CITY OF VAUGHAN

EXTRACT FROM COUNCIL MEETING MINUTES OF JUNE 27, 2017

Item 5, Report No. 6, of the Finance, Administration and Audit Committee, which was adopted without
amendment by the Council of the City of Vaughan on June 27, 2017.

. ____________________________________________________________________________________|
5 2016 ANNUAL INVESTMENT REPORT

The Finance, Administration and Audit Committee recommends approval of the recommendation
contained in the following report of the Chief Financial Officer and City Treasurer and the Director
of Financial Planning and Development Finance and Deputy City Treasurer, dated June 6, 2017:

Recommendation

The Chief Financial Officer and City Treasurer and the Director of Financial Planning and
Development Finance and Deputy City Treasurer recommend that:

1. This report be received for information.

Contribution to Sustainability

The income generated from the City’'s investment portfolios ensure sustainable fiscal
management of City’s assets.

Economic Impact

Investment income generated from the investment portfolio in 2016 amounted to $13.15 million.
The majority of this balance was distributed to the City’s reserve funds and the remaining portion
to the operating budget, which helps to reduce the tax levy requirement. The Operating Budget
for 2016 Investment Income was $2.25 million. The actual Investment Income allocated to the
Operating Budget was $2.68 million, which resulted in a favourable variance of $0.43 million. At
December 31, 2016, the portfolio value of $585.90 million earned a weighted average vyield of
1.84%

The City’s investment portfolio included a promissory note from PowerStream (now Alectra) but
excludes the City’s investment in Vaughan Holdings Inc. Dividends received from Vaughan
Holdings Inc. are reported separately through the City’s quarterly Fiscal Health reports.

Communications Plan

The report is available publicly on the Agenda, Minutes & Extract page of the City’s website
(www.vaughan.ca).

Purpose

To report to Council on the City’s investment portfolio activities during the year 2016, as required
by Ontario Regulation 438/97 (as amended) of the Municipal Act and the City’s Investment Policy.

Background - Analysis and Options

The Municipal Act is the governing legislation for the investment of municipal funds. Ontario
Regulation 438/97, as amended, outlines the criteria for eligible investments. The City's
investment policy, approved by Council on April 2015, conforms to this legislation and acts as the
governing parameters in managing the City’s investment portfolio.

The reporting requirements in the City’s investment policy and the Municipal Act require that the
Treasurer, or designate, submit an investment report to Council at least annually, including a
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management summary that provides an analysis of the status of the current investment portfolio
and transactions completed over the last year. The report submitted to Council each year shall
contain the following:

a) Listing of individual securities held at the end of the reporting period;

b) Listing of investments by maturity date;

¢) Realized and unrealized gains or losses resulting from investments that were not held until
maturity;

d) Percentage of the total portfolio which each type of investment represents; and

e) A statement about the performance of the investment portfolio during the period covered by
the report;

The Financial Planning and Development Finance Department manages the investment portfolio
for the City with a maturity value of approximately $662.49 million (cash and investments) at
December 31, 2016 ($571.32 million 2015), (Attachment 1). These funds represent the funding
requirements for day to day operations of the Corporation and represent investment funds held in
the reserves, reserve funds, working capital and other funds of the organization. Reserves and
Reserve funds are classified as obligatory or discretionary. Obligatory reserves are funds that
are kept for specific purposes in accordance with provincial statutes and may have regulations
that prescribe such items as their specific purpose, contributions, uses, and restrictions.
Discretionary reserves provide the City with financial flexibility in order to safeguard against
economic downturns and finance operations internally. The credit quality of all investments is in
compliance with the City’s Investment Policy and the Ontario Regulation 438/97 (as amended) of
the Municipal Act.

Economic growth in 2016 was modest while long-term bond yields rose

Canadian economic growth regained some momentum during the second half of the year. The
adjustment of the Canadian economy to low commaodity prices is well under way. Growth is
supported by accommodative monetary policy and fiscal measures.

Yields on Canadian long-term bonds reached a new cyclical low in July. However, in November,
yields rose as market participants revised up their expectations of US economic growth and the
Federal Reserve raised rates in December. The Canadian 10 year Government bond yield rose
from a low of 0.95 per cent to 1.72 per cent at the end of 2016.

2016 City of Vaughan Investment

During 2016 the investment portfolio generated investment income in the amount of $13.15
million. As a basis of year over year comparison, the City’s investment income was $12.67
million in 2015. The increase in 2016 investment income was due to higher than average amount
of funds available and higher investment in the long term portfolio. There were no realized gains
or losses resulting from investments that were not held until maturity in 2016.

The Money Market portfolio (total holdings of $465 million) averaged a rate of return of 1.30 per
cent outperforming the 90 day average T-bill rate of 0.49 per cent. The cash balance held in the
City’s bank account earned an average rate of return of 1.00 per cent, which is 18 basis points
higher than the average one month BA Money Market instrument. The Bond Fund portfolio (total
holdings of $113.49 million) averaged an earned income rate of return of 4.69 per cent. Earned
income return includes interest income and realized capital gains/losses. The earned income
return is used to determine the allocation of investment earnings to the City’s reserve funds and
operating budget.
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Over the past number of years, the City’s investment program has changed its focus from just
providing liquidity for the day-to-day operations to long-term reserve management. This change
focused on transforming the investment portfolio from a short term money market focused
portfolio to one that is more diversified in terms of credit and term exposure. The shift to reserve
management is to align with the City’s fiscal framework and long term financial sustainability.
Given the economic conditions seen in 2016, this long term focus has yet to be fully implemented,
but investments were made in the latter half of 2016 as long bond yields started to move higher.
It is expected that the long term focus will continue in to 2017 and 2018.

Summary of Holdings
The following charts provide a summary overview of the City’s current holdings by both term

(cash balance is considered “Short Term”) and by issuer (excludes cash balance). The details of
these holdings may be found in Attachments 1 and 2.

Investment by Term Investment by Issuer
(Exclusive of Cash Balance)

Long Term

(Greater

than 6

years}l, ) PowerStream Provincial, Municipal,

14.06% Medium Note, 13.35% Loo% 0.97%

Term (2 to

years),
2.95%

Banks,
84.61%

Short
Term
(Less than
1yr),
83.00%

2017 Performance Expectations

Staff is monitoring the bond market and will focus on strategic purchases of longer term bonds
that will have higher yields. Staff have begun to make investments in long-term bonds as
required. Currently, the City’s portfolio is predominately short term and is positioned to take
advantage of changing market conditions and a rising rate environment.

Early in 2017, the City provided Vaughan Holdings Inc.(VHI), a wholly owned entity of the City,
with additional fund for the closing the merger of PowerStream (now Alectra). The VHI equity
injection of $69.51M reduced the City’s overall available cash for money and bond market
investments. The impact will be a reduction of interest income from the City’s investment
portfolio. However, it expected that over the next 10 years, the equity investment by VHI will
result in higher dividend income that will more than offset the reduction in interest income from
the City’s investment portfolio.
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Regional Implications

Not applicable.
Conclusion

In 2016 the City’s investment portfolio generated investment income of 13.15 million. Investment
income revenue contributes to reserves and reduces the tax levy requirement. Investments were
in compliance with the City’s Investment Policy approved by Council on April 2015 and the
Ontario Regulation 438/97 (as amended) of the Municipal Act.

Attachments

1 — Listing of Securities Held As At December 31, 2016
2 — Investments Held by Issuer

Report prepared by:

Alex Ly, Senior Financial Analyst, Investments

(A copy of the attachments referred to in the foregoing have been forwarded to each Member of Council
and a copy thereof is also on file in the office of the City Clerk.)



