Adopted Motion #12796:  Response to Recommendations of Investment Pool Advisory Panel

--Action Plan & Progress Report--
May 14, 2009


o 
	Issue Area
	Expected Actions (per Motion)
	Responsible Party (per Motion)
	Due Dates (per Motion)
	Progress Report

	Out-source Management
	· Examine panel’s recommendation to outsource management of pool; develop options for outsourcing to extent deemed appropriate and consistent with state law; and advise council of any changes necessary to state law.
	Inter-Branch Work Group*
	Report findings to council by 9-1-08*
	Completed.  The October 2008 Inter-Branch Work Group Report concluded that:  (1) full out-sourcing of the pool is not feasible under state law; and (2) in-house management of the pool is less expensive than out-sourcing.  The Work Group’s consultant recommended retaining in-house management of the pool, hiring one additional in-house position to backup the current investment officer, and retaining an outside investment pool financial advisor for credit analysis and portfolio reviews.

The County continues to rely on the services of an outside financial advisor.  Given the current contract is expiring soon, the County recently conducted a competitive process for a financial advisor and expects to have a new 5-year contract in place in May 2009.  

The Council’s 2009 adopted budget approved a new FTE for a credit analyst to back-up the investment officer.  A job description has been completed but the recruitment is on hold pending discussions about the impact of recent state legislation and diminished revenue sources available to sustain the position beyond 2009.  The financial advisor is available to support credit reviews on individual investments when necessary.

	
	
	
	
	

	Governance
	· Immediately develop plan for including advisory representation on the EFC from non-county participants.

	EFC
	Implement plan by 10-1-08
	Completed.  Options were presented at the August 2008 EFC meeting.  The EFC recommended moving forward with the permanent 10-member Investment Pool Advisory Committee that was eventually created by Ordinance 16280 in October 2008.

	
	· Receive briefings, at least quarterly, from financial consultant regarding policies, practices and portfolio holdings.
	Inter-Branch Work Group
(EFC is also responsible party)

	At least quarterly
	Completed.  The County’s investment pool financial advisor has continued to provide quarterly reviews of the portfolio, with the most recent update completed in April 2009.  The advisor has also assisted County staff in updating investment pool policies.  

	
	· Advise on longer term modifications to governance structure of EFC, including panel’s proposal for independent board of county and non-county representatives and three appointed investment professionals.
	Inter-Branch Work Group

	Report findings to council by 9-1-08*
	Completed.  The Inter-Branch Work Group examined a range of options for pool governance.  The Council concluded that the current EFC structure, supplemented by a new Investment Pool Advisory Committee, is the preferred structure.  This structure allows input and advice from pool members but retains the County’s fiduciary obligations under state law. 

	
	· Review options for changing limitations in state law regarding types of fixed income investments that may be held by the pool.
	Inter-Branch Work Group

	Report findings to council by 9-1-08*
	Completed.  An appendix to the Inter-Branch Work Group Report confirmed the range of fixed income investments that the County could pursue depending on various economic conditions, some of which would require changes in state law.

	
	
	
	
	

	Goals and Metrics
	· Provide report on pool’s goals and metrics, including an examination of whether pool should be constant or variable NAV and whether in-house staffing would only be appropriate if the pool is a short-term, constant NAV fund.  The report should rely on an outside financial consultant for expert advice.
	Inter-Branch Work Group

	Submit report to EFC, the council and executive by 9-1-08* 
Implement new goals and metrics by 11-1-08.
	Completed.  The consultant for the Inter-Branch Work Group recommended that the County pool continue to be operated as a single Hybrid pool which combines elements of the constant and variable NAV fund models.  The Hybrid pool has the advantage of reducing operational complexity while also addressing liquidity needs and earning yields higher than a constant NAV pool.  New performance metrics for the pool have been drafted by the pool’s financial advisor and are expected to be reviewed and adopted by the EFC this summer.

	
	
	
	
	

	Infrastructure
	· Develop options for enhancing infrastructure (technology, staffing, and internal procedures), including the feasibility of using an external fund manager to address critical infrastructure needs.
	Inter-Branch Work Group

	Present options in a report to council by 9-1-08*

	Completed. Refer to progress report under issue area above titled “Out-source Management.”  Also, the County has recently issued an RFP to replace its investment system with a new state-of-the-art system.  The current schedule assumes the new system will be installed by September 2009. 

	
	· Review need and scope of annual audit conducted by an auditor with expertise in fixed income securities and practices.
	Inter-Branch Work Group

	Present in report to council by 9-1-08*
	Pending.   After updated investment policies are in place and a new system is installed, the EFC will consider the schedule and costs of an annual audit.  Note that the State Auditor continues to conduct annual audits of the County’s financial practices, including investment pool practices.

	
	· Review panel recommendation to consolidate assets with a single custodian bank.
	FBOD Director

	Present report to EFC by 10-1-08
	Completed.   Finance recommended the County continue current custodial bank practices with respect to CD’s, repurchase agreements, and the state pool.  Investments involving CD’s and the state investment pool cannot be physically delivered to a custodian bank.  Requiring repurchase agreements to be delivered in a different manner would be unnecessarily complicated and expensive.  Finance also recommended obtaining a new investment system to meet the requirements for comprehensive reporting rather then pay additional banking fees for services that provide little value added.

	
	· Review accounting practices of the pool.
	FBOD Director
	Present report to EFC by 8-1-08
	Completed.  Finance has thoroughly reviewed the accounting practices and recommended the pool continue to follow best practices for governmental accounting requirements, as set forth by the Governmental Accounting Standards Board.  A new investment system will provide additional capabilities to monitor unsettled trades for compliance reporting and to utilize scientific versus straight-line amortization for bond premiums and discounts.  

	
	· Review and update investment policies to reflect current practices and polices in relevant areas.
	EFC
	EFC completes review by 11-1-08.
	In progress.  A draft of the updated polices has been completed with the assistance of the pool’s financial advisor.  The updated policies will be reviewed by the new Investment Pool Advisory Committee prior to being reviewed and adopted by the EFC in the second half of 2009.

	
	
	
	
	

	External relations
	· Inform all pool members of date, time, place, and agenda for EFC meetings five business days before each meeting.
	FBOD Director
	Monthly
	Completed.  Finance continues to meet this expectation to the extent possible and sends out meeting notices to all pool members.

	
	· Plan and conduct annual meeting of pool members to discuss pool performance and policies, as well as investment strategy for coming year.
	FBOD Director
	Annual
	Completed.  The first annual meeting of pool members was held on December 15, 2009.  The presentation materials were also sent out via email to all pool members.

	
	· Develop and distribute improved monthly report.
	FBOD Director
	Monthly
	Completed.  Starting in May 2008, the monthly reports include additional information about impaired investments and show the NAV of impaired investments separate from the NAV of the performing assets.  Continued improvements will be made to monthly reports following the installation of the new investment system and feedback from the Investment Pool Advisory Committee.

	
	· Enhance current web site, including general information about the pool, investment policies, and monthly reports.
	FBOD Director
	Monthly
	Partially Completed.  Additional information about investments has been added to the Treasury web site, including monthly pool reports.  A “new look” version of the web site is scheduled for rollout in June, which will include both new and historical documents for easy reference.

	
	· Review the investment pool fee structure.
	EFC
	Update council by 7-15-08
	Partially Completed.  The EFC met several times on this topic in early 2008 and adopted an interim 20 percent reduction to fees from 15 to 12 basis points, effective July 1, 2008.  New state legislation, if signed by the Governor, would severely limit fees and reduce County’s ability to achieve full cost recovery for pool expenses.  The County is monitoring this legislation and also plans to revisit the fee methodology in the second half of 2009.

	
	
	
	
	

	Impaired Investments
	· Obtain services of qualified investment manager to advise on the impaired investments.
	EFC
	Immediate
	Completed.  The County continues to retain an expert advisor (Cairn Capital) for impaired investments.  Three out of the four impaired commercial paper investments were fully restructured in 2008 and the County recovered $75.2 million, which is about 50 percent of the original value.  Victoria is the only remaining impaired investment awaiting restructuring, which is expected to occur this summer.  For Victoria, the County has so far recovered $11.5 million or about 22 percent of its original investment based on monthly cash flow payments from Victoria’s receiver.

	
	· Immediately consider the issue of bifurcating the pool, thereby separating impaired investment from the performing investments.
	EFC
	Immediate
	Completed.  In June 2008, the EFC approved a motion to bifurcate the pool effective September 1, 2008.  The bifurcation has been fully implemented by Finance.

	
	
	
	
	

	Performance Audit
	· Conduct a performance audit of cash management and investment functions to ensure the two functions are working efficiently together.
	County Auditor
	To be determined.
	To be decided by County Auditor.

	
	
	
	
	

	Business Review
	· Conduct a business review of investment pool functions once every three years. 
	EFC
	Three year cycle
	To be decided.

	
	
	
	
	

	Quarterly Reports
	· Report on specific steps taken and progress made on the recommendations in the motion.
	FBOD Director
	Quarterly
	Completed.  Finance prepared updates to this document during 2008 which served as the quarterly report.  The current update reflects the first quarter report for 2009.


* All work products of Inter-Branch Work Group were completed and submitted as part of a report submitted to the Council on October 3, 2008.  The Work Group was assisted by its independent consultant, Main Street Capital Advisors, which is an expert regarding best practices for government investment pools.
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