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FINDINGTHERIGHTBALANCENOW,
ANDFORFUTUREGENERATIONS
THECHALLENGESOFABORIGINALTRUSTRISK
MANAGEMENT

I n recent years, many trusts funds have seen their market value significantly drop after the
unravelling of global capital markets.  Many trustees of aboriginal endowment and settlement
trusts are faced with limited access to additional sources of funding, lower-than-expected

investment returns, and increasing demands on spending.  These may lead them to reconsider their
policies with the challenge of balancing immediate needs with long-term goals.  This challenge created a
need for adapted risk management solutions: ones that create comprehensive policies and repeatable
processes to make decisions that balance the spending, funding and investment objectives and risks.

The Unique Challenges of Aboriginal Trusts

Risk management for aboriginal endowment and settlement trust funds is unique in many ways.  
Trusts face continuous and legitimate pressure from their beneficiaries, donors and other stakeholders to
keep program spending as high as possible.  Yet, at the same time, trusts need to preserve capital for future
generations’ needs.  Also, endowment and settlement trust administration and management is complex
by its very nature, and therefore brings relatively high administration costs.  Another often underestimated
risk is the impact of inflation on spending, which brings the need for inflation-adjusted returns on the
invested assets.  Sources of funding are also unpredictable: settlements can be a one-time source of funds,
government grants can change their focus at any time, and one cannot predict when a once-loyal private
donor may stop donating.  As such, for these funds, the biggest risk of all is a permanent loss of capital
which can lead to cuts in program spending.   

A Typical Risk Management Dilemma: Spending
Today or in the Future?

A typical trust may decide it needs to earn 7.5% per year to fund all
current and future needs (see chart 1).    The 7.5% target is a steep one
in today’s markets, and likely requires heavy exposures to risky invest-
ment assets.  This could lead to higher asset and spending volatility
and increase the short term risk of impairment to a trust’s capital.  

How investment consultants can help

Trustees of aboriginal trust funds make difficult and sensitive decisions,
many of which can affect the ability of the fund to help fulfill prom-
ises to the community, today and in the future.  The role of investment
consultants in risk management is to help the trustees quantify the
risks, see the various trade-offs and provide objective advice with a

focus on helping them make decisions on conflicting goals.

Investment consultants specializing in risk management look at risks coming from changes in spending,
funding and investment policies.  These are the three key policies.  Many questions need to be answered.
For examples: at what level is a spending rate sustainable, and for how long before it threatens the trust’s
ability to fairly provide for future generations? What kind of market stress can the trust’s investment portfolio
tolerate? Can the fund take more investment risk? Are there ways to improve the likelihood of success? 

Consultants take into account the trustees’ unique beliefs and values, as some trustees are less tolerant to
risk than others and some have different investment beliefs.  There is no fit-all approach to risk
management for aboriginal and endowment trust funds, so investment consultants need to collaborate
with the trustees to find the most suitable solutions for both their needs and values.
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Spending, funding and investment policies are all interconnected (see
chart 2).  The role of the investment consultant is to identify, reveal and
explain these connections to trustees and highlight the possible con-
sequences horizons for changes in these policies.  For example, using
a less volatile investment portfolio may lower expected returns, which
would then require the need to reduce the spending rate in order to
preserve the capital.  On the other hand, increasing the spending rate
may require the need to move towards investments that carry higher
risks in order to meet the higher return requirements.   

Consultants work together with the trustees to develop solutions that
not only incorporate the financial and economic aspects, but also take
into account the human and social implications.  The goal is to help
the trustees make well-informed decisions that are easily justifiable to
all beneficiaries and stakeholders.  This collaborative process makes
partnerships between consultants and trustees efficient in delivering
the promised benefits to the community. 

About PBI

PBI Actuarial Consultants Ltd. is a dynamic and growing company focused on providing actuarial, administrative and 
investment consulting services for pension and benefit plans, as well as other trust funds across Canada.  Visit our website at
www.pbiactuarial.ca to learn about our services, or connect with our experts for more information: 

Tony Williams: 604-647-3232, tony.williams@pbiactuarial.ca
Philip Falls: 604-647-3239, philip.falls@pbiactuarial.ca
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