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2010 ANNUAL INVESTMENT REPORT 
 
The Finance and Administration Committee recommends the adoption of the 
recommendation contained in the following report dated January 20, 2011, from 
the Commissioner of Finance. 

 
 

1. RECOMMENDATION 
 

It is recommended that this report be received for information. 
 
 

2. PURPOSE 
 

This report discusses the investment activities undertaken during 2010, 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 on behalf of the Region that had a combined maturity value of 
approximately $1,686 million as of December 31, 2010. 
 
The General Fund, with a maturity value of $1,585 million at year-end ($1,546 million in 
2009), 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 has the following objectives: 
 

• Adherence to statutory requirements; 
• Preservation of capital; 
• 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, 2010, 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 Investment Program, a fund sponsored by 
the Association of Municipalities of Ontario (AMO) and the Municipal Finance Officers 
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Association of Ontario (MFOA).  The total rate of return, after adjusting for market value 
changes and expenses was 5.48% in 2010 compared to 4.28% in 2009. 
 
The Sinking Fund, with a maturity value of $99 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 York Region 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 (nor 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 2010 the budgeted cost of financing working capital deficiencies not funded 
by the Working Capital Reserve, was approximately $1.0 million. 
 
 

4. ANALYSIS AND OPTIONS 
 
The Canadian economy performed better than the US economy in 2010, but 
was still affected by problems south of the border 
 
As 2010 began, expectations were that North American economies would shake off the 
effects of the “Great Recession” of 2008-2009. Massive amounts of monetary and fiscal 
stimulus, particularly in the United States, resulted in stronger economic growth heading 
into 2010. This strength continued through the first quarter but faltered into the spring. 
The hard realities of a continuing malaise in the U.S. housing and employment markets 
started to slow their economy again and market participants began to fear a double dip 
recession scenario. Canada’s domestic economy was not as hampered by housing and 
employment woes and experienced reasonable internal growth. The export sector, 
however, continued to be affected by problems in the U.S.  It was not until the last 
quarter of the year, after another round of monetary easing and tax cuts in the U.S. that 
economic indicators started to suggest a stronger pace of North American growth. 
 
Interest rates remained at historically low levels 
 
For a second straight year the U.S. maintained their historical low interest rate policy for 
Federal Reserve Funds. The Bank of Canada continued its low rate policy as well through 
the first half of 2010, maintaining a bank rate of 0.25%. However, steady employment 
growth and an increasingly robust housing market prompted the Bank to increase rates 
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three times to 1.00% by the end of the summer. This rate has remained in place through 
year end. (See Graph 1). 
 

Graph 1 
Central Bank Rates 

2009/2010

0.00

0.25

0.50

0.75

1.00

1.25

1.50

1.75

Jan Feb Mar Apr May Jun Jul Aug Sept Oct Nov Dec

%

Bank of Canada Rate - 2010

Bank of Canada Rate - 2009

US Fed Fund Rate - 2009 and  2010

 
Financial markets have rallied based on stimulative Fiscal and Monetary 
Policies 
 
Financial market confidence entered the year quite high. The strength seen in both the 
U.S. and Canadian stock markets in the latter part of 2009 continued through the first 
quarter. Longer term interest rates remained firm. News of trouble in peripheral European 
economies and a renewed focus on problems in the U.S. soon turned market sentiment 
sharply negative. Stock markets plunged and turned negative on the year. Longer term 
rates also significantly dropped. An announcement in the summer by the U.S. Federal 
Reserve Bank that they would embark on a new round of monetary easing and an 
unexpected tax cut by the U.S. government in the fall caused a complete turnaround in 
both the financial markets. Stocks rallied strongly and the TSX ended up 14% on the 
year. 
 
The interest rate curve has flattened 
 
Longer term interest rates had a volatile year but did end lower than they began. In 
Canada, 10 year rates began the year at 3.77% and dropped to as low as 2.68% in the fall 
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before ending at 3.12%. With the Bank of Canada raising short term rates in the middle 
of the year the bond market saw a reversal of the steepening yield curve trend that began 
in 2008. At the beginning of the year the Canadian curve was 289 basis points positive 
between 1 year and 10 years. By the end of the year it had flattened to 212 basis points. 
(See Graph 2) 

 
 
Credit spreads remained constant 
 
Credit conditions in the Canadian market were very constant throughout the year. 
Sovereign credit concerns out of Europe did result in a minor widening of interest rate 
differentials between 5 year Ontario bonds and 5 year Government of Canada bonds. 
They moved from a spread of 35 basis points at the end of 2009 to 40 basis points at the 
end of 2010. Similar small movements were seen in 5 year bank and municipal spreads. 
(see Graph 3) 

Graph 2 
Canadian Yield Curve as at December 31st 

2009 vs 2010

0.00 

0.50 

1.00 

1.50 

2.00 

2.50 

3.00 

3.50 

4.00 

1 2 3 4 5 6 7 8 9 10 
Maturity (Years)

 Yield (%) 

2009

2010



 
Report No. 3 of the Finance and Administration Committee 

Regional Council Meeting of March 24, 2011 
 
 

2010 investment strategy focussed on balance and term management 
 
The investment strategy coming into 2010 emphasized the need for patience and 
contained the following themes: 
 
1. Term exposures were to be extended keeping purpose of funds in mind; 
2. Appropriate liquidity would be maintained through cash flow management and 

marketable short-term securities; and 
3. Value added opportunities would be limited and therefore exposure to credit risk 

would be restricted. 
 
Following these themes proved beneficial to overall investment returns.  The Region’s 
portfolio took advantage of higher rates available in the spring to extend term thereby 
increasing the average yield of the portfolio and providing the opportunity to realize 
substantial capital gains later in the year as interest rates fell. 
 
Liquidity levels were prudently managed during the year through rigorous cash flow 
forecasting, thereby minimizing the impact of historically low short-term interest rates.  
Treasury staff was conscious of the cost of maintaining too much liquidity as short-term 
interest rates averaged less than one percent during the year while the portfolio realized 
returns exceeding five percent for longer term securities. 
 
As expected, value added opportunities based on credit exposures were limited as interest 
spreads between corporate and government securities did not change materially 
throughout the year.  The portfolio was able to benefit however from careful but effective 
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term management strategies.  These strategies resulted in over $28 million of realized 
capital gains representing a new historical high for the Region. 
 
Investment results significantly outperformed benchmarks 
 
As cited earlier, the 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, representing approximately 2% 
of the portfolio, is managed by an outside professional investment firm under the 
oversight of the ONE Investment Program which is sponsored by AMO and MFOA. 
 
In 2010, the General Fund earned interest income and realized capital gains totalling 
$64.8 million on an average portfolio balance of $1,321 million. This equates to a 
realized rate of return of 4.91%.  Included in these returns are over $28 million in realized 
capital gains compared to $27 million in 2009.  Unrealized gains (mark-to market 
adjustments at year end) increased the return on the portfolio by approximately 
$7.8 million dollars.  On a total return basis (mark-to-market) therefore, the entire 
portfolio including equity returns earned approximately 5.50%.  
  
Table 1 summarizes the realized and total investment returns for the General Fund for the 
years 2009 and 2010. 
 

Table 1 
York Region General Fund Portfolio 

Comparison of Realized and Total Returns – 2009/2010 
 

 
Realized  

 
Total (M-T-M) 

 

 
Year 

 
Average 
Assets 

($millions) Income 
($millions)

Return  
(%) 

 
Mark-to 
Market 

Adjustments
($millions) 

Income 
($millions) 

Return 
(%) 

1,321 64.8 4.91 7.8 72.6 5.50 2010 
      

1,218 62.6 5.14 (10.0) 52.6 4.32 2009 
      

*these returns do not reflect program costs of approximately $273,000 or 2 basis points 
 
After factoring in the cost of operating the Region’s investment program of 
approximately $273,000 (staff, safekeeping, market monitoring services, transaction 
costs, etc.) the net rate of return for the General Fund was 5.48%, a net difference of 2 
basis points.  It is this rate (5.48%) that is used to compare to the Region’s designated 
performance benchmarks. 
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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 Investment Program’s Money Market, Bond and Equity portfolios.  Each of these 
funds is professionally managed by a different investment management firm as selected 
and monitored by the ONE Investment Program.  The composite return of these funds in 
2010 was 2.47%.  The returns of the General Fund were 5.48% resulting in excess returns 
over this performance indicator of 3.01%. 
 
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 2010 were 4.17% and therefore York Region’s portfolio return 
exceeded this benchmark by 1.31%.  These results and comparisons for the prior four 
years are summarized in Table 2 and graphically depicted in Graph 4. 
 

Table 2 
Comparison of General Fund Total Investment Returns 

ONE Investment Program  
Composite Benchmark DEX Indices Benchmark 

 
Year York General 

Fund Return Return Outperformance Return Outperformance
2010 5.48% 2.47% 3.01% 4.17% 1.31% 
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% 

 
Not only have the Region’s portfolio returns exceeded both of its benchmarks over the 
past five years as shown in Table 2 and Graph 4, portfolio returns have, in fact, exceeded 
benchmarks every year since 2002. 
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Graph 4 
Comparison of General Fund 
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Investment returns highest in peer group 
 
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 2009 (last year reported) the Region investment returns placed it first among 
the 15 reporting municipalities for the second consecutive year.  Graph 5 compares our 
investment returns in 2009 with other upper-tier Ontario municipalities as well as the 
overall average of all OMBI participants. 
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Interest rates are expected to rise as economy recovers in 2011 
 
Although concerns still exist that the economic recovery will face headwinds, it is 
generally expected that the fiscal and monetary measures implemented to date by most 
governments and central banks will promote global growth in 2011.  Issues relating to 
European sovereign credits will continue to crop up but these are anticipated to fade as 
bail out and austerity programs will hopefully alleviate the problem. 
 
The major focus will once again be on the U.S. economy and more specifically the 
employment situation.  Although corporate balance sheets and earnings are in excellent 
shape, it is now a matter of when do American corporations start to hire.  Last year’s 
annual investment report indicated that “growth cannot be supported until such time as 
individual debt levels are reduced and the consumer is in a position to spend again”.  
Debt levels are coming down in the U.S. and Canada is taking steps to address consumer 
debt levels as well.  Consumers are however, still concerned about either finding a job or 
holding on to their job.  This situation is expected to improve as the year unfolds and the 
North American economies continue to grow. 
 
The issue will then be how the central banks react to an improving economic 
environment and how fast short-term interest rates will increase thereafter.  Longer term 
rates (those over 5 years) have already risen in anticipation of stronger growth, higher 
debt levels and possible inflation pressures.  This year is therefore, expected to be a 

Graph 5 
Portfolio Performance vs OMBI Peers
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volatile time for fixed income markets.  The general trend will be for much higher short-
term and mid-term interest rates and somewhat higher long-term rates. 
 
Investment Strategy for 2011 will emphasize liquidity needs 
 
Our investment strategy for 2011 will be formulated on two key factors: 
 
1. Market view; and 
2. Liquidity needs. 
 
The market view, as described above is expected to be an influencing factor whereas 
liquidity is expected to be a dominating factor.  Managing liquidity needs in 2011 will 
take a higher priority than it has in prior years.  This change in priority comes as a result 
of the impact of the long-term capital program and our own overall financial position.  
Specific issues relating to the long-term borrowing program have made it necessary to 
increase cash balances within the portfolio including: 
 
1. Timing of debenture issues; 
2. Access to capital markets; 
3. Adjustments, if needed, to comply with the OMB approval process for capital 

financing; and 
4. Use of reserves for interim or long-term financing. 
 
All these issues underscore the need to maintain higher levels of cash and short-term 
securities.  This need will persist potentially over one or two years and will come at a cost 
to portfolio performance.  To increase liquidity, it will be necessary to increase the 
amount of funds held in cash and short-term securities (those securities with maturities 
under two years).  This will be accomplished by rolling over maturing investments and 
investing new cash in short-term money market securities and also by selling some longer 
term securities.  Because short-term rates are significantly lower than longer term rates 
(one percent compared to four percent or higher), it is expected that the portfolio will 
have a much lower average yield (approximately 2.5% compared to 3.5%).  The portfolio 
will also have less flexibility to capitalize on market opportunities thereby limiting 
potential capital gains which have averaged more than $20 million over the past three 
years.  It is forecasted that this liquidity requirement will lower realized investment 
returns by as much as two percent in 2011 equating to a decline of approximately forty 
percent (40%) in realized investment returns.  
 
Therefore the following themes will guide this year’s investment program: 
 
1. Maintain adequate liquidity to support and if required finance capital projects 

throughout 2011 and potentially longer. 
2. Structure portfolio to anticipate rising short and mid-term interest rates. 
3. Enhance returns through value-added term and credit opportunities. 
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Holdings of own debt declined in 2010 
 
As at December 31, 2010, approximately 4.5% of the total fixed income portfolio was 
invested in York Region securities compared to 5.5% as at December 31, 2009.  This 
change was the result of maturities and sale of our own debentures exceeding purchases 
by $14.2 million during the year for the General Fund.  Information regarding these 
transactions is presented in Attachment 2. 
 
The General Fund investment portfolio at December 31, 2010 consisted of securities 
issued by the Federal and Provincial governments (49%), Canadian financial institutions 
(29%), as well as securities issued by Ontario municipal governments and other approved 
institutions (12%) (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 1,932 days, however after factoring in 
cash holdings the average term declined to 1,427 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 $72.3 
million in 2010 which represented approximately $39.8 million in additional return 
versus a similar sized investment with The ONE Investment Program and $17.3 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 York Region’s reserves and decreases the longer-term 
need for taxes and development charges. 
 
 

7. CONCLUSION 
 
The General Fund investment portfolio performance in 2010 returned $39.8 million (net 
of costs), above the principal benchmark, The ONE Investment Program and $17.3 
million versus the DEX Indices.  The additional income reduces the need for tax or 
development charge revenues.  All investments met the requirements of the approved 
Investment Policy. 
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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.) 

 




































