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CITY OF SANTA BARBARA


FINANCE COMMITTEE REPORT

AGENDA DATE:

January 30, 2007
TO:



Finance Committee

FROM:


Treasury Division, Finance Department

SUBJECT:

Banking Services Agreement 

RECOMMENDATION:


That the Finance Committee support staff’s recommendation to authorize the Finance Director to negotiate and execute an agreement with Pacific Capital Bank, N.A., doing business as Santa Barbara Bank and Trust, to provide banking services for an additional five years. 
EXECUTIVE SUMMARY:

Banking services are currently provided by Santa Barbara Bank and Trust (SBB&T), whose three-year contract expired on December 31, 2006.  The City’s last Request for Proposal (RFP) for Banking Services was issued in 2003, and four banks submitted proposals.  Based on staff’s analysis of the proposals, SBB&T offered the superior product for the City, both from a cost and services perspective.  The City’s relationship with SBB&T has functioned exceptionally well these past three years. Since the “banking market” has not undergone significant changes that would indicate that more comprehensive or less expensive services could be provided by another bank, staff is recommending that the City extend its agreement with SBB&T.  

DISCUSSION:
 

The City’s banking requirements are extensive, both in current operations, i.e. utility payment processing, and in our vision of eGovernment for the future.   Banking activities affect customer service, cash processes and accounting functions in all City departments.  The City has worked extensively with SBBT to customize, and thereby improve, many of the City’s banking processes. Therefore, staff believes that both customer service and the efficiency of City operations would suffer with a change in banks. 
Following are some banking services highlights that demonstrate the complexity and volume of the City’s banking needs: twelve bank accounts maintained; over $300 million in deposits processed annually; 15,000 to 20,000 lockbox utility payments,  300 to 400 deposits, and over 30,000 items deposited monthly; approximately 3,500 checks issued and cleared monthly; automatic payments processed for over 4,200 utility and Waterfront billings monthly; automatic deposit transactions for City employee payroll; armored transport services for 6 City locations daily; electronic data transfer for checks issued and cleared daily; depository for credit card transactions with 11 merchant accounts for 9 City locations.
Banking services may be paid by the City in one of two ways: hard dollar costs or utilizing a compensating balance.  A hard dollar cost arrangement is one in which the City is directly charged for actual banking services, either as a debit to the City’s bank account or payment by City check.  A compensating balance is one in which the City deposits an agreed upon amount in the bank and the City earns no interest on this deposit; the bank is then compensated by their ability to invest these funds and retain the interest earnings.  Based on staff’s analysis and previous discussions with Finance Committee, the agreement with SBB&T is on a compensating balance basis, and staff recommends continuing this same arrangement, which is generally the least costly option to the City. The current compensating balance requirement is $2 million, which will be increased to $2.3 million for the five-year extension.  This increase will compensate the bank for their increased costs for services over the extension period.   
Aside from the City’s demand deposit relationship with SBB&T, the City has a trustee relationship with the bank.  SBB&T serves as the City’s custodian for its fixed income securities, and the City compensates the bank based on the value of the securities held by the bank.  The City paid approximately $30,000 - $35,000 annually for these services until January 2006 at which time the bank offered to provide these services at no cost to the City insofar as the City maintains its depository arrangement with SBBT.  Since the City is also satisfied with the bank’s trustee performance, this no-cost arrangement is an added benefit to continuing the banking services agreement.   
If Finance Committee supports staff’s recommendation, on February 6, 2007, staff will request Council approval to authorize the Finance Director to negotiate and execute an agreement with Santa Barbara Bank and Trust to provide banking services for an additional five years.  
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SUBMITTED BY:
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