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Staff Report
Origin

This report provides an overview of the City’s investment position for fiscal year 2016.
This report supports Council’s 2014-2018 Term Goal #7 Strong Financial Stewardship:

Maintain the City’s strong financial position through effective budget processes, the
efficient and effective use of financial resources, and the prudent leveraging of economic
and financial opportunities to increase current and long-term financial sustainability.

7.1.  Relevant and effective budget processes and policies.
7.2.  Well-informed and sustainable financial decision making.
7.3.  Tranmsparent financial decisions that are appropriately communicated to the public.

7.4.  Strategic financial opportunities are optimized.
Analysis

The City’s investment book value was approximately $980 million as of December 31, 2016.
During the year, the investment portfolio earned approximately $19 million which equates to an
annual interest yield of approximately 2.0%.

The City’s investment portfolio holds the City’s working capital that is required to pay for ongoing
operating expenditures and it is also comprised of unspent capital funds relating to the timing of
project implementation, uncommitted reserves, deposits, development cost charges and other
sources that will be expended in future years.

Permitted Investments

Under Section 183 of the Community Charter, a municipality may invest money and is not
immediately required in one or more of the following:

(a) securities of the Municipal Finance Authority;

(b) pooled investment funds under section 16 of the Municipal Finance Authority Act;

(c) securities of Canada or of a province;

(d) securities guaranteed for principal and interest by Canada or by a province;

(e) securities of a municipality, regional district or greater board;

(f) investments guaranteed by a chartered bank;

(g) deposits in a savings institution, or non-equity or membership shares of a credit union;

(h) other investments specifically authorized under this or another Act.

Investment Objectives

In accordance with Investment Policy 3703, the City’s primary investment objectives are:
1. Compliance with statutory requirements;
2. Preservation of capital,
3. Maintenance of adequate liquidity;
4. Taking into account the above constraints and requirements in maximizing rate of return.
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City’s Investment Strategy — 2017 and beyond

The City's investment portfolio will continue to be affected by the current interest rate
environment. As investments that were purchased in the past gradually mature, the City will be
reinvesting its funds at the prevailing market interest rate which is lower than our existing portfolio
yield. Despite the interest rate challenge, the City will prudently assess its short-term and long-
term cash flow requirements and will continue to reposition and rebalance its investment portfolio
to achieve policy compliance and yield optimization.

Yield enhancement strategies will continue to play a key role in the City's investment portfolio.
Conditions remain favourable to emphasize on short to medium term deposits instead of exposing
the City's investment portfolio to the volatility and the low return of the fixed income/bond market.
The short to medium term investment mandate will provide the required level of liquidity (for
capital requirements) and maximize available yield in the current interest rate environment.

Forthcoming Legislation and Banking Industry Changes

There are two major changes in the banking industry that staff is continuing to monitor.

1. Bail-in Legislation

During the global financial crisis, some financial institutions were considered “too-big-to-fail”” and
were bailed-out by large scale government support. There was widespread concern about taxpayers
funding the rescue of these institutions and that government intervention to prop up a failing company
can foster moral hazard by incentivizing companies to take more risks and investors to act less
diligently or cautiously.

In June 2016, the Government of Canada Parliament passed Bill C-15 which includes provisions to
create a bank recapitalization regime (also known as bail-in legislation), where certain liabilities of
a distressed financial institution are converted to equity.

The potential impact of this legislation to the City (and to all other BC municipal governments)
could mean that bank investment that is current permitted under the Community Charter may no
longer be considered principally guaranteed due to its convertible feature. As such, municipal
governments may need to shift their investment holdings to only federal issues, provincial issues
and short term deposits which offer lower yields and limited offerings, thereby resulting in reduced
investment income and creating budget concerns.

City staff are monitoring the development of the legislation and is waiting the Department of
Finance of Canada to release the related publication, which is scheduled to be available in
February 2017. The City will continue to assess the impact of the legislation and will act
accordingly to ensure investment activities will continue to comply with statutory requirements.
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