COMMITTEE OF THE WHOLE MAY 29, 2006

2005 ANNUAL INVESTMENT REPORT

Recommendation

The Commissioner of Finance & Corporate Services and the Director of Reserves & Investments
recommends:

That this report be received for information.

Economic Impact

Investment income generated from the investment portfolio in 2005 amounted to $8.5 million.
Investment earnings are distributed to the City’s reserve funds and operating budget reducing the
need for tax revenues.

Purpose’

To report to Council on the City’s investment portfolio activities during the year 2005, 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 by O. Regulation 399/02 outlines the criteria for eligible
investments. The City’s investment policy approved by Council in October 2004 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 his 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 transaction made over the last year. The management summary will allow Council to
ascertain whether the investment activities during the reporting period have conformed to the
investment policy. 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 all investments by maturity date;

¢) 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 compared to applicable
benchmarks;

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 Reserves & Investment Department manages the investment portfolio for the City with a
maturity value of approximately $300.4 Million at December 31, 2005 ( Attachment 1 ) These
funds represent the funding requirements for day to day operations of the Corporation and
represent investments funds held in the reserves, reserve funds, working capital and other funds
of the organization. All investments were in compliance with the City’s Investment Policy
approved by Council October 25, 2004 and the Ontario Regulation 438/97 (as amended) of the
Municipal Act.

The Bank of Canada held their key overnight rate steady at 2.5% for the most part of 2005 and
began raising rates is September with an additional 2 rate hikes by year end raising the key
overnight rate 3.25%. The Bank of Canada’s mandate is to target inflation. Despite the Canadian
economy operating close to full capacity for the past few years and the lowest unemployment rate
in more than three decades, the Bank of Canada was reluctant to raise rates fearing that it would
appreciate the Canadian dollar and in turn harm net trade. However, over the summer, as the
Canadian dollar rose, exports did not appear to be influenced and the Bank began raising the
overnight rate. In turn, short term rates increased for the first time since October 2004.
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Long term interest rates are usually higher than short term interest rates, however, in 2005 long
term rates declined. Government of Canada 10-year bonds yields reached a historical low in
September of 3.73%. Although there are many economic factors influencing the bond market,
some economists believe that Asian central banks purchasing U.S. government debt was a
contributing factor to the globally suppressed long term rates.

During 2005 the investment portfolio generated investment income in the amount of $8.5 million
($6.8 million in 2004) averaging a rate of return of 2.76% outperforming the ONE Fund which
returned 2.52%. The One Fund, a benchmark used by the City, is a pooled investment fund
sponsored by AMO and MFOA for Ontario municipalities. The average term of the City portfolio
has been kept low partly due to the fact that the yield on investments of 30 days and 90 days



remained relatively equal for the first half of the year. In anticipation of a number of Bank of
Canada interest rate hikes by the end of the year, staff continued to keep the average term low in
order to maximize investment income in the longer term.

The investment portfolio is comprised of Short-term investments under 1 year (98%) and Long-
term investments over 1 year (2%). Due to unusually low interest rates and the volatile bond
market only two long-term investments were purchased in 2005. Staff is monitoring the bond
market and will invest in longer term securities as or when bond yields rise.

Relationship to Vaughan Vision 2007

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

Conclusion

In 2005 the City’s investment portfolio performed well with investment income increasing
approximately $1.8 million to that of 2004 and outperforming the City’s benchmark, the ONE Fund
by .24%. Increased investment income revenues contribute to reserves and reduces the need for
tax revenues. All investments were in compliance with the City's Investment Policy approved by
Council October 25, 2004 and the Ontario Regulation 438/97 (as amended) of the Municipal Act.

Attachments

Attachment 1 — Listing of Securities Held As At December 31, 2005
Attachment 2 — Listing of All Securities by Maturity Date
Attachment 3 — Investments Held by Institution

Report prepared by:

Ferrucio Castellarin, CGA Ext. 8271
Director of Reserves & Investments

Terry Liuni, Ext. 8354
Capital Revenue Analyst

Respectfully submitted,

Clayton D. Harris CA Ferrucio Castellarin, CGA
Commissioner of Finance & Corporate Services Director of Reserves & Investments
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