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Investment Activities- Quarter ending December 31, 2013 

INFORMATION REPORT 

Aprill6, 2014 meeting of the Audit & Finance Standing Committee, Item No. 9.1.5 

LEGISLATIVE AUTHORITY 

The principle role of the Audit and Finance Standing Committee is to provide advice to Council 
on matters relating to Audit and Finance. In particular, Section 3.2.6 of the Audit and Finance 
Standing Committee's Terms of Reference shall •Review as required, any other policies, 
procedures, forecasts, reports or process as agreed to mutually by the Municipalities CAO and 
the Conunittee". 

BACKGROUND 

Staff has committed to provide Council with quarterly financial reports. The reports were 
received at the April 16, 2014 meeting of the Audit and Finance Standing Committee. 



Quarter Ending December 31, 2014 
Council Report 

DISCUSSION 

-2- May 13,2014 

The Audit and Finance Standing Committee considered the staff report dated March 20, 2014 
and forwarded it to Halifax Regional Council as an Infonnation item. 

FINANCIAL IMPLICATIONS 

As outlined in the staff report dated March 20, 2014. 

CO~TYENGAGEMENT 

All meetings of the Audit and Finance Standing Committee are open to the public and agendas, 
reports and minutes are available on the web in advance of meetings 

ATTACHMENTS 

l. Staff report dated March 20, 2014 

A copy of this report C<lJ1 be obtained online at hup://www.hnlifax.ca/counciVogendasc/cagenda.htmlthcn choose the appropriate 
meeting date, or by contacting the Office of the Municipnl Clerk at 490-4210, or Fax 490-4208. 

Report Prepared by: Liam MacSween, Legislative Assistant, 490-6521 
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TO: Councillor Bill Karsten, Chair and Members of the Audit and Finance Standing 
Committee 

Original Signed 

SUBNDTTEDBYf '"~· --~~~----~~----~~~~~------------­
Greg Keefe, Director of Finance and ICT I CFO 

DATE: March 20, 2014 

sUB mer: Investment Activities - Quarter Ending December 31, 2013 

ORIGIN 

Quarterly report of investment perfonnance and adherence to approved Investment Policy. 

LEGISLATIVE AUTHORITY 

Section 121{1) of the HR.M 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 Acl 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 infonnation item. 
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BACKGROUND 

April16, 2014 

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 
December 31, 2013 has been reviewed by the Conunittee. 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 Aprill6. 

DISCUSSION 

HR.M Investment Activities 

HRM Money Market Pool investment perfonnance is summarized below in comparison with the 
Mercer Investment Consulting Survey of Canadian Institutional Pooled Funds for periods ending 
December 31, 2013: 

Money Market Funds 3 Months (to Dec. 31, 2013) 1 Year(toDec.31,2013) 
sm Percentile .34% 1.29% 
1" Quartile .31% 1.23% 
Mercer Median .30% 1.19% 
3ra Quarti1e .27% 1.06% 
9510 Percentile .25% 1.00% 
Dec 91 Di!Y T-Bills .25% 1.01% 
HRM .29% 1.18% 

Relative performance was just below median for the 3 month and 1 year periods before allowing 
for fees that would be charged by an external management company. This slight decline in 
relative performance was not unexpected given the very high quality of the HRM portfolio and 
the recent flatness of the Money Market yield curve. 

As demonstrated by the graph below, from a longer term perspective relative performance is 
generally in line with the Mercer Median before allowing for fee savings. 
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The Quarter saw 88 money market investments made at a cost of $382,934,060 with an average 
tenn to maturity of 103 days. This compares to last year's 3rd Quarter of 72 invesonents made at 
a cost of $287,916,105 with an average tenn of 86 days. The elevated activity level in the 
Quarter compared to last year was due to more rollovers of investments. There was 
$307,000,000 of maturities during the Quarter versus $188,000,000 last year. 

Funds held in the new investment bank accounts ramped up to $49,000,000 by the end of the 
Quarter with two of the accounts being partially funded. Incremental income over the likely yield 
on the instruments usually purchased-from fmancial institutions was $9,794 for the Quarter. 

Funds held on deposit with the primary HRM banker exceeded the Policy guideline by some 
$1,200,000 for one business day. Staff discussed this with the Committee and they agreed with 
staff that this minor temporary variance did not constitute a ·material increase in risk to the 
portfolio. It should be noted that negative figures in the Sector Weight Schedules for Scotiabank 
were not actual overdrafts but rather reflected the encumbrance of funds for payments to be 
issued on the next business day. The negative Limit Available amounts shown on two of the 
Schedules for Bank of Montreal reflect portfolio allocations for these Funds while on a Total 
Portfolio basis Umit was available. 

The cumulative incremental gross investment income from the 2007 Policy change that 
expanded the Non~Govemment Sector Weight was $870,345.79 or a $14,168.46 increase during 
the Quarter. 
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HRM Short Term Bond Pool 

April 16, 2014 

While there are certainly other economic and financial market factors at play, bond yields have 
yet to get back to the levels in the summer when the tapering of the $85 billion of monthly bond 
purchases by the U.S. Federal Reserve was only anticipated versus when tapering actually began 
in December. With this volatility in mind, staff have not added to the Bond Pool since the peak 
levels in the summer in anticipation better rates. While the economic backdrop has certainly not 
been robust it has at least been constructive suggesting higher yields in the future. CUITeOtly the 
Bond Pool totals some $16,000,000 with yields ranging from 1.94% to 3.07%. 

0.8 +----........ ------..- -------------..-
Apr·20l.J 

Cash Flows 
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- 2Vear 
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- svear 
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Operating Fund cash and investments trailed the previous year particularly during the initial pan 
of the Quarter. The negative aspects came from a delay in the receipt of Federal Grants in Lieu 
by a couple of weeks, a payment of some funds from the accumulated surplus to Halifax Water 
and a somewhat higher level of capital expenditures early in the Quarter. As the Quarter 
progressed capital expenditures trended lower than the previous year and the Federal Grants in 
Ueu were received bringing cash and investment levels more in line with the previous year. 



Investment Activities - Quarter Ending 
December 31, 2013 
Audit and Finaoce Standing Committee • 5 • April16, 2014 

Operating Fund cash & 
Investments 

(Month End Balances) 

$300 r------------------- -----
$250 t-~JIP"~;::-------~::;;;iiC"" ______ _ 

i $200 

5 st~ ~~~._~~~~~--~~~~~~~~----

2stoo +-------~~~~~~~~-----~~~~r--­
sso +-------------~~~~--------------~~~~ 
$0 ~-~~~~--~-~~~--~--~-r-~~~~~ 

SubseQPent to End of Re:portina Quarter 

- 10/11 

-+-11/12 

~12/13 

-*'"13/14 

At its January 22 and March 5 meetings the Bank of Canada reiterated its view that inflation will 
remain below target for a considerable period of time increasing the risks that a negative shock 
could send inflation uncomfortably low. Elevated household debt levels, however, are acting as a 
restraint on the potential for a decrease in the Bank of Canada Target Rate from its already 
extremely low level. It has been suggested by some commentators that projected surpluses for 
future years in the Federal Budget tabled February 11 will take pressure o,ff the Bank of Canada 
to act as this will allow for fiscal stimulus in 2015 and beyond from potential tax cuts and 
increases in Federal spending. 

In an unusual show of bipartisanship, the U.S. House of Representatives and Senate voted to 
raise the debt ceiling in February without the usual drama relieving markets of one potential 
source of anxiety. 

Early indications are that the transition of the Chairmanship of the U.S. Federal Reserve from 
Bemanke to Yellen will be smooth with little change in message or policy. 

Staff has been advised that RBC Investor Services. the HRM custodian, will be closing their 
Halifax Office. While unfortunate. staff does not anticipate any operational impacts as virtually 
all day to day activity is conducted electronically or with their Toronto operations. 

Outlook & Strategy 

While economic growth in the major economies has been agonizingly slow, particularly for the 
unemployed, it is at least growth versus contraction. Crawling in the right direction may be an 
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apt analogy. Consensus expectations are for this trend to continue. This opens the door for more 
forward looking markets, like the bond market, to provide modestly higher yields. With Central 
Bank administered rates fumly entrenched for what looks like the foreseeable future there is less 
potential for anything more than a very modest backup in rates in the Money Market segment. 
While in Canada a negative economic shock could force the Bank of Canada's hand to actually 
cut rates, something viewed as a low probability. 

This backdrop will make fmding yield in the Government half of the portfolio challenging as 
funds come in for the interim property tax billing in April. Strategies used in the past such as the 
purchase of Floating Rate Notes within a couple of resets of maturity have gotten expensive, i.e. 
rates offered are not that attractive on a risk reward basis. The Money Market yield curve out to 
the one year term is particularly flat so there is little to be gained by locking in near the one year 
term particularly as we see an actual rate cut by the Bank of Canada as fairly unlikely. While still 
assessing options. staff may use shorter term government instruments more to cover off shorter 
term cash needs than in the pasl This could allow the higher yielding investment bank accounts 
to retain more funds. 

Policy Compliance 

In keeping with the recent amendments to the Policy staff has modified the Policy Compliance section. 

Objectives: 

Preservation of CApital -There was no Joss of capital during the Quarter. 

Liguidity - No overdraft charges were incurred and sufficient cash was available to meet all 
requirements. The funded ratio of the Reserves at Quarter end was I 00%. 

Competitive Return on Investments - The rate of return was slightly below median for the year 
ending December 31. 2013 before allowing for fees that could have been paid to an external 
management firm. On an after fee basis the rate of return would have been above median so staff 
maintains that the Policy benchmark was met. 

Strategies: 

Diversification of Investment Portfolio- Staff believes that diversification has ~n adequately 
maintained under the constraints of the Policy. 

Regular Review of Perfonnance - Performance data continues to be reported to the Investment 
Policy Advisory Committee. 

Risk Management Approach -In implementing investment decisions staff seek a balance 
between lhe Objectives of the Investment Policy and the risks inherent in markets to look to 
achieve an optimal rate of return. 
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FINANCIAL IMPLICATIONS 

April16, 2014 

Operating Fund Investment Income for the nine months ending December 31, 2013 was $1,611,000 
versus a budget of $1,630,000 with actual rate of return being .88% versus a budget of .87%. Staff 
anticipates that Operating Fund Investment Income will be approximately $2.035,000 for the fiscal year 
versus the budget of $2,000,000 reflecting some improvement in cash flow trends, somewhat higher 
returns form the phase in of the investment bank accounts and a recent Accounting policy change to not 
pay interest on the Operating Cost of Capital Reserve. 

COMMlJNID' ENGAGEMENT 

Investment activities arc reported quarterly to the Investment Policy Advisory Committee. The majority 
of members of this Committee (4 of 6) 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. 

ENYDU)NMINfAL IMPLICATIONS 

N/A 

ALTEBNATJVES 

N/A 

ATIACHMENIS 

Sector Weight Schedules@ December31, 2013 {Schedules A.B.C.D & E) 
Appendix A - Economic Statistics and Central B;mk Actions 
Appendix B - List of Eligible Investments 
Appendix C - DBRS Rating Scale 

A copy of this report can be obtained online at http:l/www.halifax.calcommcounlcc.html then choose the appropriate 
Community Council ond meeting date, or by contacting the Office of the Municipal Clerk at 4904210, or Fax 490-
4208. 

Repon Prepared by : 

Repon Approved by: 

Derek Tyns~A, CMA. Deputy~r. 4!)0.647i 

Original Signed 
~wood. COA, Mmlll:....:er;;...._of-Re-veo-ue-, 490-6470 
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Appendix A 

Economic Statistics 

Canada us 
Unemployment Rate Oct 6.9%, Nov 6.9%, Dec Oct 7.2%, Nov 7%, Dec 

7.2% 6.7% 
Jobs Created I (Lost) Oct 13, Nov 22, Dec (46) Oct 200, Nov 241, Dec 
J'OOO's) 74 
CPI (year over year) Oct. 7%, Nov .9%, Dec Oct 1.0%, Nov 1.2%, 

1.2% Dec 1.5% 
CPI-X (Core) (year Oct 1.2%, Nov I .I%, Dec Oct 1.7%, Nov l.7%, 
over year) 1.3% Dec 1.7% 
GDP TBA Q4A3.2% 

Central Bank Activities 

October 23rd Bank of Canada Maintains overnight rate at 1.0% 
November 03 U.S. Federal Open Market Committee maintains Target Range of 0% to 
.25% 
December 04 Bank of Canada Maintains overnight rate at I .0% 
December 14th U.S. Federal Open Market Committee maintains Target Range of 0% to 
.25% 
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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 Govenunents & 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 
The Province of Nova Scotia 
Municipal Govenunents & Their Guarantees: 
The Municipality of Calgary & Its Guarantees 
Fmanciallnstitutions & 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 2l: 
Desjardins Group 
Caisse Centrale Desjardins 
CDP Financial Inc 
National Bank of Canada 
OMERS Finance Trust 

April16, 2014 

AppendixB 



Investment Activities - Quarter Ending 
December 31, 2013 
Audit and Finance Standing Committee - 10 • Aprill6, 2014 

AppendlxC 

Dominion Bqpd Rating Seryice (DBRSiRatina.§all 

R-1 (high) 

Short-term debt rated R-1 (high) is of the highest credit quality, and indicates an entity 
possessing Wiquestioned ability to repay current liabilities as they fall due. Entities rated in this 
category nonnally 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 resul~. 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. 


