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Subject:  
This proposed MOTION would create the King County Investment Pool Advisory Panel to conduct a comprehensive review of the King County Investment Pool’s goals, policies, and structure. 

Background: 
The King County Investment Pool was created in 1989 to enable King County and other public entities within the County to invest their financial reserves. As of September 21, 2007, the pool held $4.02 billion with an average rate of return of 5.15 percent. 
The pool’s objective is to attain a market rate of return for its members throughout budgetary and economic cycles, while preserving and protecting member’s capital. Its investment policies seek to maximize return subject to the safety and liquidity of the instruments it is authorized to invest in under State law. In 2006, the pool was rated AAA by Standard and Poor’s rating agency, indicating that the pool provides the highest level of protection against losses from credit defaults. 
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). Currently, the pool has nearly 100 members, including school, fire, sewer, water, and other districts within King County. 

Polices for the pool are set by the four-member Executive Finance Committee (EFC), which is comprised of the county executive (or his or her designee); the manager of the finance and business operations division; the director of the office of management and budget; and the chairperson of the county council (or his or her designee). The EFC delegates management responsibility to the manager of the finance and business operations director. The director oversees the County’s investment officer who is responsible for the day-to-day operation of the pool’s portfolio investments. 
Recent Investment Pool Events:
Due to unprecedented conditions in the commercial paper market beginning in August 2007, the pool encountered uncharted territory with regards to its commercial paper holdings. One holding, Mainsail II LLC, was downgraded to below investment grade after the value of its assets dropped sharply. The presence of this downgraded holding in the pool jeopardized the pool’s AAA credit rating. As a result, the EFC voted to segregate Mainsail from the pool, meaning King County would assume the entire risk for recovering the principal of this investment. This action protected the pool’s rating, as well as eliminated the risk to other pool members. 

Analysis: 
The EFC’s efforts to protect the public’s money during these unparalleled market conditions have raised several important issues concerning the Investment Pool and exposed a potential need for additional policies or structures to help guide decision making during market disruptions.

The Advisory Panel:
In an effort to help the County address these issues, this motion would create a three member advisory panel to conduct a comprehensive review of the Investment Pool. According to the motion, the advisory panel would review 5 areas: 

Table 1:  Areas for Advisory Panel Review
	
	

	1) Investment Goals
	· Risk, liquidity, and rates of return targets

	2) Membership Goals
	· Ideal size of membership

· Value of a national credit rating

· Roles and responsibilities of members in sharing risks and returns

	3) Investment Policies
	· Maturity, duration, liquidity, and diversification policies
· Types, credit ratings, and limits on securities

	4) Portfolio
	· Investment goals maximized

· Policies followed

	5) Management Structure
	· EFC
· Day-to-day operations

· Availability of financial expertise and objective advice


In addition, the advisory panel would examine whether there was an explicit need for outside financial expertise to help guide the policy and operational decisions of the pool. If so, the panel would examine possible models for incorporating this advice into the investment pool’s governing structure. For example, the Washington State Investment Board has five non-voting members who are financial experts. These experts participate in board discussions and deliberations in an advisory capacity.  
Finally, according to the Motion, the panel would examine the need for a written manual which clearly documents the goals, policies, and structure of the King County Investment Pool. Staff has subsequently learned that the county has a set of written investment policies. As such, the Committee may want to consider amending the motion to have the panel review these policies. The motion also directs the panel to consider the availability of these policies to the public and whether they should be more readily accessible. Currently, the county’s investment policies are housed within the Finance and Business Operations Division’s policy manual and are not available online. Other area governments, including the Washington State Investment Board and the city of Seattle, have posted their investment policies on their websites.
The panel would be comprised of three appointed members, who would be financial industry experts and selected for their knowledge of financial markets, public investment pools, and macroeconomics. Councilmembers would nominate individuals for the positions, and the chair of the council, in consultation with the chairs of the Capital Budget and Operating Budget, Fiscal Management, and Mental Health Committees, would appoint the members. 
The motion does not yet have an established timeline for panel member appointments or delivery date of their report. Given that the Investment Pool continues to face an uncertain commercial paper market, the committee may want to consider establishing a schedule that produces a report by the first quarter of 2008. 
It is important to note that the EFC has already secured the services of an outside consultant to examine the Investment Pool’s commercial paper portfolio in light of current market conditions. The consultant will be presenting his final report to the EFC this week. This report will identify current risks in the portfolio, provide a strategy for mitigating these risks, and offer recommendations for future investments in commercial paper. While this scope of work would overlap with that of the proposed advisory panel, the panel’s purview would be significantly broader.  
Amendment:

A striking amendment, S1, has been prepared, which would fill in the dates for panel nomination, appointment, convening, presentation of a work program, and final report:
Table 2:  Proposed Dates in S1
	
	

	Nominations due by
	October 19, 2007

	Appointments by motion by
	October 29, 2007

	Advisory Panel convene by
	December 1, 2007

	Present work program to Council by
	December 14, 2007

	Final report due to the Council by
	March 3, 2008


The striking amendment also changes the wording to have the panel “review the written investment policies of the county and assess the availability of these policies to the public,” and makes two small factual corrections. 
Reasonableness: 
As amended, this motion appears to be a reasonable business and policy decision.
Attachments: 
1) Motion 2007-0502

2) Striking Amendment, S1
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