practices and investment policies of the pool. The panel expects to have preliminary findings by March 2008.
Invited: 
Ken Guy, Finance Director, Department of Executive Services
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