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RECOMMENDED MOTION
1. That the 2016 Investment Management Annual Report be received. 
PURPOSE & BACKGROUND
2. The purpose of this report is to discuss the Investment and Debt activities undertaken during 2016, as required by Ontario Regulation 438/97 (as amended) of the Municipal Act, 2001 and the City’s Investment Policy.  
3. Regulation 373/11 of the Municipal Act, 2001 requires certain disclosures, and these are outlined in Appendix A.  
4. The City of Barrie strives for the optimum utilization of its cash resources within statutory limitations, and the need to protect and preserve capital with near risk free investments, while maintaining solvency and liquidity to meet ongoing financial requirements.
5. The Investment Policy is to ensure the prudent management of the Corporation’s surplus funds and investment portfolio, and has the following objectives:

a) Adherence to statutory requirements;
b) Preserving of Capital;
c) Maintaining liquidity; and,
d) Earning a competitive rate of return: the investment portfolio shall be designed to attain the maximum rate of return while meeting the above three objectives.
6. Investment income was $2,378,507 for the year 2016 comprised of:  $1.06M in interest income on cash; $203K earned from short term investments; and, $1.11M in interest from promissory note. 
7. The weighted average return was 1.51% during the period.
8. Debentures in the amount of $41.9M were issued during the year.


9. Debentures were issued at a weighted average interest rate of 2.84% and a weighted average life of 15 years. This resulted in savings of 0.11% in interest rate, and 1 year in tenure compared to the planned budget. 
10. The 2016 Business Plan anticipated a weighted average interest rate of 2.95% and a weighted average life of 16 years for the debentures.
11. [bookmark: _GoBack]Debt Service Cost was $25.48M for the year comprised of:  $12.33M interest; and, $13.14M principal repayment.  At year end the City had total outstanding debentures of $303M.  
12. With the hiring of the Portfolio Manager in the 3rd quarter of 2016, the Finance Department started the process of setting up the framework and infrastructure to support its investment management program. 
ANALYSIS
Short Term Investment Activities
13. During the last quarter of 2016, the City invested in short term certificate of deposits with TD Securities, yielding an investment income of return of $203K, and an annual yield of 1.14%. 
Better Rate on Cash Holdings with the Bank
14. Interest Income was $1,064,088 for the year. The City renegotiated the rate on deposit with the Bank on the Premium Business Savings Account (PBSA).  The Bank agreed to increase the interest rate by 5 basis points. The account earns monthly interest at a Base Rate (currently 0.05%) plus a Premium rate of 1.00% which brings the current yield to 1.05% (equivalent to Prime – 1.65%).
The terms of the operating line of credit were also renegotiated. The amount was increased from $10M to $25M with the following changes on the terms of borrowing:
· Prime based: from prime to prime minus 87.5 basis point; and
· B/As Stamping Fee: from 100 basis point to 32.5 basis point.
Investment Management Infrastructure
15. The City successfully selected a Custodian Bank through an RFP process. CIBC Mellon was selected as the Custodian Bank. The role of the Custodian Bank is to:
· Settle transactions between the City and investment dealers;
· Hold securities in safekeeping on behalf of the City;
· Process corporate actions and collect income on behalf of the Corporation; and,
· Account and report on the City’s investment activities.
16. In essence the Custodian Bank is similar to a regular bank, except that the Bank holds cash and the Custodian holds securities.
17. The agreement with the Custodian was signed in January 2017. The account set up process was completed in mid-April 2017.


Establishment of Relationship with Investment Dealers
18. The fixed Income securities market is a dealers market with no centralized exchange as it is the case with the stock market. In order to trade, market participants have to set up relationships with one another.
The City established relationships with the following investment dealers for the purpose of trading fixed income products:
· TD Securities;
· RBC Capital Markets
· CIBC World Markets
· BMO Capital Markets
· National Bank
· Scotia Capital

Establishment of Relationship with ONE Investment Program

19. The City set up two accounts with the ONE Investment program. A High Interest Savings Account and an investment account for the purpose of holding securities (Money Market fund, Bond fund, Corporate Bond fund and Equity fund).  The ONE Investment Program is a co-mingled investment program jointly operated by LAS, and CHUMS Financing Corp designed specifically for the municipal and broader Ontario public sector.
Market Data Provided by Bloomberg L.P.
20. On the technology front, the City established a relationship with Bloomberg L.P. for access to pricing feed, markets and securities analytics. The Bloomberg platform allows the City to have access to real time information and competitive pricing from its roster of dealers. Requests for quotation can be simultaneously sent to multiple dealers and pricing received instantaneously with inventory levels. The platform provides access to markets moving news feed. It also allows the City to explore innovative financial strategies including swaps and hedging contracts.
Outlook for 2017
21. The current low yield environment is expected to last for the next 3 to 5 years. The Federal Reserve (Fed) started to gradually increase its benchmark policy rate. The Bank of Canada (BoC) is expected to follow suit on the back of improved momentum in the economy. Economists at TD Bank expect two rate hikes in 2018 from the BoC.
Key risks include monetary and fiscal policies enactment in the US against a backdrop of political uncertainty. The impact of trade protectionism south of the border, the stress on the housing market, and household credit could dampen economic momentum in Canada.
Investment Management Strategy and Framework
22. The investment management process starts with the selection of a suitable benchmark to evaluate the portfolio performance. The benchmark determines the strategy used to achieve the portfolio goals.


There are two main objectives of fixed income portfolio management:
a) Benchmark-driven Investing (BDI)
This objective is appropriate for a portfolio without a specific liability or set of liabilities. The best example is a bond mutual fund. Mutual funds have free hands to manage investors' funds because they do not have specific liabilities to meet. In this context, an index of the bond market, for instance, is used as a benchmark to gauge investment performance.
b) Liability-driven Investing (LDI)
On the other hand, investors in the liability-driven investing category have liabilities that the portfolio funds need to meet. For example, pension funds have liabilities for their pensioners to pay pension amounts after the retirement of the pension plan members.
Investment performance is measured against how effectively the portfolio is generating funds to pay out cash flows related to the liabilities (benchmark).
Treasury portfolios like the City’s also fall under this category because funds are needed for specific budget items. Therefore, the cash flow stream, could be used as an appropriate benchmark for the City’s portfolio.
Cash Flow Matching Strategy
23. Cash flow matching is the type of LDI strategy that is designed to generate enough cash flows to successfully meet future liabilities. This strategy immunizes the portfolio against interest rate risk, and essentially targets the liquidity requirement of the City’s portfolio.
In order for this strategy to be successful, the cash flow forecast must be robust. The projected timing and size of cash outflows must closely reflect reality. Capital spending constitutes the major challenge to an accurate cash flow forecast.
The main risk in fixed income investing is interest rate risk. As market yields increase, bond prices fall and vice versa. The cash flow matching strategy immunizes a bond portfolio against interest rate risk because bonds are not sold to produce income. Instead, coupons and maturing bonds are used to meet cash requirement as they come due.
Innovation Corner
24. The City, through BHHI, entered into its first swap transaction as an innovative means of financing.  With an interest rate of 1.8% over 5 years, this transaction resulted in cost savings of $553K for BHHI in addition to the flexibility the instrument provides. Within the limitations of the Municipal Act, 2001 the City anticipates adding this instrument to its borrowing options in the future.
In addition, staff met with Infrastructure Ontario representatives to discuss the current process of issuing debentures. Infrastructure Ontario has agreed to create a process map tailored to the needs of the City, and to offer alternative borrowing options. The City was able to secure a lower interest rate on the December debenture issuance using an alternative method of interest rate confirmation.


ENVIRONMENTAL MATTERS
25. There are no environmental matters related to the recommendation.  
ALTERNATIVES
26. As this report is provided for information and compliance with provincial legislation, there are no alternatives.
FINANCIAL
27. There are no direct financial implications for the Corporation resulting from the proposed recommendation.
LINKAGE TO 2014-2018 STRATEGIC PLAN
28. The recommendation included in this Report supports the following goals identified in the 2014-2018 Strategic Plan:
	· Vibrant Business Environment 

	· Responsible Spending 



APPENDIX “A”

Regulatory Disclosures
i) Performance
The Corporation of the City of Barrie earned an average return of 1.51% in 2016.
ii) Asset Allocation
The City invested in certificate of deposits and mainly held cash throughout the year.
iii) Securities Holdings at Year End
None.
iv) Portfolio Yield to Maturity
Not applicable.
v) Maturity Distribution
Not applicable.
vi) Investment in Own Securities
None.
vii) Statement of Treasurer regarding Compliance with Investment Policy
I, Craig Millar, Treasurer of the City of Barrie hereby state that in my opinion, all investments were made in accordance with the investment policies and goals adopted by the City.
viii) Statement of Treasurer regarding Quality of Investment
I, Craig Millar, Treasurer of the City of Barrie state that none of the investments fell below its required standard during the period covered by this report.


	




C. Millar, MBA, CPA, CGA
Director of Finance and Treasurer
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