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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 (the “Trust”)
Operations Report for the Fiscal Year Ended Dec 31st 2012
Pursuant to Sections 2(11) and 36(b) of the Deed of Trust settled as of March 29, 2007 (the “Trust Deed”)

Preamble:

The audited statement of the financial position of the Trust as of December 31, 2012 can be found under the heading, “GFCT 2012 Financial Statement” on the Trust’s website at: www.gwaiiforestcharitabletrust.org 

Over the course of the Trust’s 2012 fiscal year ended December 31, 2012 (“Fiscal 2012”), the only withdrawals of funds from the Trust’s investment fund (the “Fund”) were expenditures solely for the accumulation of investment income by the Fund and the paying of monthly reoccurring operational expenses related to the accumulation of that income. The temporary discontinuance of project funding stems directly from the financial crisis of 2008, barely a year after the launch of the Trust.  Because of this timing the Trust did not have the opportunity to accumulate in the Fund such reasonable reserves as would have been necessary to deal with a market downturn of the magnitude of the 2008 event.  Had it had such reasonable reserves, the Trust could have continued project funding while living up to the stringent requirements of the Trust Deed.  As a result, since 2009 the Trust has allowed the Fund to accumulate such reasonable reserves.  The Trustees had agreed to support an accumulation of at least $3 million before any further project funding would be considered.  The $3 million reserve was an amount estimated to be the sum of (i) two years of Trust operational costs plus (ii) two years of project funding.  In 2012, the Fund passed this $3 million reserve mark, ending the 2012 fiscal year with an unrestricted balance of roughly $4.3 million or a little over 14% of the gross Fund.  With a continued eye to prudence in light of ongoing world economic instability, on November 08th 2012 the Trustees set a long-term internal goal of 20% of the gross Fund as an appropriately reasonable reserve.  However the commitment to return to funding projects remained at $3million, or 10% of the gross fund.  Additionally the Trustees elected not to begin the granting of project funding until sufficient community engagement had been completed and, once completed would start at the beginning of the next fiscal year.
A. Summary and explanation of the results of consultation between the Trustees and public in fiscal 2012 with respect to the development of plans for the future use of the Trust’s income.

Community Meetings:

The community engagement process began in the late fall of 2012 with a series of individual community meetings with key organizations:

Skidegate Band Council

Council of the Haida Nation

Old Massett Village Council

Moresby Island Management Committee

Village of Queen Charlotte Council

Village of Port Clements Council

Village of Masset Council

Area “D” representative.  
The Trustees felt that consultation with these organizations was a reasonable means to effect a democratic and fair consultation with authoritative representatives of the bulk of the islands population.  Over the course of these meetings there were three prevailing issues:

1) When, specifically, would the Trust be granting project funding within the communities again?
2) What types of programming would be funded?, and

3) Would the Trustees seek a third party agent to manage this process?
In respect of the first issue, the Trustees advised the various communities that granting would resume at the start of 2014 subject to:

a) Financial markets maintaining the funds unrestricted portion of funds in excess of $3 million

b) Decisions about how the granted funds would be administered; and
c) Resulting program parameters being completed and published

In respect of the second issue, the Trustees responded that all programs would be subject to the three basic tenets of the Trust Deed, as set out in section 8 of the Trust Deed:

“The Trustees will only use the Income and, subject to section 27, the Capital, to fund Eligible Projects which are in furtherance of the Purposes including Eligible Projects, which:

(a) Will contribute to the long-term sustainability of forest resources on the islands 

(b) Will support stability of the Communities through adjustment to changes to the forest economy of the Islands; and

(c)
Will advance the Purposes as the Trustees determine in their sole and absolute discretion.”
Finally, in response to the third issue, the Trustees responded that while the Trust Deed expressly provides that any appointment by the Trustees of a third party to administer the Trust’s programs is at the sole discretion of the Trustees; the Trustees had elected to engage the communities in seeking their collective input prior to making their final decision on this issue.
This approach is supported by Section 9 the Trust Deed which states:

“The Trustees will carry out the Purposes in accordance with Applicable Law through their own actions or through the Forest Society, or, from time to time, another person, acting as the agent of the Trustees under the terms of the Agency Agreement or, if another person acts as such agent, an agency agreement in substantially the form and content of the Agency Agreement.  The Trustees shall have complete discretion to choose) to authorize another person that is not the Forest Society to thus act as its agent from time to time.”
The key community groups asked the Trustees to prepare a base discussion document outlining the Trust’s rational upon which their decision would be based.  The Trustees responded with an overview of the circumstances, statement of the issue those circumstances pose, and a statement of the two options for dealing with that issue that are under consideration as follows: 
The Overview:

The Trustee’s basic premise is that they would like to seek the support of community leaders in the selection of a process which would provide wise assistance to the Trustees in their making decisions about funding proposals that fit under the purposes stated in the Trust Deed.  Ideally the process would engage a community driven group of professionals with some expertise in forest management and the forest industry.

The issue:

When the Trust did project funding in 2007/2008, its authorized agent, Gwaii Forest Society (GFS) to act as its agent to assist the Trust in such funding activities, GFS maintained its own infrastructure, budgets and expenses, adding roughly $300,000.00 to the administration expenses of the Trust.  Because of this material extra expense, it became clear to the Trustees, in an effort to fulfill the purposes of the Trust by placing more of the income from the Fund back into the community, that a revised and much more economical program administration system was necessary.  Additionally, while GFS was administering its project funding the Trustees found that they were not able to obtain direct information on such project funding, - including timely financial statements.  This caused great difficulty in both providing reports to the Protector of the Trust in compliance with the provisions of the Trust Deed, and in meeting the liability obligations carried by the individual Trustees inherent in their fiduciary duties to the Trust. 

Potential Solutions:

Option A

The Trustees could obtain assistance in the management of the Fund and the project funding allocation process through a volunteer committee made up of knowledgeable industry related professionals, which would directly advise the Trustees on such subjects.  Such committee would be responsible for expert policy, allocation, approvals, and program parameter recommendations for the consideration of the Trustees in their administration of project funding.

Option B

The Trustees could authorize a third party agent (the “Agent”) pursuant to a detailed agency agreement (the “Agency Agreement” after the Agent is identified through an RFP process.  The Agent would manage its own budgets, costs and expenses, with funding for projects and operations provided through an annual budgeting process.  This would all be strictly controlled under the Agency Agreement.   The Agent would for and on behalf of and in the name of the Trustees administer programs, recommend policy and allocation approvals to the Trustees for final approval by the Trustees.  
Other suggestions were also encouraged.

After the first round of discussions with the key organizations were completed most of the key organizations agreed with supporting option A, although there was not an overall consensus among those representatives of the communities.  Several of the key organizations suggested that the Trust should work to engage previous Board members of the now defunct GFS for their input and suggestions.  The Trustees responded by inviting key individuals from each group, plus representatives of the GFS to a joint meeting held in Central Graham Island.  
Meeting attendance was extremely low, with only two communities participating and one member from the previous GFS Board of Directors.

Afterwards anecdotal information came back to the Trustees indicating that, in general, those involved in the joint meeting felt that discussion would be better served at a meeting of the island’s leadership under the Islands Protocol (the “Islands Protocol Table”) as opposed to individual community meetings.  The Islands Protocol Table is made up of all the islands community’s leadership, based on the Island Protocol agreed by the islands communities in 2004.  The Islands Protocol provides a framework for all island leaders to work together on common issues facing Haida Gwaii.
In an effort to broaden understanding and answer questions collectively, the Trustees agreed to work with the Island’s Protocol Table.  An open meeting was scheduled for Jan 30th 2013 to begin a series of meetings with the Islands Protocol Table. 

The meeting between the Trustees and the Islands Protocol was held in the Eric Ross Room in the Village of Queen Charlotte on Jan 30th 2013.
Questions from the Islands Protocol Table:

1. What GFS expenditures made up the $300,000 mentioned in the report?

The $300,000.00 used as a guide in calculating the operational costs of GFS come directly from the GFS own financial statements from April 01st 2008 - to Mar 31st 2009.

Those statements set out that the operational costs for GFS for only its active 9 months in 2008 (April 01 – December 31st 2008) were $289,732.00 Considering this alone and forgetting about the other 3 months of 2008 and adjusting this number by 2% for inflation, this number becomes $310,000.00. Examined closely it becomes fair to conclude that the 9 months total of $289,732.00 includes a one-time expense for fund transfer celebration costs of $19,529 leaving actual expenses for the active 9 months of $270,203.00.  That reduced number divided by 9 months shows a monthly operating expense of $30,022.00.  Multiplying that number by 12 months shows a projected GFS annual operating expense of $360,270.00 in 2008 dollars.  Adjusted for inflation, the projected GFS annual expense number becomes approximately $380,000.00.  In light of these calculations based on real operating expenses we feel that the Trustees estimate of an annual GFS expense number of $300,000.00 is very conservative.  
As additional information for judging the projected GFS annual expense number, it should be noted that as GFS was going through difficult times, the Trust’s Managing Administer spoke to the GFS Executive Director and asked if any possible savings could reduce GFS annual expenses.  This advice was sought based on the GFS Executive Director having run the day-to-day project granting operations in the active part of 2008, and his having a long history with administering the SMFRA funding, which was the origin of the Fund.  The GFS answered, in effect, in his opinion, it was impossible to operate GFS with less than $280,000.00 per annum in 2008 dollars. Or as noted above, this would be roughly $300,000.00 in 2013 dollars.
Points to consider:

The GFS funding did not include any fund administration expenses such as:

· Protector fees to KPMG

· Associated legal fees

· Fund management fees 

· Actuarial fees

· RBC-Dexia custodial fees

· Administration time working with all of the above

The Trust spends $74,175.00 per year to administer the Fund and an additional $246,579.00 for investment management fees (taken from the Trust’s 2012 annual Financial Statements, note – these fees and expenses may differ in future years) These amounts would be spent regardless of who manages the Fund, internally or externally.

The additional cost for the Trust of managing the project funding allocation process internally and without the Agent has been established at approximately $50,000 - $60,000.00 per year based on the experience of the GTS project funding allocation process.
This additional cost is the total of the estimated annual costs of hosting additional allocation meetings, honoraria, Trustee development and training specific to forestry as needed, and advertising allocation call outs.

Based on this estimate Trustee internal management of the project funding process would result in a net savings to the Fund of approximately $250,000.00 per year.

Fees that were essentially doubled by utilizing GFS as the Agent were and would continue to be:
· Building rent, maintenance, utilities

· Staff reception and administrator

· Banking fees

· Accounting fees

· Office supplies

· Janitorial

· Insurance

· Creating separate year end statements, quarterly and annual financials, holding annual general meetings etc.

· Miscellaneous

2. Where does the Fund stand at this time?

The Fund currently contains $31.4 million.  The protected amount of the Fund (Inflation protected and Trust Deed restricted portion of the Fund) is $26,447,529.00.  This leaves $4.3 million as a reasonable reserve or “buffer” against market swings.   Ideally the Trustees believe that it would be prudent to have an ongoing buffer of 20% of the Fund value; however with reasonable caution and a gradual reintroduction of a small allocation budget of $500,000.00 per year, granting could begin in January of 2014 subject to remaining very cautious of market volatility.
3. How would an “agent” “support the Trustee’s personal liability to the Trust Fund”?

Canada’s trust law does not permit Trustees to abdicate or assign any of their fiduciary duties the breach of which can result in personal liability to third parties, unless the trust document expressly allows for such delegation.  The Trust Deed allows for delegation of certain administrative roles to be carried out by an agent for and on behalf of the Trustees but only under the direct control of the Trustees.

4. Was the plan to put the GFS to “sleep” until the Fund had recovered its reasonable reserves to the point of having granting ability?

Yes.

5. Is there an “arms-length” conflict of interest in having the same individuals sitting on both the Gwaii Trust Society Board and as GFCT Trustees?

The Trust Deed negotiated with the Federal and Provincial governments, as the settlors in fact of the Trust, provides as a condition of the funding of the Fund by the governments, that (i) GTS as a corporation, and (ii) the executive committee, from time to time, of GTS are to be the Trustees. 
The provision for identical investment strategies stems from the Trustees prudence and negotiation to reduce investment expenses by working with the Fund’s investment managers to manage the investment funds in an identical manner as the GTS funds in exchange for a reduced fee structure of both funds.  
Both funds operate within the same communities, have the same long term objectives (original capital preservation linked to inflation and operation of a fund in perpetuity), and the same fund managers.  This negotiation to reduce fees to the same level as if the two funds were one has resulted in annual investment fee savings of approximately $20,000.00 for the Trust and roughly $15,000.00 for GTS. 

6. Shall we speak with KPMG directly?

KPMG is the Protector of the Trust appointed under the Trust Deed and it works to oversee that the terms and conditions of the Trust Deed are strictly followed.  This is their only responsibility.  Representatives of KPMG as the Protector have, on one occasion attended a public meeting to verify the terms of the Trust Deed.

Islands Protocol Table Recommendations:

As the meeting between the Trustees and the Island Protocol Table drew to a close the Islands Protocol Table recommended that their own members form an ad hoc committee (the “Committee”) to work with the Trustees to review options.  That Committee consisted of:
Areas:



Representative

_____
Alternate

Area D



Mike Racz



Area E



Evan Putterill



Queen Charlotte

Leslie Johnson

 

Carol Kulesha

Port Clements


Wally Cheer



Ian Gould

CHN



Peter Lantin



Skidegate


Billy Yovanovich 


Old Massett


Alfie Setso



David Smith
Masset



Barry Pages



The Committee set a date in mid-April 2013 to meet with the Trustees.
Projects:
A. Summary and explanation of practices used in review, evaluation and approval of Eligible Projects in the fiscal year ended December 31, 2012.

While no projects were reviewed or approved in fiscal 2012, as mentioned above, the Trustees continue to work with the communities in an effort to bring transparency to the allocations process. The Committee will make its recommendation over the course of 2013 
B. Full Listing of all Eligible Projects for which funding by the Trust was funded in the fiscal year ended December 31, 2012.

No projects were approved nor advanced in Fiscal 2012
Summary and explanation of the Trust’s Statement of Financial Position in fiscal 2012; material changes and points of note.

Financial Results:

Expenses - As mentioned earlier the Trust did not process any project funding withdrawals from the Fund in 2012.  The Fund’s only expense items were those necessary to maintain the Fund’s ongoing investments and audit/accounting processes.

Income – The Fund grew by in excess of $2.4 million over fiscal 2011’s year-end, or roughly some 8.5% over the previous year, making 2012 a strong income year for the Trust.  Over the course of the year, the Trustees worked to shift the portfolio to align with an adjusted Statement of Investment Policies and Procedures (the “SIPP”).  Changes to the SIPP involved some language amendments and the shifting of the Trust’s asset allocation to a greater weight in equity instruments (more specifically foreign equities) from the Trust’s nominal bond portfolio.  The rational for the shift in assets was based on consideration of professional advisor advice relating to the narrowing of global economics and the increasing low level of bond returns brought on by the stagnation of interest rates at historical lows.  
The shift from nominal bonds to global equities slightly increases the Trust’s risk profile; however the Trust’s investment professionals believe that this risk will be partially offset by the additional diversification provided by the Trust’s utilization of a secondary Global Fund managers
 and funds.
Summary and explanation of the investment strategy of GFCT in fiscal 2012 and any material changes in the investment of the property of the Trust. 

After the Trust had made the decision to adjust its asset allocation the Trustees took some time to review its service providers and their abilities to ensure they were the best candidates to provide services to the Trust in the context of such asset allocation adjustment.  As a result of this review there was inevitably a period of time when the Trust was off-side the stated asset allocation in the SIPP.  This has since been rectified.

Over the coming years the Trust will continue to review the SIPP, looking at other fixed income vehicles, and asset classes in an effort to add both income and security to the investment portfolio in which the fund is held.

As mentioned earlier, a reduction of the nominal bond portfolio and an increase in overall equities has resulted in the following:
	As a Percentage 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 1
	0
	5
	10

	Total bonds
	27
	37
	47

	Real estate
	5
	10
	15

	Total
	
	100
	


The Trust’s transfer of asset holdings in its portfolio in line with the amended SIPP was scheduled in three tranches, split equally between October 15th / November 15th & December 15th The reason this was done was to “flatten out” any possible “bumps” in the securities market, also by choosing the middle of the month the Trust avoided any typical month end market “bumps”. 
The following table sets out the respective weightings of asset classes in the Trust’s portfolio of assets as at the end of calendar 2012 (Dec 31st 2012):
____________________________________________________________________________

Asset Class






As a Percentage of the Portfolio

Canadian Equities







21%

Global Equities








28%

Total Equities








49%

Real Return Bonds







09%

Nominal Bonds








24%

High Yield Bonds







00%

Total Bonds








33%

Real Estate (Includes Fixed Instrument Mortgage Funds


16%

Cash / Short Term Notes






02%

Total 









100%

� The Trust now invests internationally with Templeton investments – in their large cap pooled fund, and Nicola Wealth Management (NWM) in the NWM Global Equity Fund.  This fund invests in third party mutual funds, externally managed segregated security portfolios and exchange traded funds.  Diversification of the fund is enhanced by utilizing funds and managers of different investment styles.


� Slightly underweight (1%) position as a response to the persistent low interest rate environment affecting the cost of real return bonds, and our fund managers general market view that the current interest rate environment will continue into 2014


� Nominal bonds are 2% overweight, our manager feels market growth will correct this by first quarter’s end


� Slightly overweight (1%) due to differing reporting viewpoints; PHN fund manager’s report bond totals including pooled mortgage fund holdings as part of the Fund’s overall bond portfolio, while the Trust’s auditors classify the pooled mortgage funds as real estate holdings.  The PHN pooled mortgage fund holdings as of Dec 31st 2012 total $1,080,594.00 or 3.53% of the Trust’s portfolio holdings.
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