CITY OF VAUGHAN

EXTRACT FROM COUNCIL MEETING MINUTES OF JUNE 25, 2013

Iltem 6, Report No. 8, of the Finance and Administration Committee, which was adopted without
amendment by the Council of the City of Vaughan on June 25, 2013.

. ____________________________________________________________________________________|
6 2012 ANNUAL INVESTMENT REPORT

The Finance and Administration Committee recommends approval of the recommendation
contained in the following report of the Acting Commissioner of Finance & City Treasurer and the
Director of Development Finance & Investments, dated June 10, 2013:

Recommendation

The Acting Commissioner of Finance & City Treasurer and the Director of Development Finance
& Investments recommend:

1. That this report be received for information.

Contribution to Sustainability

Not applicable.

Economic Impact

Investment income generated from the investment portfolio in 2012 amounted to $14.1 million.
Investment earnings are distributed to the City’s reserve funds and operating budget, which helps
to reduce the need for tax based funding and build reserve balances. The Operating Budget for
2012 Investment Income was $3.0 million. The actual Investment Income allocated to the
Operating Budget was $3.58 million, which provided a surplus of $583,000.

Communications Plan

Not applicable.

Purpose

To report to Council on the City’s investment portfolio activities during the year 2012, 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 to O. Regulation 292/09 outlines the criteria for eligible
investments. The City's investment policy approved by Council in December 2009 conforms to
this legislation and acts as the governing guideline in managing the City’s investment portfolio.

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

a) Listing of individual securities held at the end of the reporting period;
b) Listing of investments by maturity date;
c) Realized and unrealized gains or losses resulting from investments that were not held until
maturity;
d) Average weighted yield to maturity of portfolio on investments as compared to applicable
benchmarks;
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e) Percentage of the total portfolio which each type of investment represents; and
f) A statement about the performance of the investment portfolio during the period covered by
the report.

The Development Finance & Investment Department manages the investment portfolio for the
City with a maturity value of approximately $515.7 million (cash and investments) at December
31, 2012 ($452.5 million 2011), (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. 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.

2012 Economic Environment

The financial credit crisis caused Central banks across the globe to lower interest rates to historic
lows during 2008 and 2009. These low rates continued into 2010. The Bank of Canada began
removing monetary stimulus in 2010 raising the overnight rate to 1%. The overnight rate
remained unchanged at 1% throughout 2011 and 2012.

In the April 2012 Monetary Policy Report the Bank acknowledged Canada’s economy was
improving at a much faster pace than had been expected, partially driven by household spending
and business investment. The US economy showed signs of improvement and there were
measures taken in Europe to address the sovereign debt and banking crisis thereby improving
market sentiment. The Bank projected the Canadian economy to grow by 2.4% in 2012 and 2013.

As the year progressed global financial conditions deteriorated, which weighed on financial
markets. There were renewed fears about the European sovereign debt and the stability of their
banking system. The US economy expanded at a more moderate pace than had been expected.
China’s economy was slowing as demand for exports weakened. Investors seeking safety and
liquidity moved their funds to government bonds driving bond yields to record lows. European
policy makers eventually implemented measures to contain the crisis, thus calming market fears.

In the beginning of 2012 the Bank had signaled a possible rate hike, however, the Canadian
economy slowed in the second half of the year more than expected as global demand for
Canadian exports became subdued. As a result, consideration of a rate hike was removed for
2012. The Bank of Canada has downwardly revised the economic forecast to growth of 1.5% in
2013 and 2.8% in 2014.

2012 City of Vaughan Investment Performance

During 2012 the investment portfolio generated investment income in the amount of $14.1 million.
As a basis of year over year comparison, the City’s investment income was $13.1 million in 2010,
and $14.0 million, plus $1 million in capital gains from the sale of bonds for 2011. The City’s
Money Market portfolio (total holdings of $361.8 million) averaged a rate of return of 1.32%
outperforming the 90 day T-bill rate of 0.95% by 0.37 % and exceeded the ONE Money Market
Fund return of 1.04% by 0.28%. The City’'s Bond Fund portfolio (total holdings of $153.9 million)
averaged a rate of return of 5.23% outperforming the ONE Bond Fund return of 3.55% by 1.68%.
The ONE Fund, a benchmark used by the City, is a pooled investment fund sponsored by the
Association of Municipalities of Ontario (AMO) and the Municipal Finance Officers’ Association
(MFOA) for Ontario municipalities.

A large amount of cash is being held in the City’s bank account due to the higher rate of return
than the current yields of both long term bonds and Money Market instruments. At the end of the
year the bank account earned a rate of return of 1.25% while a Money Market instrument earned
1.11% resulting in a high cash balance in the City’s bank account.
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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 a long term reserve management. This change
focused on transforming the investment portfolio from a short term money market portfolio to one
that is more diversified in terms of credit and term exposure. In 2012 there were no bonds
purchases due to the historical low interest rates and volatile bond market. Staff is monitoring the
bond market and will resume purchasing bonds as interest rates rise.

Summary of Holdings

The following charts provide a percentage overview of the City’s holdings as of December 31,
2012 by both term and by type. The details of these holdings may be found in Attachments 1 and

2.
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2013 Performance Expectations

As noted in the economic environment section previously discussed, the Bank of Canada
downwardly revised the Canadian growth forecast from 2.4% to 1.5% in 2013. The City of
Vaughan's Investment Income budgets for 2013 reflected the original bank forecast adjusted for a
level of conservatism. The actual results will therefore likely be very close to budget or slightly
underperform. The Q1 2013 results already show an unfavourable variance of $227,000,
however in addition to economic conditions this may also be affected by the timing of financial
entries.

The Bank of Canada expects some recovery over 2014 and 2015. Economists are predicting the
first rate hike will be in the first quarter of 2014. In anticipation of the 2014 rate hike short-term
and mid-term rates are expected to rise by the end of 2013.

Relationship to Vaughan Vision 2020/Strategic Plan

This report is consistent with the priorities previously set by Council and the necessary resources
have been allocated and approved.

Regional Implications

Not applicable.
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Conclusion

In 2012 the City’s investment portfolio performed well given the weak global economic and
financial market conditions. Increased investment income revenue contributes to reserves and
reduces the need for tax based funding. Investments were in compliance with the City's
Investment Policy approved by Council December 14, 2009 and the Ontario Regulation 438/97
(as amended) of the Municipal Act.

Attachments

Attachment 1 — Listing of Securities Held As At December 31, 2012
Attachment 2 — Investments Held by Institution

Report prepared by:

Terry Liuni Ext 8354
Development Finance Supervisor

(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.)



