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SUBJECT:
Reserve/Revenue Funds and Trust Accounts Statement of Investment Policies and Procedures Review (FCS09110) (City Wide)

	RECOMMENDATION:


(a)
That the revised “Statement of Investment Policies and Procedures” City of Hamilton – Reserve/Revenue Funds and Trust Accounts (SIP&P) attached as Appendix “B” to Report FCS09110 be approved; and
(b)
That the previous “Statement of Investment Policies and Procedures” approved in Report FCS07005 be rescinded.

Roberto Rossini
General Manager
Finance and Corporate Services

	EXECUTIVE SUMMARY:


The “Statement of Investment Policies and Procedures” City of Hamilton – Reserve/Revenue Funds and Trust Accounts (the “Policy”) has been reviewed as required under Section 1.10 of the Policy.  The investment policy for the Trust Accounts is unchanged.  The Municipal Act, Ontario Regulation 438/97, amended to O. Reg. 292/09 now has some changes to the allowable investments for Ontario municipalities. A 
summary and comparison of Reserve/Revenue Funds’ current investments and policy with the proposed policy is shown in Appendix “A”, attached to Report FCS09110.  The following changes are incorporated into the revised SIP&P (Appendix “B”).  

1) Corporate debt of less than 5 years to maturity, if rated “A” or higher by an approved rating agency is an allowable investment under the Municipal Act.
2) Asset-backed Commercial Paper that was purchased before January 12, 2009 or that has been subsequently restructured as a result of the Montreal Accord is an allowable investment under the Municipal Act.  

3) In the event of an investment falling below the standard required by the Municipal Act, the municipality shall sell the investment within 180 days after the day the investment falls below the standard.  (Previously, the municipality had to sell the investment within 90 days.)
4) The maximum allowable limit for “Asset Backed” securities is now 25% of total portfolio par holdings.  (Previously, the maximum allowable limit was 50% of total portfolio par holdings.)  
	BACKGROUND:


Hamilton and various municipalities worked with the Ministry of Municipal Affairs and Housing and Ontario Finance to bring forward the outlined changes.  These modifications are now part of the Municipal Act Ontario Regulation 438/97, as amended by Ontario Regulation 292/09.  As per the SIP&P under section 4.01 “General Guidelines”, these changes were effective immediately. The Policy has been updated and drafted to incorporate these changes.
The changes with respect to corporate debt broaden the capacity of the City to invest in marginally more profitable fixed income investments.   Previously the Act allowed for corporate debt with a minimum rating of “AA”.  A minimum rating of “A” for corporate debt allows for a wider choice of possible corporate bond investments because currently few corporate bonds are rated “AA”.  
	ANALYSIS/RATIONALE:


Permitted investments, as defined in the Municipal Act, now allow for “A” or higher rated corporate bonds of less than five years to maturity at issue.   Corporate bonds with an “A” rating can add typically anywhere from 20 basis points to 50 basis points in additional yield compared to the yield available on Canadian Schedule I Senior bank paper.  (This additional yield can vary depending on the economic cycle - the 20 to 50 basis points additional yield exists in the current market environment.)  The proposed policy recommends a portfolio limit of 15% and an issuer limit of 5%.  Some examples of 
corporate bonds that meet the rating criterion are Hydro One Inc., Greater Toronto Airports Authority (GTAA), and Enbridge Pipelines. 
Asset-backed Commercial Paper that was purchased before January 12, 2009 or that has been subsequently restructured as a result of the Montreal Accord is now an allowable investment under the Municipal Act.  When these investments were originally purchased they were compliant with the Municipal Act, but subsequently became non-compliant following the Montreal Accord.  Therefore, the Municipal Act was amended.

An increase in the time frame allotted to sell an asset which has fallen under the standard set by the Municipal Act is beneficial:  180 days, compared to the previous 90 days, allows for more time to obtain an orderly and fair price for the sale.
A reduction in the maximum allowable limit for “”Asset-Backed” from 50% to 25% of the total portfolio par value is proposed.  A maximum allowable limit of 25% is consistent with the investment objectives for the Reserve/Revenue Funds, especially given the recent events in the asset-backed markets which have become less liquid.
	ALTERNATIVES FOR CONSIDERATION:


None.
	FINANCIAL/STAFFING/LEGAL IMPLICATIONS:


Financial:

There are no financial implications.
Staffing:

There are no staffing implications.
Legal:

There are no legal implications.

	POLICIES AFFECTING PROPOSAL:


Reserve/Revenue Funds and Trust Accounts Investment Policy
	RELEVANT CONSULTATION:


Hewitt Associates LLC
Legal Services, Corporate Services, City of Hamilton
Ontario, Ministry of Municipal Affairs and Housing

Internal Audit, City of Hamilton
	CITY STRATEGIC COMMITMENT:


By evaluating the “Triple Bottom Line”, (community, environment, and economic implications) we can make choices that create value across all three bottom lines, moving us closer to our vision for a sustainable community, and Provincial interests.

Community Well-Being is enhanced.
( Yes
( No

Environmental Well-Being is enhanced.
( Yes
( No

Economic Well-Being is enhanced.
( Yes
( No

Does the option you are recommending create value across all three bottom lines?  


( Yes
( No


Do the options you are recommending make Hamilton a City of choice for high performance public servants? 
( Yes
( No


