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Bill Young of Toronto’s
Social Capital Partn
observed that few of the
achievements in community
economic development (CED)
or the social economy in
Canada have moved beyond
the scale of “an interesting
magazine article.” This
characterization rings true –
too true – from my experience
as well. Good things are
happening, for sure. But
outside Québec, these good
things are lucky to evolve to the
level of a local success story.
Very few can be said to have
made a significant contribution
to systemic change.
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(photo) Buyers of units in the Verdant Building,

in the Simon Fraser University “UniverCity”

neighbourhood, benefit from envelope upgrades

and a geoexchange system that heats their

homes and hot water for a fraction of what

natural gas or electricity would cost. A portion

of the monthly energy savings go to pay for

the “green loan” that financed the geoexchange

system. Home owners can use the rest of the

savings to step up mortgage payments. Photo

courtesy of Dan Paris, Vancity Enterprises Ltd.
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The dominant markets for financial
capital or for consumer products can
quickly and efficiently move money and
information around. But they still fail to
capture many of the true costs of many
economic activities or value the broader
benefits of others. We can see how market
externalities affect us: if we pollute the air
and water or exploit workers, we will pay
for it, one way or another. But we rarely
ever do anything to monetize these costs
or even change the way we invest or spend
our money. As a result, just when we
should be responding to the depletion of
our natural resources and growing
economic inequity within and between
communities, we often … do nothing.

To correct this, we have to change the
way CED and social economy organiza-
tions understand capital both the
organizations who can put it to use (the
practitioners), and the ones who can
provide it (the investors or interme-
diaries). The first group has to learn to
manage complex blends of debt and
equity in a deliberate, long-term effort to
build community ownership of assets. But
this will only happen if that second group
also work to become more robust and
develop a better understanding of the
context of investment. Financial agents
have to learn to encourage and practice
more innovation and to work closely with
clients in the development and application
of financial tools. We have to recognize
the true costs and benefits from different
types of economic activity. Intermediaries
can serve a valuable role enabling commu-
nities to mobilize capital and structure
transactions that support greater
resilience.

I have spent my career largely in the
financial services sector. Mostly I have
worked within credit unions, finding ways
to put money in the hands of social
entrepreneurs who do sustainable,
important, and really cool stuff in
community.

Entrepreneurs (social or otherwise) are
by definition people who initiate a course
of action for which the necessary

–

Putting the Right Money in
the Right Hands

resources have not yet been secured. In
other words, entrepreneurs are not afraid
of risk. They are driven by their passion
to achieve a vision, no matter what. The
best of them evangelically engage others
especially investors – in their drive, while
taking careful steps to mitigate the factors
that cause risk.

But getting the right kind of money at
the right time to social entrepreneurs
who can really manage it is challenging in
today’s environment. Gone are the days
when a lender could leave a note to
administrators saying,“The funds have
been advanced; let’s get some paperwork
behind this one.” Mathematical models
now perform the role once left to trust.
Lending policies have gone from a single
page to a multi-volume on-line course
with complex algorithms for calculating
“creditworthiness.” A big part of the job in
banking has been to regulate a borrower’s
activities tightly enough to satisfy
covenant ratios set by legislation
primarily designed to avoid losses and
protect depositors.

CED investment solutions tend to
become a joint exercise in completing a
jigsaw puzzle. The financial players try to
match one or another financial tool, each
with its own investor expectations and
requirements, with each of the applicant’s
capital needs. We work to determine
likely outcomes and to estimate the risks
each investment might involve. This is
often an expensive process, so financial
institutions can find it particularly
challenging to structure smaller repayable
investments or to try new things.

I’ve seen examples of CED and social
economy transactions that ultimately
leverage much more value in terms of
money, relationships, and knowledge than
conventional financial markets ever do.
I’ve also seen organizations rushed into
financial obligations that they haven’t the
capacity to manage. A financial package
that stimulates too much growth too fast
can do as much harm as no package at all.
The transition from a tightly-run
operation with only a few employees to a
multi-million dollar enterprise requires
systems and management capacity
beyond what someone can keep in his
or her head.

–

With this much on the line, it’s no
wonder that some financial puzzles never
get finished. As an early mentor of mine
once explained, whenever anyone comes
asking for money, the quickest, simplest,
and easiest answer is always“No.” More
challenging and interesting, I later
learned, is the response to the applicant’s
next question:“What would it take to get
to ‘Yes’?”

In my experience five factors help
CED and social economy groups“get to
Yes” – either to access financial capital or
to allocate available capital effectively:
1. They work with others.
2. They focus on leveraging more assets.
3. They can articulate the real value

created from their work.
4. They blend a variety of financial tools

with a diversity of objectives.
5. They take their time, because it takes

time to build the relationships and
capacity essential to the achievement
of sustainable impacts.
Let’s look at each of these five factors

in detail.

Consistent with co-operative economic
theory and with the findings of
researchers like Dr. Robert Putnam,
stronger bonding relationships (relation-
ships within an organization or group)
and bridging relationships (between
organizations or groups) help initiatives
mobilize and allocate financial resources
and deliver results. This connectivity and
trust, together with the thrill of being part
of something bigger than oneself, helps
people buy into an initiative and remain
engaged despite the challenges that
inevitably arise. It also reduces transaction
costs.

In my experience, where CED or social
economy initiatives have achieved social,
environmental, cultural, and financial
results, a community development process
has usually preceded and then comple-
mented the business development process.

Vancouver’s Cooperative Auto
Network (CAN) started because a small
group of students figured out they could
save money and reduce usage by purchas-
ing a vehicle together. With the backing of

Work With Others

(photo) A Fresh Harvest Box, one of several

services offered by Small Potatoes Urban

Delivery (SPUD). Residents of Greater

Vancouver and the surrounding area can

order local, organically-grown fruit and

vegetables, as well as a full range of

groceries online, which are then delivered

direct to their door. Photo courtesy of SPUD.
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a few co-signers and the value of the car as collateral, they were then able to
finance the start-up of the co-op. It grew to scale on the strength of their
organizing skills. They attracted a great many more members and sold the
benefits of the co-op to other stakeholders as well, including the regional
transit authority, environmental policy-makers, and even local developers. (By
partnering with CAN developers can reduce the number of parking spaces a
building requires.)

We’ve seen a myriad of similar examples here in B.C.: United We Can
recycling depot in Vancouver’s downtown eastside; Hupacasath First
Nation’s independent power project near Port Alberni; Roofs and Roots
Housing Co-op in Victoria; or even the for-profit organic food delivery
service provided by Small Potatoes Urban Delivery (SPUD). Community-
based and multi-party financing structures were integral to the start-up and
development of all these initiatives.

Of course, the chances of success improve when investors“work together”
too. Conventional capital markets and financial theory have long maintained
that pooling risk and diversifying a portfolio can reduce the overall effect of
an individual loss and provide a balanced mix of revenues over time.

But collaboration is not just a financial calculation; it’s a judgment of
reputation and past experience. To move outside the well-established
boundaries and criteria for making financial decisions, we need to really
understand the risks and motivations of would-be collaborators. That’s called
establishing trust, and it is part of the due diligence prior to the deal.

This need for trust reinforces the challenge of scale. Trust is the reason
many of the most creative financial innovations I know of have originated in
transactions between organizations or individuals that know each other well.
B.C.’s rural-based Community Futures organizations have encouraged more
investment and bigger deals by pooling their capital and channeling it from
capital-rich regions to capital-poor ones. Vancity has participated in a range
of syndicated transactions between credit unions, community development
finance organizations, foundations, and other investors in order to share risks
and transaction costs. In the process we’ve also built important social capital
that makes the next deal easier to put together.

Leverage – investing some equity in order to realize a greater and more
valuable asset ownership position over time – is basic to much of our
financial system and individual motivation.

A common application of leverage is when a borrower puts down a certain
amount of money to purchase a physical asset (like a building). As long as
s/he earns more from that total investment than it costs (than the interest
payments, that is), it makes financial sense to borrow as much as possible.
Once the asset is paid for and as the debt is retired, the asset’s entire value
accrues to the owner with a nice return on that initial investment. The asset
then becomes an additional source of equity to continue the cycle.

When earnings drop below the rate of interest charged, however, or if the
underlying value of the asset falls below the amount borrowed, problems
ensue sometimes with tragic consequence. Very recent history has provided
plenty of examples of this calamity, as well as of the consequences of
purchasing bundles of these loans without a full understanding of the risks
involved.

Fraserside Community Services in New Westminster, B.C. provides an
excellent example of how a nonprofit service organization has been able to
use a highly leveraged capital structure to improve its balance sheet and

–

Leverage Assets
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improve its sustainability. A number of
years ago the organization put out the
word that it was searching for new office
space to house its expanding program
delivery and core administration. An
opportunity arose to purchase a strata
unit as part of a distressed sale right in a
neighbourhood where they were provid-
ing services. What they lacked was a
down payment. The new space needed
work, but engaging some construction
experts together with a more flexible
second mortgage, they borrowed more
than 100% of the purchase price and
ended up with monthly loan payments
lower than what they were paying before
in rent. Over time, as the loans were
repaid and the value of the building
increased, Fraserside has been able to use
its equity to purchase additional proper-
ties for other programs, including new
social housing.

Canada Mortgage and Housing
Corporation (CMHC) has significantly
improved access to higher ratio financing
for individual families so they can own
homes and improve their self-reliance. By
providing mortgage insurance, CMHC
gives financial institutions the extra
protection they need to lend families

enough to buy a home with a down
payment as low as 5%. Nonprofit
organizations can access this insurance for
housing projects as well, but we have yet
to create a similar tool to encourage more
community ownership of other types of
building. There are financial and non-
financial benefits from having more assets
owned by community organizations. But
just as with individual homeowners, it is
important not to increase the vulnerabil-
ity of these owners, who must be able to
afford such issues as upkeep, repair,
property tax, and potential depreciation.
It’s not for everyone, but it can be a good
solution for many.

More work also needs to be done to
articulate the value of “different assets.”
Community organizations (and their
bankers) have tended to focus on capital
that can be readily valued in financial
terms. By consequently undervaluing
social, human, cultural, political, and
natural capital, they have missed opportu-
nities to leverage these assets. Securing a
space for community daycare, a perfor-
mance stage, or a health clinic contributes
to much more than a financial balance
sheet, but it can do that as well.

In philanthropic or government
circles,“leverage” also often refers to the
additional resources that become
available when funders match an initial
investment. The Enterprising Non
Profits (enp) program relies heavily on
this kind of leverage to assist early stage
social enterprises. Currently, nine
funding partners contribute an estimated
$15 for every $1 of support that is
originally pledged. This leverage is even
further strengthened by the requirement
that recipients commit their own
resources toward a project, in addition to
the external funding they receive.

In both versions of leverage, the gist is
the same. Successful organizations take
advantage of gathering momentum and
significantly grow their overall asset base
by positioning themselves as places that
attract capital from other sources. The
first investment is the hardest to get.
Thereafter, each investment effectively
increases the total value for all investors,
while also hopefully building more social
capital.
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(photo) In New Westminster, Fraserside

Community Services purchased the Hunter

Heights apartment building in July 2008, and

will make its 34 units available to people at risk

of homelessness. Grants of $1m from the

government of B.C. and $250,000 from the Real

Estate Foundation of B.C., plus Fraserside’s own

equity, gave the nonprofit the leverage it

needed to borrow an additional $1.27m and

close the deal. The access to safe, secure, and

affordable housing will allow people facing

poverty to contribute fully to

the community. Photo

courtesy of Fraserside.



Articulate Real Value

Turning social and environmental
conditions into credible (and creditable)
objectives for investment or enterprise will
help improve access to capital. This poses
challenges in terms of both tracking and
measurement. There have to be meaning-
ful outcomes and a“business case” that
shows a return on investment and
incorporates sustainability on different
levels. Given the complexity of social and
environmental change, we must take care
not to trace too much incremental change
back to a specific investment. There are
also valid questions about the extent to
which we may to monetize some
things.

These cautions notwithstanding,
“Clean Tech” or“Green Economy”
enterprises have rapidly managed to gain
the attention of venture capital investors,
often without substantial government
support or subsidy. In capitalizing the
construction of the Verdant Building on
the lands of Simon Fraser University, for
example (see photo, p. 15), we were able to
model significant savings in energy costs,
calculated in real dollars. These savings
became the basis for separate financing of
“green” features, such as geoexchange
heating and building envelope upgrades,
as part of the capital costs for a residential
building. The extra money that an owner
would have otherwise spent on heat and
hydro bills with less efficient systems in
place could then be shown as available for
the payment on a loan.

Such success is due in part to the fact
that energy costs are relatively easy to
monetize. Other aspects of ecology or
community are far more difficult to
express in monetary terms. Social benefits
tend to be particularly difficult to
articulate. To raise capital to realize social
benefits is likely to require an appeal to a
more philanthropic audience.

The same Verdant Building, for
example, was also designed to incorporate
social value by ensuring that some of the
housing units were accessible to lower-
income families. This required a much
higher level of direct financial subsidy.
Specific benefits from the availability of
housing at below-market prices could not

want

be directly translated into savings that
could be paid back to a lender. The
university believed this value was
important to building an inclusive
community on campus, however.
Ultimately, a community trust contrib-
uted the land on a condition that units
would be resold at the same discount rate
as the original purchasers enjoyed.
Homes could appreciate in value with
some benefit to the owner, but each resale
must retain a discount relative to the
local market value.

objectives, in addition to that of making
money. (See screenshots below. For more
details, read“The Demonstrating Value
Initiative,” , 19,4:11-14.)

With these alternative measures of
“value,” we can move beyond the limita-
tions that conventional accounting puts
on our understanding of accountability.
The Potluck Café was established to
create employment outcomes for
marginalized individuals in Vancouver’s
Downtown Eastside as well as to cover its
business expenses through food sales. By

Making Waves
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In my experience, non-financial
measurement works best when it does
not aspire to perfection and is more about
performance than evaluation . This
kind of measurement needs to be part of
a management system, instead of just an
accountability framework for funders.

For several years, with the support of
partners, including SAP Business Objects
and Human Resources and Skills
Development Canada, Vancity
Community Foundation has been
engaged in the Demonstrating Value
Initiative. It breaks information about a
social enterprise into two types. There is
the information that you“need to know”
in order to manage multiple objectives.
Then there is the information you“need
to show” in order to access funding
sources that value different outcomes and
performance. Social enterprises can
develop a“dashboard” of important
financial and non-financial indicators that
not only help articulate the“returns” from
an investment, but provide a framework
for managing true performance and
making decisions based on a number of

per se

means of a dashboard, the Café can now
show exactly the incremental costs
involved in employing a multi-barriered
individual. In addition, they can better
pitch social investors, foundations, or
policy-makers on the difference their
money is making to people’s lives or how
it is contributing to community outcomes
in areas like health, safety, or education.

Over time, it may not be too ambitious
to imagine the possibility of aggregating
these types of outcome with financial
returns in order to mobilize new investors
or supporters through a new type of
“market.” Wouldn’t it be great to see a set
of social impact indexes printed next to
the financial results in the“Report on
Business” section of the ?

The financing needs of many social
economy enterprises do not fit nicely into
the“boxes” that our capital markets have
created for investing in business or
supporting charity. Grants and loans are

Globe & Mail

Blend Financial
Tools & Objectives
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necessary in order to take financial risks
effectively. The development timeline for
most CED initiatives or social enter-
prises can be measured over many years.
Investors must be encouraged to look for
results over a very long term.

Bankers need to add“community” to
the standard lending criteria of collateral,
capacity to repay, and contributed capital.
Community support shows that an
initiative must have some inherent value
(i.e., a return) to the people who will have
to“live with it.” Their interest in its
success will help smooth the bumps (i.e.,
reduce the risks) that will inevitably
occur down the road. We also need to
remember that the longstanding lending
criterion of “character” is ultimately a
proxy for individual“trust.” Risk does not
have to be measured just by means of
aggregated statistics or narrow financial
formulae.

I firmly believe that the integration of
social, environmental, cultural, human
and financial objectives can occur quite
naturally if we just look far enough into
the future. The differences are mostly in
the timing. Forestry and fishing practices
really matter if you need to continue
earning a livelihood from the oceans and
trees over many generations, let alone if
you want to continue to breathe oxygen
and drink clean water. (Pretty important,
eh?) Making the extra effort to engage
and better serve marginalized popula-
tions improves the quality of life for
everyone. From my take, the future of
humanity and our planet lies as much in
our capacity to ensure a positive personal
identity, cultural value, and social
connections as it does in our ability to
generate sustainable power and food.
There really is just one bottom line, but
it’s quite complex, and it’s not
measured by money alone.
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useful tools, but the delivery agents
(either program officers or lenders) are
rarely incented to take significant risks.
Moreover, grants and loans tend to
support development activities that create
either social benefits or financial benefits
not both at the same time. In the
nonprofit realm, there is no“venture
capital” market comparable to that of the
for-profit sector. It is possible, however,
for investors or funders to create hybrid
financial structures that act more like
equity, or that combine the features of
grants and loans.

This“quasi-equity” can take many
forms, repayable grants being one of the
most common. Repayable grants shift the
risk of repayment away from the
borrower, and allow for opportunities
that may not have otherwise been
possible. Affectionately known in some
quarters as“groans,” they are grants with
the potential to become a loan. For
example, we were once approached by a
local organization to provide a $5,000
sponsorship for a conference. We
discovered that they were miles from
their fundraising target and unlikely to be
able to pull off an event that would
attract significant attendance or meet
their objectives. We instead offered them
a $50,000 repayable grant, on the
condition that they develop a higher
quality offering, charge people to attend,
and then repay us based on benchmarks
we agreed upon in registration revenues.
With the budget secured, the organiza-
tion easily met its objectives, repaid the
loan, and had a very successful event.

Program-related investments (PRIs)
are another example of quasi-equity.
Generally PRIs are loans made by
foundations through their endowment
capital. As with grants, these investments

are intended to help achieve specific
charitable purposes, but often at below-
market rates or by taking more risk than
with bank loans. Any cost incurred –
from a lower interest rate return or as a
result of losses from these investments –
can count toward an organization’s
disbursement quota (the amount of
money foundations are required to
disburse to charities each year).

PRIs are much less common in
Canada than in the U.S., where there are
many large foundations and legislation is
more supportive. But the number of
Canadian foundations engaging in PRIs
or seeking opportunities in this type of
investment is growing. They make more
capital available for local initiatives and
help foundations allocate their resources
in ways that are a better fit with their
mission. Lower cost, subordinated debt
has been used by Vancity Foundation for
almost 20 years to complement the
financing of first mortgages for social
housing or to facilitate the purchase of
other assets by charities.

Part of the solution to encourage
more of this type of investment will be
developing specialized intermediaries
and encouraging policy-makers to
support “market enhancements”:
including, for example, guarantees, first
loss reserves, rate buy-downs, tax
incentives, and different types of
insurance. (For more details, see
“Engaging Institutional Investors in
Social Finance,” p. 32 of this edition.)

To be successful, the various partners to
a financial package must be patient.
Trust takes time to develop. Investments
in relationships and capacity are

Take Time

It may not be too ambitious to imagine aggregating these types
of outcome with financial returns in order to mobilize new
investors or supporters through a new type of “market.”
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