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To: Toronto Public Library Board — February 14, 2005
From: City Librarian

Subject: Transfer of Administration of Trust Funds
Purpose:

To seek Toronto Public Library Board approval to transfer the administrative responsibility for
trust funds to the Toronto Public Library Foundation.

Funding Implications and Impact Statement:

The estimated legal costs for executing the transfer of trust funds to the Foundation is $4,000.
Apart from this, there is no Toronto Public Library funding implications associated with the
transfer of administrative responsibility for $1.721 million of trust funds to the Foundation. The
Foundation will make an annual allocation of trust fund earnings to the Library.

Because the Foundation has greater investing powers than the Library, this should maximize the
return on its investment of funds over the long run, which will result in more funding being

available to support Library priorities.

Recommendation:

It is recommended that The Toronto Public Library Board approve:

(1) the creation of trust deeds for funds where none currently exists, prior to the transfer of
such trust funds to the Toronto Public Library Foundation;

(2) the appointment as trustee, and the transfer to, the Toronto Public Library Foundation,
effective January 1, 2005, the following trusts (see Schedule 1):

(a) Osborne Royalties for a total value of $76,264.47;

(b) H.E. Stubbs for a total value of $457,093.69;

(c) Sen. John M. Lewis Memorial Endowment for a total value of $7,359.25;
(d) Charles Graham Sanderson for a total value of $67,501.46; and

(e) Catherine Fine for a total value of $503,155.90;

3) the appointment as trustee, and the transfer to, the Toronto Public Library Foundation,
effective January 1, 2005, the following trusts with changes as noted (see Schedule 2):

(a) Charles R. Sanderson Memorial Endowment with a total value of $33,114.93, and
the:
(1) $29,746.27 of accumulated funds at December 31, 2004 be deemed
endowed; and
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(i1) spending authority be amended to rest with the City Librarian or
designate;

Marguerite G. Bagshaw Memorial Endowment with a total value of $26,059.84,

and the:

(1) $15,559.84 of accumulated funds at December 31, 2004 be deemed
endowed; and

(11) spending authority be amended to rest with the City Librarian or designate
and a representative of Toronto Civic Employees’ Union - Local 416,
CUPE;

Norman Blaine Gash Memorial Endowment with a total value of $17,625.24, and

the:

(1) $12,625.24 of accumulated funds at December 31, 2004 be deemed
endowed;

Norman Jennings McLean with a total value of $16,103.36, and the:

(1) $16,103.36 of accumulated funds at December 31, 2004 be deemed
endowed; and

(11) spending restriction be amended to support library collections or for the
needs of the Yorkville branch,;

D.J. Hayes with a total value of $20,518.45, and the:
(1) $20,518.45 of accumulated funds at December 31, 2004 be deemed
endowed;

Stanley Tobin with a total value of $27,162.61, and the:

(1) $27,162.61 of accumulated funds at December 31, 2004 be deemed
endowed; and

(i)  spending authority be amended to rest with the City Librarian or
designate;

M.A. Isaac with a total value of $80,335.61, and the:
(1) $4,987.28 of accumulated funds at December 31, 2004 be deemed
endowed;

Osborne and Lillian H. Smith for a total value of $348,859.32 and the;
(1) $348,859.32 of accumulated funds at December 31, 2004 be deemed
endowed;

General Endowment with a total value of $40,325.57 and the:

(1) $40,325.57 of accumulated funds at December 31, 2004 be deemed
endowed;

(i1) spending authority be amended to rest with the City Librarian or
designate;

that appropriate staff be authorized and directed to take the necessary actions to give
effect hereto.



Background:

In the past, the Toronto Public Library or its predecessor organizations have received a number
of bequests and donations, some of which are still currently under administration and are
reported within the audited financial statements of the “Trust Funds of the Toronto Public
Library Board” which are presented to the Library Board for approval annually.

At its meeting of March 30, 1998, the Library Board formally adopted the Toronto Public
Library Foundation as its Foundation, and gave it responsibility for all fundraising for the
Library. At a subsequent meeting in September 1998, the Library Board formalized its
relationship with the Foundation in a Letter of Understanding. The Letter of Understanding
states:

In the event donated funds, or other gifts, are directed to the Library, the Library
will work cooperatively with the Foundation to determine the most logical
handling of the gift. Where possible, the Library will deposit, direct or transfer
donated funds to the Foundation, subject to and in accordance with any
applicable trusts.

With the knowledge of the Letter or Understanding, the external auditors, Ernst and Young, for
the past few years, have recommended that consideration be given to the transfer of the
administration of the trust funds to the Foundation for future administration.

Comments:
Summary rationale for using the Foundation to administer the trust funds:

e [t is an arms-length organization from the Library, and has greater flexibility to manage
its operations and make investments;

e Its Board has established a Finance and Audit Committee, which includes two Chartered
Accountants, with delegated responsibility for due diligence in all financial and
investment matters;

¢ On the recommendation of the Finance and Audit Committee, the Foundation Board has
hired an investment firm to provide expert investment advice and management;

e Because the Foundation has greater investing powers than the Library, this should
maximize the return on its investment of funds over the long-run, which will result in
more funding being available to support Library priorities;

e The trust funds can be used by the Foundation to attract more donations; and

e Over time, endowment funds can be grown to provide stable, long-term funding for the
Library.

The Library has sought legal advice on the feasibility of transferring the funds to the Foundation.
The response was that it would be possible for the Library to transfer these funds by way of
appointing the Foundation as a successor trustee to the Library Board, using a method permitted
by the Trustee Act (Ontario). To use this method, however, requires that the funds be in the
form of legal trusts. A preliminary legal review of documentation for the various funds has
confirmed that only some of the funds are in fact true trusts, which means that it will be
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necessary for the Library Board to pass a resolution with respect to certain funds, to establish
them as trust funds prior to their transfer. Once transferred, the Foundation becomes the new
trustee for the trust funds.

Five trust funds will be transferred from the Library to the Foundation with no changes (see
Schedule 1): Osborne Royalties; H.E. Stubbs; Sen. John M. Lewis Memorial Endowment;
Charles Graham Sanderson; and Catherine Fine.

Nine trust funds will be transferred from the Library to the Foundation, but with
recommendations for the Library Board to amend the form of holding and/or designation of the
trust funds (see Schedule 2): Charles R. Sanderson Memorial; Marguerite G. Bagshaw
Memorial; Norman Blaine Gash; Norman Jennings McLean; D.J. Hayes; Stanley Tobin; M. A.
Isaac; Osborne and Lillian H. Smith; and General Endowment.

The TPL Centennial Grant fund will continue to be administered by the Library.

The Friends of the Osborne and Lillian H. Smith Collections fund belongs to the Friends group
and will therefore not be transferred to the Foundation.

A description of each trust fund being transferred is contained in Schedule 3.
Form of Holding (Endowed vs. Non-Endowed)

As long as funds remain endowed in a trust, then those funds are held indefinitely and cannot be
expended. Ifa fund is endowed internally, this results from a decision of the controlling
management body, the Library Board. If a fund is endowed externally, then the trustee or donor
has made this a condition of the bequest or donation. An endowment condition can only be lifted
by the person or body who imposed the condition. In the case of an internal endowment, the
Library Board can remove the endowment. A Library Board internal endowment becomes an
external endowment once the administrative responsibility of the trust fund is transferred to the
Foundation.

Because of the administrative effort required to maintain an endowed fund, the Foundation has
recommended that endowed funds should have a minimum value of $10,000. As noted on
Schedule 2, while the total value of each trust fund exceeds the minimum threshold, the currently
endowed portions for most of the funds are less than $10,000. It is therefore recommended that
the non-endowed portions of the trust funds be endowed by the Library Board prior to transfer to
the Foundation; all nine trust funds listed on Schedule 2 are impacted by this recommendation.

If funds are endowed, the investment outlook and strategy will focus on a longer time-frame with
greater opportunity for higher returns.

Designation (Restricted vs. Unrestricted)

If funds are designated by the donor, this places restrictions on how the funds are expended. If
funds are not designated, then they are regarded as unrestricted general funds, which can be
spent on any organizational activity. If a fund is designated internally, this results from a
decision of the Library Board. Ifa fund is designated externally, then the trustee or donor has
made this a condition of the bequest or donation. A restriction can only be removed or changed
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by the person or body who imposed the restriction. A Library Board internal restriction becomes
an external restriction once the administrative responsibility for the trust fund is transferred to the
Foundation. Restrictions can include: what funds can be spent on; the person or group who
decides to spend the funds; or the dollar limit of each expenditure.

Over time, the Library Board has placed internal restrictions on various trust funds, which
reflected the Library’s administrative and organizational structure and decision-making
authorities at the time, but which may no longer be appropriate today. It is therefore
recommended that the spending authority for the Charles R. Sanderson Memorial, Stanley Tobin,
and General Endowment funds (see Schedule 2) be amended by the Library Board to designate
the City Librarian or her designate as the appropriate spending authority. Further, the amended
spending authority for the Marguerite G. Bagshaw Memorial fund should now rest with the City
Librarian or her designate and a representative of Toronto Civic Employees’ Union - Local 416,
CUPE.

The bequest which created the Norman Jennings McLean fund specified that income from the
fund is to be used “for library purposes, and ... in applying the said net income the said Board
should give special consideration to the requirements of the Yorkville Branch™. A legal review
has shown that the funds do not have to be spent on Yorkville, as it was merely the “wish” of the
testator; the funds are therefore unrestricted. The recommendation is for the Library Board to
designate the Norman Jennings McLean fund to support general library collections or the
specific needs of the Yorkville branch.

Timing of Transfer
For administrative simplicity, the transfer of the trust funds should be effective January 1, 2005.
Foundation Administration

The Toronto Public Library Foundation has approved policies for Investments, Income
Allocation and Disbursements, Donation Allocation and Endowments. The Foundation’s
Investment Policy is attached as Schedule 4. Through a competitive process, the Foundation has
hired an Investment Manager, who will oversee the investment of the $1.721 million of trust
funds being transferred from the Library. The Foundation will make an annual allocation of trust
funds earning to the Library.

The trust funds can be leveraged by the Foundation to help raise more donations. Endowed
funds can provide stable, long-term funding for Library collections, facilities or programs, which
could not otherwise be supported within the Library’s budget.

Conclusion:

With its greater investing powers and its focus on building and administering endowment funds
and major gifts, the Foundation is better able to manage the administration of trust funds. The
unique relationship between the Library and the Foundation will allow the Library to benefit
from this improved administration and expected higher returns.



Contact:

Larry Hughsam, Director, Finance & Treasurer; Tel: 416-397-5946; Fax: 416-393-7115; E-mail:
lhughsam@torontopubliclibrary.ca

Josephine Bryant
City Librarian

List of Attachments:

Schedule 1:  Trust Funds Transfers with no Changes

Schedule 2:  Trust Funds Transfers with Recommended Changes
Schedule 3:  Description of Trust Funds

Schedule 4:  Toronto Public Library Foundation — Investment Policy



