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Memo A
IR
L
City of S22
Date: April 28, 2011 y s
Kelowna
To: City Manager
From: Genelle Davidson, Financial Systems & Reporting Manager
Subject: Investment of City of Kelowna Funds for 2010
Recommendation:

THAT Council receive the report from the Financial Systems & Reporting Manager dated April 28,
2011 for information.

Purpose:

To provide Council with information summarizing City of Kelowna’s 2010 investment of surplus
funds, activity, and performance.

Background:

As at December 31, 2010 the City of Kelowna Investment Portfolio had an average term to
maturity of three years and the average investment quality rating of AAA.

The global economy is proceeding somewhat faster than the Bank of Canada had originally
predicted despite the sovereign debt, bank balance sheet concerns in Europe and the ongoing
financial debacle in the U.S. The Canadian economy is projected to show continued expansion in
2011 at 2.9%. Inflation however, continues to rise with projections boosting up to 3% by the end
of the 2" quarter and then leveling back down to 2% in 2012.

Canada’s overall recovery has been stronger than other G7 members. By mid-2010 outputs had
returned to pre-recession levels and all of the jobs that were lost had been regained. Last year’s
investment report made reference to a number of factors that set Canada up for recovery in
2010. Based on these favorable factors, the Bank of Canada has continued to set its monetary
policy for overall Canadian conditions on a 2% inflation target. The 2010 inflation rate came in at
2.4% for the period December 2009 to December 2010 noting that there was a .4% rise in
December mainly resulting from higher gasoline prices. Also, of interest is the rise in
transportation and energy indexes for this period with gas prices rising 13% and energy
(electricity and natural gas) prices increasing 10.5%. The Bank of Canada has continued to keep
interest rates low which stimulate spending. Government and household spending have led the
course however consumers have been spending by leveraging equity in their homes or other
assets which therefore increases their debt load.

All Provincial economies grew in 2010 and are showing recovery from the widespread downturns
in 2008 and 2009. In BC, GDP, employment, retail sales and housing starts have all returned to

positive % change year over year.



The City of Kelowna continues to utilize a laddered 10 year strategy and balanced approach with
regard to investment holdings and duration. This strategy puts the City’s money to work across
the curve and the benefits of this approach will continue to accrue as ongoing maturities provide
liquidity while overall yields can increase over time as maturing bonds are replaced with higher
yielding new issues. This balanced approach results in the City having sufficient levels of income
and funding available to meet the City’s annual funding requirements.

In April of 2010 the City reallocated some investment monies from the MFA money market fund to
other short term investment vehicles where we were able to secure higher returns. In June,
Philips Hager North Investment Management sent out a briefing to all MFA subscribers explaining
their views on recent and projected MFA investment returns. The briefing addressed specifics on
fund content and investments as well as concerns regarding the low returns on all three funds in
particular, the money market fund. The City continues to hold monies in the MFA Intermediate
and Bond funds where returns have been steadily increasing throughout 2010.

2011 Investment objectives include tightening up the cash flow projections by increasing
awareness of both inflow and outflows of cash amongst our internal stakeholders as well as
seeking out and being open to outside investment opportunities and proposals that can increase
the City’s investment revenues while remaining within Council’s investment policy.

Existing Policy:

Council Policy No. 316

Considerations not applicable to this report:
Internal Circulation;

Legal/Statutory Authority:

Legal/statutory Procedural Requirements:
Financial/Budgetary Considerations:
Personnel Implications:

Technical Requirements:

External Agency/Public Comments:
Communications Considerations:

Alternate Recommendation:

Submitted by:

G. Da , Financial Systems & Reporting Manager

Approved for inclusion: f* ,,,' (Keith Grayston, Director, Financial Services)
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