
 
 

Audit and Finance Standing Committee 
August 21, 2013 

September 18, 2013 
 
 
 
TO: Councillor Bill Karsten, Chair and Members of the Audit and Finance Standing 

Committee 

 
SUBMITTED BY:  

Greg Keefe, Director of Finance and Information Technology / CFO 
 
DATE:  July 4, 2013 
 
 
SUBJECT:  Investment Activities – Quarter Ending March 31, 2013 
 
 
 
ORIGIN 
 
Quarterly report of investment performance and adherence to approved Investment Policy.  
 
 
LEGISLATIVE AUTHORITY 
 
Section 121(1) of the HRM Charter requires that funds be invested pursuant to an Investment 
Policy adopted by Council and approved by the Minister of Service Nova Scotia and Municipal 
Relations or invested pursuant to the Trustee Act. Where HRM has chosen to adopt an 
Investment Policy and the Minister has approved the Policy investment activities are governed 
by this Policy. 
 
 
RECOMMENDATION 
 
It is recommended that the Audit and Finance Standing Committee forward this report to Halifax 
Regional Council as an information item. 
 
 
 
 

Original Signed
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BACKGROUND 
 
The HRM Investment Policy calls for quarterly reporting by the Treasurer to Council and the 
Investment Policy Advisory Committee (the Committee). The report for the Quarter ending 
March 31, 2013 has been reviewed by the Committee. A report from the Committee on staff’s 
compliance with the HRM Investment Policy has also been sent to the Audit and Finance 
Standing Committee meeting of August 21. 
 
DISCUSSION 
 
HRM Investment Activities  
 
HRM Money Market Pool investment performance is summarized below in comparison with the 
Mercer Investment Consulting Survey of Canadian Institutional Pooled Funds for periods ending 
March 31, 2013: 
 

Money Market Funds 3 Months (to March 31, 
2013) 

1 Year (to March 31, 
2013) 

5th Percentile .34% 1.29% 
1st Quartile .30% 1.24% 
Mercer Median .28% 1.17% 
3rd Quartile .25% 1.07% 
95th Percentile .23% .96% 
Dec 91 Day T-Bills .23% 1.03% 
HRM .30% 1.20% 

 
HRM relative performance was at the 1st quartile break for the Quarter and somewhat above 
median for the year before allowing for fees that would have been paid to an external 
management firm. The very high quality of the HRM portfolio was maintained. These positive 
relative performance figures are largely a result of locking in relatively attractive yields with a 
significant portion of the portfolio near the one year term in April 2012 when the Bank of 
Canada was threatening to raise rates in an attempt to moderate consumer borrowing. 
 
The Quarter saw 14 money market investments made at a cost of $37,173,000 with an average 
term to maturity of 96 days. This compares to last year’s 4th Quarter of 38 investments made at a 
cost of $138,167,000 with an average term of 126 days. The elevated activity level in the 4th 
Quarter of 2012 was somewhat of an anomaly that resulted from more rollovers of investments 
as the previous two Quarters had seen somewhat shorter average terms.  
 
The majority of investments this Quarter were in the shorter term to cover cash needs. When 
rates were relatively attractive some longer term Provincial investments were purchased. The 
bank account continued to provide an attractive rate of interest relative to other short term 
Financial Institution instruments and was used extensively. Some $13,000,000 of short dated 
(less than a year) Provincial Floating Rate Notes were also purchased to enhance the yield on the 
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Government portion of the portfolio. While the reset feature adds somewhat to interest rate risk, 
with at most only two resets left prior to maturity, staff believes this risk is reasonable in the 
current environment for the pickup in yield over similar dated fixed rate Provincial instruments. 
 
HRM Short Term Bond Pool 
 
The Short Term Bond Pool holds bonds to a maximum term to maturity of approximately five 
years. The $5,000,000 of bonds currently held have yields ranging from 2.21% to 3.07%. These 
bonds are guaranteed by either the Government of Canada or highly rated Provinces. There were 
no additions to the Bond Pool during the Quarter. Staff continues to look for opportunities to add  
to the Bond Pool with the ever changing outlook for future interest rates over a potential five 
year holding period and the very narrow spread on yields between the shorter and longer dated 
instruments key considerations.  
 

 
 
Cash Flows  
 
Operating Fund cash and investment balances continue at elevated levels. The dip at the end of 
March was largely due to increased transfers to Reserves however balances finished this year at 
very close to the level of the previous year. The main sources of this balance are accumulated 
funds for Retiring Allowances, the pre-payment of property taxes both from the Pre-Authorized 
Payment Program and early payments on the interim Property Tax bill and the surplus. An 
increase, relative to the previous year, in payables offset an increase in bridge financing to the 
Capital Fund.  
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During the Quarter there were six instances when the cash on deposit with the HRM banker 
exceeded the Investment Policy guidelines on a temporary basis, generally one business day. In 
four of these cases the amounts were quite minor, 0.10% of the portfolio or less. In the other two 
instances the amounts were for less than 1.50% of the portfolio. These temporary variances were 
discussed with the Committee and the Committee concurred with staff’s assessment that they did 
not constitute a material increase in risk to the portfolio.  
 
Notable Events 
 
The March 21 Federal Budget included a ‘bail-in’ policy framework to recapitalize a Canadian 
bank in the unlikely event of non-viability by converting some liabilities into capital. A public 
consultation process was promised before any regulations would be crafted. Staff will continue 
to monitor this situation closely for any suggestion that the types of investment instruments 
purchased by staff under the Investment Policy could be part of a ‘bail-in’ plan.  
 
The Office of the Superintendent of Financial Institutions formally declared the big six Canadian 
banks systemically important in March subjecting them to ‘continued supervisory intensity’, 
enhanced disclosure and a 1% risk weighted capital surcharge effective Jan. 1, 2016. These 
measures are in keeping with Basel principals and were in line with market expectations. 
 
Subsequent to End of Reporting Quarter 
 
A new Bank of Japan Governor has delivered on a promise to take more aggressive action to try 
to lift Japan out of its long term economic slump by shifting monetary policy from interest rate 
targeting to targeting the monetary base. The Bank has committed to doubling the monetary base 
in the next 18 months to try to achieve 2% inflation as soon as possible. In addition, they will 
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increase the purchase of Japanese government bonds to $531 billion per year, extend the average 
term to seven years from the current average of under three as well as buy commercial paper, 
corporate bonds, exchange traded funds and real estate investment trusts. There is no precedent 
to use to judge whether these measures will be effective. 
 
In somewhat of a surprise, Stephen Poloz was appointed Governor of the Bank of Canada over 
Senior Deputy Governor Tiff Maclem. While Mr. Poloz had been with the Bank previously his 
most recent posting has been as CEO of Export Development Canada. This connection stirred 
some market sentiment that he may lean towards more easing in Monetary Policy to weaken the 
Canadian dollar.  
 
Julie Dickson the head of the Office of the Superintendent of Financial Institutions announced 
she would not be returning in this role when her term ends in 2014. Staff believes her strong 
leadership was instrumental in creating the regulatory environment that contributed to the 
Canadian banking system relatively successfully navigating the heights of the recent financial 
crisis as well as being recognized as the soundest in the world five years in a row by the World 
Economic Forum. 
 
Outlook & Strategy 
 
Expectations of tepid growth continue to be the norm in North American economies rather it be 
for GDP or employment. Housing is an exception with the U.S. likely to show a strengthening 
recovery while in Canada stability or modest decline is most likely after a number of years of 
strong price appreciation. Many European economies appear destined to continue to break new 
unemployment records. The net result appears to be lower for longer interest rates. Recently the 
Canadian Parliamentary Budget Office suggested the Bank of Canada may be on hold until the 
middle of 2015.  
 
The usual strategy of locking rates in terms out to a year when they are ‘relatively’ attractive and 
covering shorter term cash needs when they aren’t is getting more ‘relative’ all the time. In this 
fairly flat and stable interest rate environment staff are supplementing this strategy with 
purchases of Provincial Floating Rate Notes with one or two resets left to add some yield with, in 
staff’s view, acceptable interest rate risk and purchasing Provincial instruments near the six 
month term to contribute to covering cash requirements as well as offering the potential to be 
profitably sold under the right market conditions. It is anticipated that Provincial instruments will 
continue to be favoured over Government of Canada T-Bills for the yield advantage. In a 
financial disaster / market freeze-up type scenario having virtually no Government of Canada T-
Bills could be detrimental from a liquidity perspective. However the yield pick-up appears to 
offer a reasonable trade-off for this potential risk. 
 
Policy Compliance 
 
In keeping with the recent amendments to the Policy staff has modified the Policy Compliance 
section.  
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Objectives: 
 
 Preservation of Capital - There was no loss of capital during the Quarter.  
   
 Liquidity - No overdraft charges were incurred and sufficient cash was available to meet 

all requirements. The funded ratio of the Reserves at Quarter end was 100%.    
     
 Competitive Return on Investments - The rate of return was somewhat above median for 

the year ending March 31, 2013 even before allowing for fees for external management. 
As a result, staff maintains that the Policy benchmark was met. 

     
Strategies: 
 
 Diversification of Investment Portfolio - Staff believes that diversification has been 

adequately maintained under the constraints of the Policy. 
 
 Regular Review of Performance - Performance data continues to be reported to the 

Investment Policy Advisory Committee. 
 
 Risk Management Approach – In implementing investment decisions staff seek a balance 

between the Objectives of the Investment Policy and the risks inherent in markets to look 
to achieve an optimal rate of return. 

 
 
FINANCIAL IMPLICATIONS 
 
Subject to yearend adjustments, Operating Fund Investment Income for the 2012/13 fiscal year 
was $2,080,000 versus a budget of $1,100,000. The vast majority of this positive variance was 
due to higher than anticipated cash flows as the rate of return for the year was 1.20% versus a 
budgeted rate of 1.00% 
 
COMMUNITY ENGAGEMENT 
 
Investment activities are reported quarterly to the Investment Policy Advisory Committee. The 
majority of members of this Committee (5 of 7) are volunteers from the general public. The 
Committee reports to Audit and Finance Committee of Council quarterly on staff’s compliance 
with the Investment Policy. In addition, the Committee conducts an annual review of the 
Investment Policy and makes recommendations for any changes considered appropriate. 
 
 
ENVIRONMENTAL IMPLICATIONS 
 
N/A 
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ALTERNATIVES 
 
N/A 
 
ATTACHMENTS 
 
Sector Weight Schedules @ March 31, 2013 (Schedules A,B,C,D & E) 
Appendix A - Economic Statistics and Central Bank Actions 
Appendix B - List of Eligible Investments 
Appendix C - DBRS Rating Scale 
______________________________________________________________________________ 
 
A copy of this report can be obtained online at http://www.halifax.ca/commcoun/cc.html then choose the appropriate 
Community Council and meeting date, or by contacting the Office of the Municipal Clerk at 490-4210, or Fax 490-
4208. 
 
Report Prepared by : Derek Tynski, BA, CMA, Deputy Treasurer, 490-6471   
 

______________________________________                                                                            
Report Approved by:              Jerry Blackwood, CGA, Manager of Revenue, 490-6470 
 
     
 
 
    
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Original Signed
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      Appendix A 
 
 
  

Economic Statistics 
 

 Canada US 

Unemployment Rate Jan 7.0%, Feb 7.0%, Mar 
7.2% 

Jan 7.9%, Feb 7.7%, Mar 
7.6% 

Jobs Created / (Lost) 
(‘000's) 

Jan -22, Feb 51, Mar -55 Jan +119, Feb +332, Mar 
+138 

CPI (year over year) Jan .5%, Feb 1.2%, Mar 
1.0% 

Jan 1.6%, Feb 2.0%, Mar 
1.5% 

CPI-X (Core) (year 
over year) 

Jan 1.0%, Feb 1.4%, Mar 
1.4% 

Jan 1.9%, Feb 2.0%, Mar 
1.9% 

GDP  NA Q1A 2.5% 

 
   
 
    
    

Central Bank Activities 
 

 
   
 
• January 23 Bank of Canada Maintains overnight rate at 1.0% 
• January 30 U.S. Federal Open Market Committee maintains Target Range of 0% to .25% 
• March 6 Bank of Canada Maintains overnight rate at 1.0% 
• March 20 U.S. Federal Open Market Committee maintains Target Range of 0% to .25% 
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Appendix B 
 

List of Eligible Investments 
 
The Government of Canada & Its Guarantees: 
Federal Government 
Business Development Bank 
Canada Mortgage & Housing Corporation 
Canadian Wheat Board 
Export Development Canada 
Farm Credit Corporation 
Provincial Governments & Their Guarantees: 
The Province of Alberta & Its Guarantees 
The Province of British Columbia & Its Guarantees 
The Province of Manitoba & Its Guarantees 
The Province of New Brunswick & Its Guarantees 
The Province of Ontario & Its Guarantees 
The Province of Quebec & Its Guarantees 
The Province of Saskatchewan & Its Guarantees 
Municipal Governments & Their Guarantees: 
The Municipality of Calgary & Its Guarantees 
The Municipality of Edmonton & Its Guarantees 
Financial Institutions & Their Guarantees (Tier 1): 
The Bank of Montreal & Its Guarantees 
The Bank of Nova Scotia & Its Guarantees 
Canadian Imperial Bank of Commerce & Its Guarantees 
Royal Bank of Canada & Its Guarantees 
Toronto Dominion Bank & Its Guarantees 
 
Financial Institutions & Corporations (Tier 2): 
Desjardins Group 
Caisse Centrale Desjardins 
CDP Financial Inc 
National Bank of Canada 
Ontario Infrastructure and Lands Corporation 
OMERS Finance Trust 
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Appendix C 
 

Dominion Bond Rating Service (DBRS) Rating Scale 
 
R-1 (high) 

Short-term debt rated R-1 (high) is of the highest credit quality, and indicates an entity 
possessing unquestioned ability to repay current liabilities as they fall due. Entities rated in this 
category normally maintain strong liquidity positions, conservative debt levels, and profitability 
that is both stable and above average. Companies achieving an R-1 (high) rating are normally 
leaders in structurally sound industry segments with proven track records, sustainable positive 
future results, and no substantial qualifying negative factors. Given the extremely tough 
definition DBRS has established for an R-1 (high), few entities are strong enough to achieve this 
rating. 
R-1 (middle) 

Short-term debt rated R-1 (middle) is of superior credit quality and, in most cases, ratings in this 
category differ from R-1 (high) credits by only a small degree. Given the extremely tough 
definition DBRS has established for the R-1 (high) category, entities rated R-1 (middle) are also 
considered strong credits, and typically exemplify above average strength in key areas of 
consideration for the timely repayment of short-term liabilities. 
R-1 (low) 

Short-term debt rated R-1 (low) is of satisfactory credit quality. The overall strength and outlook 
for key liquidity, debt, and profitability ratios is not normally as favourable as with higher rating 
categories, but these considerations are still respectable. Any qualifying negative factors that 
exist are considered manageable, and the entity is normally of sufficient size to have some 
influence in its industry. 
 
 


