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Gwaii Forest Charitable Trust
PO Box 588
 Masset BC V0T 1M0

Phone:  1-250-626-3654/ Fax: 1-250-626-3261 (Masset Office) 
Phone: 1-250-559-8883/ Fax: 1-250-559-8876 (Skidegate Office)

Gwaii Forest Charitable Trust

(Operations Report for the Fiscal Year Ended Dec 31st 2011
Pursuant to Sections 2(11) and 36(b) of the Deed of Trust settled as of March 29, 2007 by the Initial Trustees (as defined therein) (the “Trust Deed”)

Preamble:

The financial position of the Trust as of December 31, 2011 can be found under the heading, “GFCT 2011 Financial Statement” on the Gwaii Forest Charitable Trust’s (The Trust) website at: www.gwaiiforestcharitabletrust.org 

Over the course of the Trust’s 2011 fiscal year ended December 31, 2011 (“Fiscal 2011”), the contents of the Trust’s fund  (the “Trust Fund”) were used solely for the accumulation of investment income and the paying of monthly reoccurring operational expenses related to the accumulation of that income.  
The financial crisis of 2008 drove the Trust’s funds to the point where all funds available for projects had to be suspended.  Under provisions of the GFCT Deed the fund entered into a “breach” Simply put this meant that the funds balance had fallen to below the amount set aside for capital preservation within the deed.  This is comprised of the original $24,000,000.00 and an annual inflation multiplier added every year, put in place so that the original 24 million would always be in current dollars.   This in turn meant that the only funds that could be utilized by the Trust were those necessary to support the fund in accumulating investment income.  This includes Professional fund manager’s fees, actuarial fees, governance fees, and a small operational fee.

In March of 2009 the Trustees of the Gwaii Forest Charitable Trust enacted measures to try to prevent this from reoccurring in the future.  The Trustees agreed to reduce all expenses until the fund had accumulated at least $3,000,000.00 over and above the protected amount (which today sits at $26,237,628.00) The Trustees believe that given sufficient time for the Trust’s income to grow and accumulate funds will grow to cover any fluctuations in the marketplace.  
How Much is Enough?

One of the most difficult jobs for a Trustee is to predict how the financial markets will react over the next several years.  The Trustees have an obligation to err on the side of caution and to be conservative with any investment of the Trusts income.  Over the last year the Gwaii Forest Charitable Trust’s Trustees have spent countless hours with educators and professional advisors seeking to balance risk tolerances with return possibilities all with an eye on the Trust’s primary mandate, which is to ensure the Trust is around in perpetuity.  While the GFCT’s deed tells us that our investments must mirror those of the successful Gwaii Trust Society, there are some subtle differences:  
Time to start up; the Gwaii Trust had over four years in which the funds essentially remained parked earning interest with little or no expenses prior to its start-up.  In the case of the Gwaii Forest Charitable Trust, its fund was simply a roll-over of South Moresby Forest Repatriation Account (SMFRA) dollars.  Granting started from the GFCT as soon as the funding was transferred over.  
Structure; there is a fundamental difference between the structure of the originating fund and what eventually became the GFCT.  The SMFRA were never intended to be perpetual funds, and were contracted to be complete expended over a 7 year period.  When the GFCT was set up the fund was decreed to be perpetual.
Markets; as the GFCT was coming into existence world markets were on a steady incline, part of a bull run that had lasted some ten years.  As everyone knows in 2008 the markets abruptly fell off a cliff.  Fortunately the Trust’s investment portfolio and conservative nature prevented a horrific loss, but the funds did decline substantially below protected levels.

The Trustees believe that in order to move forward with future granting, the fund must accumulate at least two years of a grant and expense cushion (roughly $3,000,000.00) over and above the protected amount.

The subtle differences outlined above mean that while the Trust is mandated to mirror the Gwaii Trust Societies investment portfolio, the Trustees must ensure operational and granting caution are paramount as the fund slowly recuperates.  To date the GFCT has recovered all losses below the protected amount and has accumulated slightly more than $2 million of the three it needs to begin considering granting again.  

The test for the Trustees is to predict where our current world markets could be headed over the next several years.  Even with a buffer of $3 million, it only takes a negative market swing of 10% to wipe it out completely.  
In an effort to mitigate this risk the Trustees have made slight portfolio shifts to base risk along lines of probability, while looking for asset classes that provide steady income.  To this end the Trust has added a real estate component to their investment strategy, and reduced some of the Trust’s nominal bond holdings.  We have also slightly broadened our Canadian equity component, and when the markets settle slightly broaden our global equity holdings.  A breakdown of the Trust’s portfolio can be found in the Trust’s Statement of Investments.
A. Summary and explanation of practices used in review, evaluation and approval of eligible Projects in the fiscal year ended December 31, 2011.

While no projects were reviewed or approved in fiscal 2011, the Trust has begun the formation of an ad hoc committee to study the most cost efficient methods of service delivery in terms of both operations and programming.  Early stage investigation has suggested that a more closely held system of project allocations seems to be the most practical solution, with continued cost sharing of administrative resources with the Gwaii Trust Society.  The committee will make its final recommendation over the course of 2012 after a series of community meetings to hear local feedback.  
B.  Full Listing of all eligible projects for which funding by the Trust was funded in the fiscal year ended December 31, 2011.

No projects were approved nor advanced in Fiscal 2011
C. Summary and explanation of the investment strategy of GFCT in fiscal, 2011 and any material changes in the investment of the property of the Trust. 

As mentioned earlier a shift into real estate and a reduction of the nominal bond portfolio, and a slight increase in overall equities has resulted in the following:
Long Term Target Asset Mix

Taking into account the above mentioned constraints and expectations, a target, minimum and maximum allocation of assets has been derived as follows:

	% of Portfolio
	
	
	

	Asset Class
	Minimum
	Target
	Maximum

	Canadian equities
	15
	20
	25

	Global equities
	28
	33
	38

	Total equities
	43
	53
	63

	Real return bonds
	10
	15
	20

	Nominal bonds
	12
	17
	22

	High yield bonds

	0
	5
	10

	Total bonds
	27
	37
	47

	Real estate
	5
	10
	15

	Total
	
	100
	


The GFCT’s transfer to within the framework of the above noted amended Statement of Investment Portfolio Policy (SIPP) was scheduled to happen in several tranches. The Trustees delayed moving funds from nominal bonds to foreign equities due to volatile market conditions, coupled with the Trustees decision to review comparable global performance within the marketplace.  The Trustees anticipate the final tranche of funding from nominal bonds to equities to occur by mid-March 2012.
	% of Portfolio
	
	
	

	Asset Class
	Market as of Dec 31st 2011
	       
	

	Canadian equities
	                16.9%
	
	

	Global equities
	                14.2%  *
	
	

	Total equities
	                31.1%  *
	
	

	Real return bonds
	                  9.1%
	
	

	Nominal bonds
	               44.2%  ** 
	
	

	High yield bonds
	                  0.0%
	
	

	Total bonds
	                53.3%  **
	
	

	Real Estate 
	                13.8% 
	
	


  Cash/Short Term Notes

    1.8%
  Total




  100.0%
*    Under weight pending transfer to Global Equities
** Over weight pending transfer to Global Equities
D. Summary and explanation of the results of consultation between the Trustees and public in fiscal 2011 with respect to the development of plans for the future use of the Trust’s income.

No public consultation occurred in Fiscal 2011.  However, as suggested above the GFCT ad hoc committee will be arranging a series of community consultation meeting throughout 2012 to elicit community feedback regarding allocation and operational administration.  Once market conditions improve to the point where there appears to be a significant chance that the fund has recovered to begin further granting the Trust is committed to working with the communities in determining current market relevance of funding streams. 

E. Summary and explanation of the GFCT Statement of Financial Position in fiscal 2011; material changes and points of note.
Financial statements for 2011 fiscal year ending Dec 31st 2011 reflect the general market economy with regards to fund growth and the income side of the statements.  The fund grew relative to previous year’s returns to the point where the Gwaii Forest Charitable Trust was able to repay all of its outstanding advances payable to the Gwaii Trust Society, and still show a small rise in principle. Inflation protection for the Trust was relatively consistent, on a year over year basis as well, adding an additional 2.3% or approximately $600,000.00 to the protected principle.  The unrestricted amount at the close of 2011 was $2.14 MM.  Given the current market conditions the Trustees are hopeful that by the close of 2012 the Gwaii Forest Charitable Trust may be in a position to consider rolling out the granting process to the communities in 2013.
On the expense side of the ledger, areas of note were Custodial fees; with an increase of approximately $10,000.00 over the previous year.  Custodial fees are broken down into 4 areas.  1) A basic custodial fee based on outstanding account balances, (for GFCT this fees is roughly $1,000.00 per month) , 2) admin fee of $400 per month, 3) a statement fee of $50 per month, and 4) a trade fee, which varies from month to month, depending on the nature and amount of trades.  Trades of our pooled fund are set at $30.00 each, and typically there are about 20 – 25 of these a year, trades of individual items are $13.50 each and these range anywhere from a low of 38 in July, to a high of 172 in Dec.  The volume of these trades depends on the market place and direct trade orders.  In the last quarter of 2011 we were increasing our equities to meet the new Statement of Investment Policies and Procedures set out  earlier in the year, so new trades were made as well as regular trades based on a shifting economy.  These additional trade costs accounts for the bulk of the extra costs, additionally as portfolio balances increase, base fees rise accordingly.

Another area of note are bank charge fees, while no project allocations were made banking fees accumulated based on fund transfers to facilitate the payout of Gwaii Trust receivables and to manage the normal day to day requirements of the Gwaii Forest Charitable Trust.  The bulk of bank charges were amassed when a large transfer item exceeded banking limits for coverage while market funds were being sold to cover the transfer.  A new internal system was initiated to avoid future charges.

The final area of note on the financial statements is the rise in Protector fees.  Protector fees are those fees assigned to the outside guardians of the Trust KPMG.     Over the course of 2011 additional work was performed by KPMG with regards to the review of policy amendments, and working with both the administrator and the Trustees.
�	Due to the nature of the asset class, the high yield bond allocation will be managed tactically by the bond investment manager.
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