
CITY OF VAUGHAN 
 

EXTRACT FROM COUNCIL MEETING MINUTES OF APRIL 21, 2015 
 

Item 5, Report No. 8, of the Finance, Administration and Audit Committee, which was adopted without 
amendment by the Council of the City of Vaughan on April 21, 2015. 
 
 
 
5 INVESTMENT POLICY UPDATE 
 
The Finance, Administration and Audit Committee recommends approval of the recommendation 
contained in the following report of the Commissioner of Finance and City Treasurer and the 
Director of Development Finance and Investments dated April 13, 2015: 

Recommendation 

The Commissioner of Finance and City Treasurer and the Director of Development Finance and 
Investments recommend: 
 
1. That the amended City of Vaughan Investment Policy be approved and supersede other 

prior investment policies. 

Contribution to Sustainability 

The effective management of the City’s funds and optimization to the City’s investment portfolio 
play an important role in the overall financial health of the corporation.  The City’s Investment 
Policy provides parameters for the investment of available City of Vaughan funds and helps to 
support long term financial sustainability. 

Economic Impact 

The Investment Policy, as approved by Council, sets the parameters within which staff may invest 
the City’s available funds.  The majority of the recommended amendments to the Investment 
Policy relate to increasing the flexibility of investment parameters by increasing sector and term 
limits to be invested in.  This will allow for mitigation against the current low interest environment, 
but more importantly sets-up the initial framework for a long term investment strategy that staff 
can pursue upon improvement in the economic and investment environment.   

Communications Plan 

Upon approval, the Investment Policy will be incorporated within the City’s policy manual.  In 
addition, this policy will support the City’s investment program and be referenced in future 
investment processes, controls, and reports. 

Purpose 

To obtain Council’s approval of an updated City of Vaughan Investment Policy inclusive of a new 
policy statement, fund management structure and investment parameters, performance 
measurement benchmarks and security lending program.  This is considered to be integral to 
establishing a long term investment strategy and program.   

Background - Analysis and Options 

The Municipal Act is the governing legislation for the investment of municipal funds. Ontario 
Regulation 438/97 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 
parameters in managing the City’s investment portfolio. 
 
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.  Additionally,  
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the historical low interest rate environment has created challenges in generating optimal returns 
providing the impetus to modifying the current policy to create more flexibility in investment 
approaches. 
 
The following were all considerations in an update of the Investment Policy: 
 

1. Regular review of the policy and housekeeping amendments 
2. Creation of fund management portfolio structure (e.g. separate short and long term 

portfolios) 
3. Updating the investment limit parameters 
4. Addition of new eligible investments 
5. Regular monitoring and management reporting 

 
Revision of the current Investment Policy is necessary to optimize performance and is in 
accordance with the Municipal Act 
 
A detailed review of the current investment policy was undertaken by staff.  The recommended 
amendments, as outlined in this report, support the transformation to a more diversified long term 
portfolio and to respond to the challenges of a historically low rate environment.  
 
In addition, the recommended amendments to the Investment Policy would allow for: 
 

• flexibility to adjust to changes in the capital market environment 
• expand the range of eligible investments to maximize yields 
• closer alignment of the City’s investment parameters to neighbouring municipalities, and 
• clearer identification of benchmarks to set rate of return objectives and evaluate 

performance 
 
A new Fund Management Portfolio Structure and Investment Parameters provides 
separate focus and flexibility for short and long term portfolios 
 
The current investment policy commingle the investment parameters of both short term (“Money 
Market”) and long term (“Bond”) portfolios.  It is recommended that the investment management 
structure be separated into two distinct components: 
 
 a) Short Term (“Money Market Portfolio”) 
 b) Long Term (“Bond Portfolio”) 
 
The Short Term Portfolio would consist of investments that have a maturity term of less than one 
year such as Term Deposits and Bankers Acceptances.  The Long Term Portfolio would consist 
of investments that have a maturity term of more than one year, namely Bonds.  The 
recommended change would separate out these two components; each with its own set of 
investment parameters.  The recommended changes would allow for clear and more focused 
parameters for the short and long term portfolios.   
 
Attachment 1 illustrates a chart that compares the investment parameters of old policy versus the 
new policy.  The chart shows both the portfolio and the individual limits for various types of 
Sectors and Securities and also shows a benchmark range from neighbouring municipalities.  
The amendments to this policy essentially seek to increase both the Portfolio and Individual limits 
in various sectors, but especially the Federal, Schedule I Banks and Credit Unions where there is 
the potential to earn more investment income in response to changes in the market.  Of note as 
well is the addition of Schedule III banks and Asset Backed Securities.  Both types of investments 
are allowable under the Municipal Act and are commonly found in several neighbouring 
municipality’s investment policies.     
 
  …/3 



CITY OF VAUGHAN 
 

EXTRACT FROM COUNCIL MEETING MINUTES OF APRIL 21, 2015 
 

Item 5, Finance Report No. 8 – Page 3 
 
Performance Measurement and Benchmarks will provide evaluation against objectives 
 
For the Short Term Portfolio a minimum standard benchmark against the Bank of Canada 91 Day 
Treasury Bill Yield will be used, while the Long Term Portfolio will be benchmarked against a 
blend of the FTSE TMX Canada All Government Bond Index and the FTSE TMX Canada Short 
Term Government Bond Index.  Both benchmarks are widely used passive indices and are 
considered industry standards.  Staff believe it is important to establish these performance 
benchmarks to ensure that the City’s investment program performance is transparently and 
objectively measured.    
 
Securities Lending 
 
Under the City’s current policy, staff are allowed to enter in to Custodial Service arrangements 
whereby a financial institution maintains custody of the City’s investments rather than individual 
bonds being held at the various issuing institutions.  This is a commonly held practice in the 
industry and the service is offered by only a few institutions.  In late 2014 the City of Vaughan 
opened a Custodial account in anticipation of ramping up a long term investment program.   
 
While the investments or “Securities” are in the custody of the banking institution the funds may 
be loaned, for the purpose of generating revenue on a fully indemnified basis.  This is known as 
“securities lending”.  The practice of securities lending is permitted within the Municipal Act 
Section 418, is a relatively risk-free arrangement and can be used to generate additional revenue 
on the City’s custodial portfolio.  Several GTA municipalities, for example Hamilton, Brampton, 
and York, are already using this practice to enhance their investment returns.   

Relationship to Vaughan Vision 2020/Strategic Plan 

The above recommendations are consistent with the City’s goal of organization excellence, and 
more specifically, to ensure financial sustainability in the effective management and safeguard of 
the City’s surplus funds. 

Regional Implications 

Not applicable 

Conclusion 

The City’s investment program has changed its focus from 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.   

As a result, the recommended amendments to the existing investment policy will support moving 
towards this strategy as the economic and investment environment improves.  The 
recommendations, as outlined in this report, are in accordance with the Municipal Act and the 
criteria for eligible investments under Ontario Regulation 438/97. 

Attachments 

1. Comparison of Investment Parameters – Old Vs. Updated Policy Vs. Benchmarks 
2. Updated City of Vaughan Investment Policy 
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Report prepared by: 

Alex Ly, CFA, CGA 
Senior Analyst, Development Finance and Investments 
Ext. 8312 

 
(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.) 
 
 



FINANCE, ADMINISTRATION AND AUDIT COMMITTEE APRIL 13, 2015 

INVESTMENT POLICY UPDATE 

Recommendation 

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

1. That the amended City of Vaughan Investment Policy be approved and supersede other prior 
investment policies. 

Contribution to Sustainability 

The effective management of the City’s funds and optimization to the City’s investment portfolio 
play an important role in the overall financial health of the corporation.  The City’s Investment 
Policy provides parameters for the investment of available City of Vaughan funds and helps to 
support long term financial sustainability. 
 
Economic Impact 
 
The Investment Policy, as approved by Council, sets the parameters within which staff may invest 
the City’s available funds.  The majority of the recommended amendments to the Investment 
Policy relate to increasing the flexibility of investment parameters by increasing sector and term 
limits to be invested in.  This will allow for mitigation against the current low interest environment, 
but more importantly sets-up the initial framework for a long term investment strategy that staff 
can pursue upon improvement in the economic and investment environment.   
 
Communications Plan 
 
Upon approval, the Investment Policy will be incorporated within the City’s policy manual.  In 
addition, this policy will support the City’s investment program and be referenced in future 
investment processes, controls, and reports. 
  
Purpose 
 
To obtain Council’s approval of an updated City of Vaughan Investment Policy inclusive of a new 
policy statement, fund management structure and investment parameters, performance 
measurement benchmarks and security lending program.  This is considered to be integral to 
establishing a long term investment strategy and program.   
 
Background - Analysis and Options 

The Municipal Act is the governing legislation for the investment of municipal funds. Ontario 
Regulation 438/97 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 
parameters in managing the City’s investment portfolio. 

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.  Additionally, 
the historical low interest rate environment has created challenges in generating optimal returns 
providing the impetus to modifying the current policy to create more flexibility in investment 
approaches. 
 
 
 



The following were all considerations in an update of the Investment Policy: 
 

1. Regular review of the policy and housekeeping amendments 
2. Creation of fund management portfolio structure (e.g. separate short and long term 

portfolios) 
3. Updating the investment limit parameters 
4. Addition of new eligible investments 
5. Regular monitoring and management reporting 

 
Revision of the current Investment Policy is necessary to optimize performance and is in 
accordance with the Municipal Act 
 
A detailed review of the current investment policy was undertaken by staff.  The recommended 
amendments, as outlined in this report, support the transformation to a more diversified long term 
portfolio and to respond to the challenges of a historically low rate environment.  
 
In addition, the recommended amendments to the Investment Policy would allow for: 
 

• flexibility to adjust to changes in the capital market environment 
• expand the range of eligible investments to maximize yields 
• closer alignment of the City’s investment parameters to neighbouring municipalities, and 
• clearer identification of benchmarks to set rate of return objectives and evaluate 

performance 
 
A new Fund Management Portfolio Structure and Investment Parameters provides 
separate focus and flexibility for short and long term portfolios 
 
The current investment policy commingle the investment parameters of both short term (“Money 
Market”) and long term (“Bond”) portfolios.  It is recommended that the investment management 
structure be separated into two distinct components: 
 
   a) Short Term (“Money Market Portfolio”) 
 b) Long Term (“Bond Portfolio”) 
 
The Short Term Portfolio would consist of investments that have a maturity term of less than one 
year such as Term Deposits and Bankers Acceptances.  The Long Term Portfolio would consist 
of investments that have a maturity term of more than one year, namely Bonds.  The 
recommended change would separate out these two components; each with its own set of 
investment parameters.  The recommended changes would allow for clear and more focused 
parameters for the short and long term portfolios.   
 
Attachment 1 illustrates a chart that compares the investment parameters of old policy versus the 
new policy.  The chart shows both the portfolio and the individual limits for various types of 
Sectors and Securities and also shows a benchmark range from neighbouring municipalities.  
The amendments to this policy essentially seek to increase both the Portfolio and Individual limits 
in various sectors, but especially the Federal, Schedule I Banks and Credit Unions where there is 
the potential to earn more investment income in response to changes in the market.  Of note as 
well is the addition of Schedule III banks and Asset Backed Securities.  Both types of investments 
are allowable under the Municipal Act and are commonly found in several neighbouring 
municipality’s investment policies.     
 
Performance Measurement and Benchmarks will provide evaluation against objectives 
 
For the Short Term Portfolio a minimum standard benchmark against the Bank of Canada 91 Day 
Treasury Bill Yield will be used, while the Long Term Portfolio will be benchmarked against a 
blend of the FTSE TMX Canada All Government Bond Index and the FTSE TMX Canada Short 



Term Government Bond Index.  Both benchmarks are widely used passive indices and are 
considered industry standards.  Staff believe it is important to establish these performance 
benchmarks to ensure that the City’s investment program performance is transparently and 
objectively measured.    
 
Securities Lending 
 
Under the City’s current policy, staff are allowed to enter in to Custodial Service arrangements 
whereby a financial institution maintains custody of the City’s investments rather than individual 
bonds being held at the various issuing institutions.  This is a commonly held practice in the 
industry and the service is offered by only a few institutions.  In late 2014 the City of Vaughan 
opened a Custodial account in anticipation of ramping up a long term investment program.   
 
While the investments or “Securities” are in the custody of the banking institution the funds may 
be loaned, for the purpose of generating revenue on a fully indemnified basis.  This is known as 
“securities lending”.  The practice of securities lending is permitted within the Municipal Act 
Section 418, is a relatively risk-free arrangement and can be used to generate additional revenue 
on the City’s custodial portfolio.  Several GTA municipalities, for example Hamilton, Brampton, 
and York, are already using this practice to enhance their investment returns.   
 

Relationship to Vaughan Vision 2020/Strategic Plan 

The above recommendations are consistent with the City’s goal of organization excellence, and 
more specifically, to ensure financial sustainability in the effective management and safeguard of 
the City’s surplus funds. 
 
Regional Implications 
 
Not applicable 
 

Conclusion 

The City’s investment program has changed its focus from 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.   

As a result, the recommended amendments to the existing investment policy will support moving 
towards this strategy as the economic and investment environment improves.  The 
recommendations, as outlined in this report, are in accordance with the Municipal Act and the 
criteria for eligible investments under Ontario Regulation 438/97.     

 

Attachments 

1.  Comparison of Investment Parameters – Old Vs. Updated Policy Vs. Benchmarks 
2.  Updated City of Vaughan Investment Policy 
 

Report prepared by: 

Alex Ly, CFA, CGA 
Senior Analyst, Development Finance and Investments 
Ext. 8312 
 
 
 
 



Respectfully submitted, 
 
 
 
_____________________________ 
John Henry, CPA, CMA 
Commissioner of Finance & City Treasurer 
 
 
 
_____________________________ 
Lloyd Noronha, CPA, CMA 
Director of Development Finance & Investments 



Sector / Securities
Portfolio 
Limit %

Individual 
Limit %

Portfolio 
Limit %

Individual 
Limit %

Portfolio 
Limit %

Individual 
Limit %

Federal Guarantees 50 25 100 50 100 100 Federal short term debt are the safest and most liquid instrument.  

PROVINCIAL 80 25 80 35 50-100 10-50

BANKS

Schedule I Banks
(R1-High) N/A N/A 100 50 50-100 25-100

This is a new addition that allows for greater investment opportunity.  
The investment must meet the highest short term credit rating of R1 
High. 

Schedule I Banks
(R1-Mid) 80 25 80 35 50-100 10-100

OTHER
Credit Unions and 
Loan/Trust Corporations 10 2 30 5 0-30 0-15

Asset Backed Securities N/A N/A 10 3 0-25 0-10

This is a new addition, which is an eligible investment.  The 
investment must meet the minimum short term credit rating of R1 
Mid.  

Sector / Securities
Portfolio 
Limit %

Individual 
Limit %

Portfolio 
Limit %

Individual 
Limit %

Portfolio 
Limit %

Individual 
Limit %

FEDERAL

Government of Canada 70 70 100 100 100 100
Government of Canada bonds are the safest and most liquid 
instrument.  

PROVINCIAL (AA) 70 25 70 35 70-100 10-50

                         (A) 25 15 35 15 20-100 10-15

MUNICIPALS
Municipals and School 
Boards 15 5 25 5 20-35 5-10

BANKS

Schedule I Banks 20 20 50 20 35-60 10-25

Schedule II Banks 10 2 15 5 10-20 5-10

Schedule III Banks N/A N/A 10 3 0-10 0-5

This is a new addition, which is an eligible investment.  The 
investment allows for flexibility to maximize yields and respond to 
market conditions. 

OTHER

Asset Backed Securities N/A N/A 10 3 0-25 0-10

This is a new addition, which is an eligible investment.  The 
investment allows for flexibility to maximize yields and respond to 
market conditions.  

TOTAL PORTFOLIO - 
Weighted Average Term

Setting a range from 2.5 years to 7.5 years to maturity for long term 
investments allows for the ability to respond to changing market 
conditions.  The target weighted average would be 5 years.

* Municipa l  benchmark ranges  used include Region of York, Peel , Ci ty of Miss issauga, Markham, Brampton and Hami l ton

N/A

SHORT TERM INVESTMENT PORTFOLIO
Investment Parameters

Current Policy Proposed Policy

Additional Comments

LONG TERM INVESTMENT PORTFOLIO
Investment Parameters

Current Policy Proposed Policy

Comments

2.5 - 7.5 Years to 
Maturity

Benchmark*
Municipal Ranges

Benchmark*
Municipal Ranges

ATTACHMENT 1 
 

COMPARISON OF INVESTMENT PARAMETERS – OLD VS. UPDATED POLICY VS. 
BENCHMARKS  
(Only parameters that are changing have been highlighted below.  A comprehensive list of parameters has 
been included in the new policy – see Attachment 2). 
 
Reasoning for changes that is common to all Sectors are as follows: 

• Changes provide flexibility and potential to maximize return 
• Changes better align with policies of neighbouring municipalities (e.g. York, Mississauga, 

Brampton) 
• Increases in Portfolio and Individual limits allows for ability to respond to market conditions 
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