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2009 ANNUAL INVESTMENT REPORT 
 
(Regional Council at its meeting on February 18, 2010 amended this clause by 
adding Recommendation No. 2 as follows: 

 
2.  The Regional Clerk forward this report to the Ontario Municipal 

Employees Retirement System (OMERS) for information.)  
 
 
The Finance and Administration Committee recommends: 
1. Receipt of the presentation from Ed Hankins, Director of Policy, Risk and 

Treasury; and 
2. Adoption of the recommendation contained in the following report dated 

January 14, 2010, from the Commissioner of Finance. 
 
 

1. RECOMMENDATION 
 

It is recommended that this report be received for information. 
 
 

2. PURPOSE 
 

This is a report on the investment activities undertaken during the year 2009, as required 
by Ontario Regulation 438/97 (as amended) of the Municipal Act and the Region’s 
Investment Policy. 
 
 

3. BACKGROUND  
 
The Policy, Risk and Treasury Branch of the Finance Department manages two 
investment portfolios that had a combined maturity value of approximately $1,602 
million as of December 31, 2009. 
 
The General Fund, with a maturity value of $1,546 million at year-end ($1,193 million in 
2008), is comprised of investments held for the reserves and reserve funds, working 
capital and other funds of the corporation. General fund investments are made in 
accordance with the Investment Policy which was last updated in May 2006. 
Consideration is given to the following objectives that are set out in the Investment 
Policy: 
 

• Adherence to statutory requirements; 
• Preservation of capital; 
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• Maintaining liquidity; and 
• Earning a competitive rate of return. 
 

In addition, all investments must meet the eligibility requirements set out by Ontario 
Regulation 438/97 (as amended) of the Municipal Act which defines limits regarding the 
types of investments that are allowed. 
 
As at December 31, 2009, approximately 98% of the General Fund’s portfolio consisted 
of fixed income or interest producing investments.  The remaining 2% consisted of equity 
investments that were managed by The ONE Fund Equity Fund, a fund sponsored by 
AMO and MFOA.  The realized return on the portfolio comprised of actual interest 
received and capital gains realized, was 5.14%.  The total rate of return, after adjusting 
for market value changes and expenses was 4.28% in 2009 compared to 6.71% in 2008. 
 
The Sinking Fund, with a maturity value of $55 million at year end, (see Attachment 1) 
consists of investments held in trust on behalf of the City of Vaughan, the Town of East 
Gwillimbury, the Town of Newmarket, the Township of King and the Region of York for 
the repayment of Sinking Fund debentures.  Sinking Fund investments are made in 
accordance with a policy established by the Sinking Fund Committee which is similar to 
that of the Investment Policy.  
 
While the Region earns interest on its reserves, it does not earn (or budget for) interest 
income on property tax receipts forwarded to it by area municipalities, since these are 
paid in arrears.  The delay in receiving tax money results in a need for working capital to 
fund the day-to-day operations of the corporation.  Working capital requirements are 
funded first through the Working Capital Reserve which currently has a non-interest 
bearing balance of approximately $37 million.  Any shortfalls to the working capital are 
borrowed from reserves at a rate equivalent to the prevailing rate of return of the 
portfolio.  In 2009 the budgeted cost of financing working capital deficiencies not funded 
by the Working Capital Reserve, was approximately $1.0 million. 
 
 

4. ANALYSIS AND OPTIONS 
 

Conditions Were Challenging 
 
In 2009, North American economies continued to endure very trying times. The 
economic malaise that began in 2007 gathered momentum through 2008 and devastated 
the employment environment and consumer confidence during this past year. Both 
Canada and the United States continued to be in recession throughout most of the year 
and although both countries returned to positive growth by year end the recovery remains 
very fragile with unemployment at 8.5% in Canada and 10% in the U.S. 
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The U.S. maintained their zero interest rate policy for Federal Reserve Funds throughout 
the year (a range of 0.0% to 0.25%). While lagging U.S. interest rate cuts, the Bank of 
Canada eventually adopted a near zero rate policy as well moving the  Bank Rate from 
1.5% at the end of 2008 to 0.25% where it remained through year end. (See Graph 1) 

 
Financial markets confidence hit rock bottom in the first quarter of the year. The U.S. 
stock market hit lows last seen in 1996 and the TSX was as at levels last seen in 2003. 
Interest rates reached new cyclical lows. As the year wore on though the markets began 
to sense, if not a turn around, at least a stabilization in key parts of the economy. Low 
interest rates, fiscal stimulus packages and specific government programs designed to 
provide liquidity to credit markets began to gain some traction. By year end the TSX was 
up over 50% from its March lows and over 30% for the year. 
 
Longer term interest rates and credit spreads also began to reflect this optimism. In 
Canada, 10 year rates began the year at 2.69% and stayed in this range for the first 
quarter, dipping slightly, as the Bank of Canada continued to drop their administered 
rates to near zero. By June, the 10 year rate had moved up to 3.60% and remained in this 
range through year end. This resulted in a continuation of the steepening yield curve 
trend which began in 2008. At the beginning of the year the Canadian curve was 182 
basis points positive between 1 year and 10 year. By the end of the year it was 289 basis 
points positive. (See Graph 2) 

 

Graph 1 
Central Bank Rates – 2008/2009
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Graph 2 
Canadian Yield Curve

2008 vs 2009
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Credit concerns also eased during the year from the panic levels seen as we entered 2009. 
Interest rate differentials between 5 year Ontario bonds and 5 year Government of 
Canada bonds moved from 117 basis points at the beginning of 2009 to 35 basis points by 
year end. More dramatically 5 year bank spreads narrowed from 240 basis points to 55 
over the period (see Graph 3). 
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After the second quarter, financial markets began to anticipate an economic recovery. 
Federal grant interest rates beyond 2 years rose and stock markets started to increase in 
value. On a relative matter, provincial, municipal and corporate banks faired much better 
as interest rate spreads contracted significantly. 
 
Investment Strategy Was Defensive Yet Opportunistic 
 
The investment strategy coming into 2009 contained the following themes or 
assumptions: 
 
1. Preservation of capital by keeping defensive term exposures with the expectation that 

later in 2009 interest rates may generally increase; 
 

2. Maintain liquidity as the Region’s ability to borrow to fund its long term capital 
program may be restricted in the first part of the year; and 
 

3. Seek value added investment opportunities by: 
a) increasing allocation to corporate borrowers in anticipation of spread contraction. 
b) timely equity investments. 

 
Adhering to these strategy themes served the Region well. Although short term interest 
rates were at historic lows throughout the year, long term Government of Canada yields 

Graph 3
  5 Year Credit Spreads
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climbed steadily and ended the year at their highs.  Other securities such as provincial, 
municipal and corporate banks faired much better as yield spreads compared to Canada 
banks contracted dramatically.  The Region’s portfolio was well positioned to take 
advantage of these relationships resulting in a substantial outperformance compared to 
benchmarks. 
 
The positive 2009 results were achieved while maintaining defensive term exposures 
(averaging approximately 3.5 years) and appropriate liquidity levels, although 
maintaining liquidity came with a price as short term rates averaged well under 1.0% 
throughout the year.  This liquidity was deemed necessary as there was concern that the 
Region may not be able to access the capital markets in the first part of the year to fund 
its capital program.  To this end, staff undertook a proactive program to promote investor 
interest for the Region’s long term debentures.  This program was met with investor 
acceptance well above staff and the Region’s underwriter’s expectations. 
 
With the slump in the stock market, the opportunity was taken early in the year to add to 
the Region’s equities portfolio with the investment of an additional $5 million in the 
ONE Fund’s Equity Fund. 
 
Investment Results Outperformed Benchmarks and Peer Group 
 
As cited earlier, General Fund investment portfolio is divided into two distinct asset 
classes:  fixed income and equities.  The fixed income component (money market 
securities and bonds) represents 98% of the overall portfolio and is managed in house by 
staff of the Finance Department.  The equity component represents approximately 2% of 
the portfolio is managed by an outside professional investment firm under the oversight 
of the ONE Fund group which is sponsored by AMO and MFOA. 
 
In 2009, the General Fund earned interest income and realized capital gains totalling 
$62.6 million on an average portfolio balance of $1,218 million. This equates to a 
realized rate of return of 5.14%.  Included in these returns are over $27 million in realized 
capital gains which was significantly higher than 2008.  However, unrealized holding 
losses (mark-to market adjustments at year end) reduced the return on the portfolio by 
approximately $10.0 million dollars.  On a total return basis (mark-to-market) therefore, 
the entire portfolio including equity returns earned approximately 4.32%.  
  
Table 1 summarizes the realized and total investment returns for the General Fund for the 
years 2008 and 2009. 
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Table 1 

York Region General Fund Portfolio 
Comparison of Realized and Total Returns – 2008/2009 

 
 

Realized  
 

Total (M-T-M) 
 

 
Year 

 
Average 
Assets 

($millions) Income 
($millions)

Return  
(%) 

 
Mark-to 
Market 

Adjustments
($millions) 

Income 
($millions) 

Return 
(%) 

1,218 62.6 5.14 (10.0) 52.6 4.32 2009 
      

1,127 56.4 5.00 19.7 76.1 6.75 2008 
      

*these returns do not reflect program costs of approximately $425,000 or 4 basis points 
 
After factoring in the cost of operating the Region’s investment program of 
approximately $425,000 (staff, safekeeping, market monitoring services, transaction 
costs, etc.) the net rate of return for the General Fund was 4.28%, a net difference of 4 
basis points.  It is this rate (4.28%) that is used to compare to the Region’s designated 
performance benchmarks. 
 
Investment performance of the General Fund Portfolio is compared to two different types 
of benchmarks, a managed fund benchmark and an index fund benchmark.  Both 
benchmarks are considered appropriate as they reflect the nature and scope of the 
mandate of the Region’s investment program as intended by the Region’s Investment 
Policy. 
 
The managed fund benchmark is represented by the weighted composite returns of The 
ONE Fund’s Money Market, Bond and Equity Fund portfolio.  Each of these funds is 
professionally managed by a different investment management firm as selected and 
monitored by The ONE Fund which is sponsored by AMO and MFOA for Ontario 
municipalities.  The composite return of these funds in 2009 was 2.78%.  The returns of 
the Region’s General Fund as stated above were 4.28% resulting in excess returns over 
this performance indicator of 1.5%. 
 
The index-based benchmark is comprised of the weighted composite returns of the DEX 
(formally Scotia Capital) Money Market, Short Term Bond, Mid-Term Bond and Long-
Term Bond indices and the TSX Index return. These indices reflect the returns based on 
passive investments in these types of securities and asset sectors.  The composite returns 
for these indices in 2009 were 3.55% and therefore the Region’s portfolio returns 
exceeded this benchmark by 0.73%.  These results and comparisons for the prior four 
years are summarized in Table 2 and graphically depicted in Graph 4. 
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Table 2 

Comparison of General Fund Total Investment Returns 

ONE Fund Composite 
Benchmark 

DEX Indices Benchmark 
 

Year York General 
Fund Return 

Return Outperformance Return Outperformance
2009 4.28% 2.78% 1.50% 3.55% 0.73% 
2008 6.71% 5.64% 1.07% 4.73% 1.98% 
2007 4.04% 4.02% 0.02% 3.57% 0.47 % 
2006 4.50% 3.75% 0.75% 3.93% 0.57% 
2005 3.85% 2.31% 1.54% 2.76% 1.09% 

 
* net of program costs equal to approximately 4 basis points 
 
As an additional comparison, reference can be made to the Ontario Municipal Benchmark 
Initiative (OMBI) which compiles investment returns from a number of peer group 
municipalities.  These results are not typically reported until mid year but it should be 
noted that in 2008 (last year reported) the Region investment returns placed it first among 
the 15 reporting municipalities. 
 

 
 
 
 

 
Graph 4 
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Investment Strategy for 2010 will Look for Balance  
 
It is anticipated that the global economy will continue on the road to recovery but it is 
expected to be a bumpy ride.  The North American economy, especially the United States 
will have a less robust recovery than Asia and other emerging market countries.  Even 
Canada will probably see regionally diverse patterns of growth as Ontario should 
continue to lag both eastern and western provinces.  Unemployment rates will remain 
stubbornly high for an extended period again on a regional and country specific basis.  
Robust growth cannot be supported until such time as individual debt levels are reduced 
and the consumer is in a position to spend again. 
 
Short term interest rates should begin to rise but the question is when and at what pace. 
Notwithstanding interest rates could stay low longer than expected.  Long term interest 
rates as well are not expected to rise as fast or as much as short term rates.  Due to the 
fragility of the recovery the yield curve therefore, should be considerably flatter as 2010 
progresses. 
 
For 2010 therefore, patience will be the key and the following three themes will guide the 
Region’s investment program: 
 
1. Term exposures to be extended keeping purpose of funds in mind, ie. matching 

average term of investments to underlying life of reserves and reserve funds;  
 

2. Appropriate liquidity will be maintained through cash flow management and 
marketable short term securities; and 
 

3. Value added opportunities will be limited and therefore exposure to credit risk will be 
restricted. 

 
Holdings of Own Debt Declined in 2009 
 
As at December 31, 2009, approximately 5.5% of the total fixed income portfolio was 
invested in Region of York securities compared to 9% as at December 31, 2008.  This 
change was the result of maturities and sales of Region of York debentures exceeding 
purchases by $24.6 million during the year for the General Fund.  Information regarding 
these transactions is presented in Attachment 2. 
 
The Region’s General Fund investment portfolio at December 31, 2009 consisted of 
securities issued by the Federal and Provincial governments (45%), Canadian financial 
institutions (34%), as well as securities issued by Ontario municipal governments and 
other approved institutions (21%) (see Attachment 3).  
 
At year end, the average remaining term to maturity of the fixed income market securities 
held in the investment portfolio was approximately 1,800 days, however after factoring in 



 
Report No. 2 of the Finance and Administration Committee 

Regional Council Meeting of February 18, 2010 
 
 

cash holdings the average term declined to 1,440 days.  The maturity distribution of these 
investments, including the interest bearing bank balances is shown in Attachment 4. 
 
 

5. FINANCIAL IMPLICATIONS 
 
The careful management of the General Fund generated net investment returns of $52.2 
million in 2009 which represented approximately $18.3 million in additional return 
versus a similar sized investment with The ONE Funds and $8.9 million versus the DEX 
Indices.  Investment revenues contribute to reserves and help in defraying York Region’s 
service costs over the longer-term. 
 
 

6. LOCAL MUNICIPAL IMPACT 
 
While the return earned on investments has no direct impact on area municipalities, the 
extra revenue earned contributes to the Region’s reserves and decreases the longer-term 
need for taxes and development charges. 
 
 

7. CONCLUSION 
 
The Region’s General Fund investment portfolio performance in 2009 returned $18.3 
million (net of costs), above the Region’s principal benchmark, The ONE Fund, and $8.9 
million versus the Scotia Capital Indices.  The additional income reduces the need for tax 
or development charge revenues.  All investments met the requirements of the Region’s 
Investment Policy. 
 
For more information on this report, please contact David Williams, Manager Treasury 
and Reserves at Ext. 1620. 
 
The Senior Management Group has reviewed this report. 

 
(The four attachments referred to in this clause are attached to this report.) 
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2009 Annual 
Investment Report

Finance and Administration 
Committee

February 4, 2010

What Funds are we Investing?

o Day- to- day surpluses
o Reserves
o Sinking Fund

Presentation
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The Maturity Value of our Investments now 
Exceeds $1.5 Billion
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Our Investment Program
must meet Regulatory and Policy Requirements

Investment Policy 
Objectives:

1. Adherence to statutory 
requirements

2. Preservation of capital
3. Maintaining liquidity
4. Earning a competitive 

rate of return

Provincial Regulation
438/97 of the Municipal Act

Allowable Investments 
by:

Category/credit 
rating of issuers

Requirement for 
Municipal Investment 
Policy
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The Region can Invest in a Wide Range of
Allowable Investments

Any bond, debenture, or other indebtedness issued or guaranteed 
by:

Canada,  Province/Territory, municipality, including one’s own 
municipality
School Boards, Conservation Authorities, Non-profit Housing 
Corporations, Public Hospitals
Ontario Infrastructure Projects Corporation
Municipal Financing Authority of British Columbia
Schedule I, II or III banks, credit unions, loan corporations
Corporation commercial paper under one year term

Share Equity (which must be managed through the Local Authority 
Services Limited (LAS))

A Snapshot of our Investment Holdings – at the 
End of 2009 ($ millions)

ONE Fund
29

Ont. School 
board

32Federal
106

Bank (LT)
132

Bank (ST)
388

Provincial
590

Other Muni
185

York Region
84

Municipalities
269

Maturity Value of Investments – $1.546 Billion
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Our Long Term Investment Strategy is Defensive 
but Opportunistic

o Defensive
o Heavy reliance on government securities
o Corporate bonds are predominately short term high quality
o Maintain appropriate but not excessive liquidity
o Average term of portfolio well within life of reserves

o But….Opportunistic
o Active management has produced consistent history of capital 

gains
o Support municipal sector
o Risks are quantified and managed

Term of Investments is Shaped by our Cash Flow 
Needs

o Short term cash flow needs 
o Both capital and operating
o Delayed income until end of April
o Many large capital-related expenditures

o Long term cash flows needs
o Expected Reserve life
o Ability to issue long term debt
o Council directives
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The External Environment was Challenging in 
2009

Economic Slowdown resulting from the
housing/mortgage/credit crisis has led to increasing 
unemployment and slow growth

The Capital Market has focused on quality investments, 
including government bonds

Credit spreads widened considerably in 2008, before 
contracting in 2009 

Need to constantly review and adjust investment 
portfolio

We Adopted an Investment Strategy in 2009 to 
Optimize our Returns in Challenging Times while 

meeting our Policy Objectives

Maintained liquidity to ensure ability to self-finance
Took advantage of narrowing spreads in 2009 realizing 
record capital gains
Supported municipal bond market
Extended term as rates slowly increased
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We have Earned Nearly $120 Million in Investment 
Income in the Past Two Years 

6.7576.119.75.0056.41,1272008

4.3252.6(10.0)5.1462.61,2182009

Return
(%)

Income
($millions)

Return 
(%)

Income
($millions)

Total (M-T-M)Mark-to 
Market 

Adjustments
($millions)

Realized Average 
Assets

($millions)

Year

*these returns do not reflect program costs of approximately $425,000 or 4 basis points

We Measure our Performance Against a Variety of 
Benchmarks

Index–related - DEX
Managed Fund- ONE Funds Composite
Peer comparison – OMBI Results
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Our Investment Returns Have Exceeded 
Benchmarks for the Past 5 Years
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Return of any Municipality in Ontario
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Investment Themes for 2010

Term exposures to be extended to continue 
matching reserve and reserve funds

Maintaining appropriate liquidity through cash 
flow management and marketable short term 
securities

Value added opportunities will be limited –
exposure to credit risk will be restricted

Questions




