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In 2006 the Public Service Alliance of Canada (PSAC)
staff pension fund made an unprecedented $2 million
investment in affordable housing in Ottawa. Five years after
establishing a responsible investment policy and indicating a
desire to invest in affordable housing, the pension fund was
able to find a way to fulfill its fiduciary duty and target
investment for community benefit.

For years the efforts of the pension fund’s managers in
this regard had been thwarted. In order to make an
investment that would meet their fiduciary requirements
they first would have to become experts in affordable
housing, apparently. That changed when the pension fund
was able to work with a qualified financial intermediary,
Alterna Credit Union. Alterna provided the pension fund
with a guaranteed investment certificate (GIC) at rates
comparable to other fixed income investments in the pension
plan’s portfolio. In turn, Alterna was able to work with the
Ottawa Community Loan Fund to facilitate the best use of
the money for affordable housing in the community.

Two factors were key to making this all happen. First, there was
a capital source that sought to achieve a market rate of return and a
collateral benefit. Second, there was an intermediary capable of
delivering that rate of return combined with specialized knowledge
of the needs of the community.

If we are to harness even a small percentage of Canada’s
institutional investor dollars (pegged at over $2 trillion by the
OECD in 2009), we need both. We need more sources of capital
that invest in order to make social contribution, and we need more
intermediaries capable of delivering these outcomes.

Social finance, impact investing, community development finance,
double- and even triple-bottom line, socially responsible investing,
economically targeted investing – these are just a few of the terms
used to describe investment strategies that strive to achieve
“blended value” returns for Canadian communities. Blended value,
a term coined by Jed Emerson, describes a range of positive
impacts – financial, social, and environmental – to which invest-
ments give rise. All successful investment brings about positive
impacts in the communities in which the investment takes place.
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The hallmark of social finance is that these impacts are inten-
tional. Some institutional investors in Canada are adopting this
approach. In fact, between 2006 and 2008 social finance
increased from $809 million to $1.4 billion.

In some cases the investment is made at market rates of
return. This is true for all pension funds, because they are bound
by fiduciary duty to act in the financial best interests of plan
beneficiaries. It is also true for most mutual funds, banks, and
insurance companies. As PSAC and Alterna have demonstrated,
achieving market rates of return and delivering collateral
community benefits are not mutually exclusive.

In other instances, investors are willing to accept rates of
return below what the market offers in order to realize a blend of
financial, social, and/or environmental results. This type of
investment includes foundations that are looking at ways to
invest in their mission both through Program Related
Investments (PRIs) and through their endowments.

Both market-rate and below-market rate investments require
intermediaries who can deliver on the blended value proposition.
Without such intermediaries, social finance will remain a
nascent force without the capacity to grow beyond a set of niche
players in the market.

The challenge for social finance is two fold. On the one hand, it
must find more sources of capital willing to target their invest-
ment for community impact; and on the other hand, it must
develop a strong cadre of financial intermediaries to act as
conduits from mainstream capital providers.

Currently many social finance intermediaries wear both hats:
they provide capital and act as conduits to the market.

VanCity Credit Union aggregates individuals’ savings
through a community investment GIC, and invests that money
in worthwhile community development projects in British
Columbia and internationally. Assiniboine Credit Union
partners with The Jubilee Fund (Winnipeg, Man.) to provide
access to capital for business, community, and housing projects
that mainstream financial institutions have overlooked. A third
leading credit union, Mouvement Desjardins, invests in over 200
co-operatives and regional businesses in Québec through Capital
régional et cooperatif Desjardins, a public company founded in
2001 and managed by Desjardins Venture Capital. In 2008,
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Capital régional undertook new commitments totalling $65
million (including $18 million in the resource regions and co-
operatives) for a total investment almost $500 million.

Across Canada, community loan funds also act as both sources
of capital and as investment intermediaries. Roughly 25 of these
funds are currently active, among them the Saint John Commu-
nity Loan Fund, the Ottawa Community Loan Fund, and the
Edmonton Social Enterprise Fund.

Community loan funds blend capital
from a range of sources, including grants and donations, individual
investments (sometimes at below market rates), and government.
They also often partner with local credit unions.

Community Futures Development Corporations (CFDCs) are
another source of capital that also acts as a social finance interme-
diary. CFDCs only serve rural Canada. Established by the regional
development agencies of the federal government, each CFDC
controls its own assets and loan portfolios. In 2008 they had $725
million in outstanding loans, accounting for over 50% of the assets
identified in community development finance in Canada.

Another institutional investor that provides capital for social
finance is The Co-operators, a large insurance company that
dedicates 0.35% of its annual pre-tax profit to community
development. Much of that investment occurs through grants
from The Cooperators’ Community Economic Development
Fund, where the blended value return is 100% social and/or
environmental and 0% financial. Meritas Mutual Funds and
Acuity Funds also invest a portion of their profits in community
development.

Labour Sponsored Investment Funds (LSIFs) are a fourth
major source of institutional capital for community development
in Canada. LSIFs create and maintain jobs through investment in
regional economic development funds and start-up businesses,
among other strategies.

. Currently these funds account for almost 40% of
the venture capital raised in Canada.

In Québec, the Fonds de solidarité and FondAction are two
important examples. The Fonds de solidarité is the largest LSIF in
Canada with $7 billion of assets under management (as of
November 2009). Fonds de solidarité invests directly through a
network of local investment funds called the

, or SOLIDE. Fonds
de solidarité also invests in other intermediaries so necessary for
the growth of this sector.

Another Québec-based social finance intermediary is the
Fiducie, the Trust Fund of the Chantier de l’economie social.
Beginning with a $30 million grant of patient capital from the
federal government, the Chantier has been able to attract main-
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Many are members of the
Canadian Community Investment Network Co-operative
(CCINC), a body of a microloan funds, community loan funds,
co-op funds, financial institutions, and social investment funds
from across the country.

Investors in LSIFs receive a federal and
provincial tax credit in order to stimulate venture capital invest-
ment in Canada

stream institutional investors to the fund with an offer of an 8-year
debenture. To date, the Trust has assets under management of $54
million including investments from Fonds de solidarité,
FondAction, and Investissement Québec. It is investing in social
economy enterprises in Québec and has developed a new fund for
affordable housing that is attracting mainstream investors such as
insurance companies.

GrowthWorks is a western variant of the same phenomenon.
Based in British Columbia, GrowthWorks manages several major
LSIFs with assets of $655 million. It oversees a number of retail
venture capital funds across the country including the Working
Opportunity Fund and Growthworks Canadian Fund as well as
the Growthworks Atlantic Venture Fund in Altantic Canada.

Finally, some private equity intermediaries are now seeking to
attract institutional investors to social finance. Renewal Partners
and their new investment offering Renewal2 are a case in point.
Seeded with patient investment capital provided by the Endswell
Foundation, Renewal Partners has invested in a number of

innovative ventures dedicated to achieving both a reasonable rate
of return and positive environmental or social impact. (One early
initiative was the Great Bear Rainforest Campaign, an investment
consortium aimed to develop sustainable forestry and employment
for local First Nations in coastal B.C.) The success of the first set
of investments moved Renewal Partners to undertake a new
private equity offering, Renewal2. It too enables foundations and
individual investors to realize both financial returns and positive
environmental and social impacts. Similarly, the Cape Fund
established by the Rt. Hon. Paul Martin seeks reasonable rates of
return (around 8%) through investments of private equity in
Aboriginal entrepreneurs. To date the Cape Fund has been able to
raise $50 million primarily through several chartered banks and
other large institutional investors. Interestingly, the Fund’s dual
mandate made these investment decisions difficult for the banks.
They were uncertain as to whether their investments should be
understood as philanthropic or business. Having made this hybrid
investment, the Cape Fund will be able to demonstrate“blended
value returns” to Canada’s institutional investors.

Most institutional investors do not want to
become experts in community development.
They seek qualified intermediaries who can sell
them a standard financial product that meets
their fiduciary duty & their asset allocations.
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For this sector to grow it is critical that these intermediaries
and others develop the expertise in community investment that
generates sound returns and impacts. But that’s not all. At the
same time social finance intermediaries have to be able to offer
standard financial products that provide a blended value return for
mainstream investors to buy. Institutional investors look for assets
that match the needs of their portfolio asset allocation. These
investors seldom want what are termed“exotic” instruments. (The
sub-prime debacle shows what can happen when complex financial
instruments are not well understood by investors). Nor do they
want to become experts in community economic development.
Institutional investors look for fixed income products like GICs,
term deposits, or equity instruments such as debentures and share
offerings. These instruments must also be offered at a scale large
enough for such investors – often in amounts of $50 million or
more. Engaging institutional investors in this sector requires both
available standard financial products and sufficient scale to make
such blended value investments worthwhile.

As a result there are a great many sophisticated intermediaries
involved in social finance in the U.S. CDFIs provide mainstream
financial products such as Certificates of Deposit to institutional
investors. CDFIs also have access to the federal New Market Tax
Credit (NMTC) in order to provide added incentives for
investment in underserved capital markets. Over the past few
years the NMTCs have been used in innovative ways to
structure financial deals that benefit large investors and commu-
nities alike (see“The Triple Bottom Line and Community
Development Finance,” this edition, p. 26).

Another financial innovation in this sector is the CARS™
rating system. It creates industry-wide standards for CDFI social
impact and risk profiles, and creates a more transparent market
for investors. In addition to direct investment, the strength of
CDFIs has helped develop a secondary market in community
loans. The Community Reinvestment Fund buys loans from the
CDFIs in which they originate and bundles them into securities
for purchase by large institutional investors. This gives the sector
greater liquidity while offering a solid financial product to the
market. This product was rated by Standard and Poors in 2007
which is important to institutional investors who are often
mandated to invest only in institutional investment-grade assets
with third-party credit ratings. It should be noted that although
these securitized investments are similar to securities sold in the
sub-prime mortgage market, the due diligence of CDFIs with
their loan portfolios avoided the pit-falls of the subprime
debacle. They have performed well during the current crisis.

CDFIs are not the only intermediaries able to attract
institutional capital to community investment in the U.S. Many
mutual funds, pension funds, and foundations actively invest in
their communities. In 2002 the Social Investment Forum (a
trade association for socially responsible investors, similar to the
Social Investment Organization in Canada) launched its“1% or
More in Community Change” Campaign in order to direct 1% of
its members’ assets under management to community invest-
ment. The result was an increase in community investment on
the part of Forum members from $800 million to $3.2 billion.

Foundations across the U.S. are also increasing both their
market-rate mission investing and their PRIs. Market-rate
mission investments are made from a foundation’s endowment
investment portfolio. The intent is to make a match between the
foundation’s mission and its investments while generating a
market rate of return. PRIs are below-market investments (often
in the form of loans to social enterprises and affordable housing
organizations) that foundations make from their granting arm,
but are expected to be repaid. The Internal Revenue Service tax
code counts the entire amount of a PRI as a qualifying distribu-
tion in the year in which it is made, much like grants. This has
greatly encouraged PRIs by foundations and charities in the U.S.
One example is the Calvert Foundation. It pools capital from
individuals and institutional investors who are willing to
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U.S. Models of Community Social Finance

The U.S. has significantly more engagement between large
institutional investors and social finance than Canada does. The
Community Development Financial Institutions (CDFIs)
provide a good example. Initially funded by the U.S. Treasury
department, there are currently over 500 CDFIs across the
United States with US$23 billion in assets under management.
CDFIs are of such a scale that other institutional investors use
them as intermediaries of community investment. This enables
CDFIs to leverage significant amounts of private capital. Over
half the CDFIs have direct relationships with credit unions in the
U.S. Roughly 40% of CDFI investment portfolios are in housing.

The Community Reinvestment Act (CRA) of 1977 provides
an imperative to the banking sector to invest in community
development in order to meet its obligations to the communities
in which it invests. While it does not fall under CRA obligations,
the American insurance industry seeks ways to invest in commu-
nity development as well.
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Intermediaries must be able to stand behind
their products either through a demonstrable
expertise in the field or through a guarantee or
credit enhancement. These opportunities must
be at a scale large enough to justify the time &
resources for the necessary due diligence.
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purchase Calvert Community Notes at below-market rates.
Individuals are able to receive tax credits for the differential in
the interest rate while institutions can use these notes for their
PRI investments. Calvert invests the capital in community
development. Its expertise as an intermediary enables other
foundations to invest in community development as part of
their PRI program without becoming experts in the field
themselves.

In addition to PRIs many U.S. foundations are encouraged
to invest in community through their core endowments. The
More for Mission campaign launched in 2008 by the Heron,
Kellogg and Myers Foundations aims to have $10 billion of
mission-based investment by foundations in the next five years.
Currently 45 U.S. foundations, representing $27 billion in
assets, have signed on to the campaign.

U.S. pension funds are also investing in underserved
domestic capital markets. This trend is most noticeable among
large public sector funds that commit capital for market-based
investment in urban revitalization. At last count, pension funds
(including CalPERS, CalSTRS, NYCERS, New York
Common, and MassPRIM) had invested over $12 billion in
both real estate and private equity in underserved capital
markets. To attract large institutional dollars these pension
funds needed intermediaries with expertise and scale to handle
such investments. CalPERS, one of the earliest pension funds
to develop an economically-targeted investment policy, issued a
request for proposal to which 67 intermediary firms responded.
From that pool CalPERS was able to select ten intermediaries.

Intermediaries tend to be very diverse in style, scale,
structure, asset class, and targets. For example, intermediaries
that have received large institutional investments include:
� Bank of America Capital Access Fund, a fund-of-funds that

enables large investments to be diversified across the sector.

�

�

AFL-CIO Housing and Building Investment Trusts, that
manages over $3 billion in assets.
small innovative groups, such as Pacific Community Ventures
(a not-for-profit California based intermediary), and Access
Capital Strategies (now owned by Royal Bank of Canada
through Voyageur Capital).
What they and others have in common is an ability to accept

institutional investment and place it in community development,
in order to generate both revitalization (as opposed to gentrifica-
tion) and market rates of return.

Another U.S. pension fund manager making significant
community investment is the $400 billion

(TIAA-CREF). After learning that its clients had an interest in
both financial returns and socially responsible investing, this fund
developed a number of socially-responsible investment products.
One is a $20 million dollar investment in Shorebank, one of the
leading community banks in the U.S.

In light of the U.S. experience, those who want to encourage
greater community investment by large Canadian institutional
investors need to address four structural issues.

First, most institutional investors do not want to become
experts in community development. They therefore seek qualified
intermediaries who can sell them a standard financial product
that meets their fiduciary duty and their asset allocations.
Second, these intermediaries must be able to stand behind their
products either through a demonstrable expertise in the field (i.e.,
measurable in terms of their track record and assets under
management) or through an implicit or explicit guarantee or
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credit enhancement on the investment. Third, these opportuni-
ties must be at a scale large enough to justify the time and
resources that institutional investors must devote to the necessary
due diligence. As many investors indicate,“it is not worth the
brain damage to undertake small scale, one-off community
investments that cannot be replicated or scaled in some way.”

Finally, these investors are very conscious of their reputation in
their communities. Consequently, the intermediary must insulate
them from the potential risk associated with failed investments.
No large institutional investor wants to“pull the plug” on a
community project or program. Many would sooner avoid such
investments than assume that risk. The growth of this sector in
Canada requires that we move beyond the few niche players and
into mainstream capital markets, in order to meet these require-
ments and address these constraints.

Limited Liability Company under consideration in several
American states.

We have several excellent examples of social finance interme-
diaries in Canada. To date, however, this has remained a niche
market. In order to grow social finance we need to attract large
institutional investors who are willing to target some of their
investment into community development whether it is at market
rates of return or below them. To facilitate these investments
several of the structural problems detailed in this article must be
addressed.

Primary is the development of a cadre of intermediaries
capable of selling financial products and standing behind the
promised“blended returns.” This is a challenge for both new and
already existing intermediaries in community development. It is
also a challenge for governments that must strive to create the
policy environment conducive to such investment. Without these
essential ingredients it is hard to imagine that large Canadian
institutional investors will engage. PSAC/Alterna’s affordable
housing investment is proof positive that these investments can
happen. But they will not become standard practice without a
framework to encourage them.
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The aforementioned explicit or implicit investment guarantee
or credit enhancement speaks to the role government can and
should play in social finance. Even this brief tour of successful
U.S. models shows how critical government policies and
programs are to the growth of this sector. Federal, provincial, and
municipal governments all benefit from strong, healthy, and
vibrant communities. Policies that encourage the flow of
institutional investment into community development are
necessary.

Such policies can take many forms. One is directly to provide
pools of patient capital that enable intermediaries to offer
guarantees and credit enhancements. Providing guarantees on
investment is another. Tax deductions and credits such as
flowthrough share structures can also stimulate more investment
in this sector. Changes in charity law and regulation in Canada
that encourage PRIs would facilitate greater investment by
Canadian foundations and charities. Also worthy of attention are
changes to corporate and charity law that recognize new hybrid
social enterprise structures, such as we see with the Community
Interest Company in the United Kingdom or the Low-Profit

Finally, intermediaries must insulate these
investors from the potential risk associated with
failed investments. No large institutional investor
wants to “pull the plug” on a community project
or program. Many would sooner avoid such
investments than assume that risk.
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