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|. Introduction

This research project is part of a largmdy ofresearchbeing completed under the title of

Creating Policy to Support Social Enterprise Development in Manitbedhesis othe larger

research project istated as follows in theINR 2 Sdpé ddsiork
The thesis of the research is that other jurisdictions have created large scale, viable
social enterprises that meet CED principles, whereas Winnipeg has tended to create
small, grant dependent social enterprises while following the sarmejples. The
research will test this thesis, examine the factors that have led to success elsewhere,
and draw conclusions about how to replicate the success of other jurisdictions in
Winnipeg.

As a contribution to the larger body of research, this projeitl examinesocial enterprise
funds/trusts andtax credit programshat arerelevant to financing social enterprisé& his will
be accomplished by examining the followingsixial enterprise funds/trusts:

1. Northcountry Cooperative Development Fund

The Chantier de I'économie sociale Trust
ICOF Community Capital Limited

Ontario Social Enterprise Trust

Toronto Social Enterprise Fund

6. Edmonton Social Enterprise Fund

In addition, his report will examine the following two tax credit programs:
1. NovaScotia Equity Tax Credit and Community Economic Development Investment

Funds (CEDIFs)
2. Manitoba CED Tax Credit Program

When reviewing the Nova Scotia CEDilsrmation will be provided omow the CEDIFs are
operating (in certain circumstances) as capiakestmentfundsin support of social enterprises.

a e

A third aspect of this report will be to revisit the 200¥anitoba Social Enterprise Investment
Fund (SEIF) Business Plahe objectives of this section of the report are thadd:
1. To provide a briebverview of the different aspectsf the proposedSEIF. This overview
will be based on the July 2004 SBiSiness IBnand contextual informatioh
concerning the current realities of the proposed activities and structure ofuhd.
2. To providea comparative analysis with the seveocial enterprise trusts/funds
reviewed in this reporinclusive ofthe sixfunds/trustslisted above plus th&lova
Scotia CEDI)-g he focus of this comparison will be on establishing which of the funds
are most simar to the proposedSEIF and which are most different.

' The current contextual information will be based on a recent interview with Mr. Gagwéio
who was heavily involved in the development of the $iginess Plaim 2004. Mr. Loewen is
alsothe chief investigator of théarger research projecCreating Policy to Support Social
Enterprise Development in Manitoba



In the final section of the repoR categories of conclusions will be developed:
1. Conclusions concerning social enterprise funds/trusts angtbposedManitoba SEIF;
2. Conclusions concenmg theManitoba CED Tax Credit;
3. General characteristics table developed by the research team.

The first twocategories of conclusions will be developed with the objectives of summarizing the
key findings of tk report and suggestinthe next steps that are reqred for further

development of the proposed Manitoba SEIR.addition tothose conclusions specific to the
ongoing development of the Manitoba SEIF, a thsesp process ipresentedas a strategy for
developing successful social enterprise funds.

Thegeneral characteristics table provides@mmarythat was developed by the research team
specific tathose fundseviewed in the report that arenost relevant to the Manitoba context.



|l. Established and Developing Social Enterprise Funds

1. Northcountry Cooperative Development Fund

1.01 Backgroum:

Northcountry Cooperative Development Fund (NCDF) was incorporated in 1978 and provides
community development loans to consumer, worker, housing and agricultural producer
cooperatives acrosthe Midwest United StategNorthcountry Cooperative Development Fund)

The legal structure dhe NCDF is a cooperative that operates as a meralered and

membergoverned financial intermediaryd KS b/ 5 C Q& a®dedkediablished.J2 2 f K
through the investments received from the cooperative community and its supporiers.

fund works across all sectors to act as a catalyst for the development and growth of cooperative
enterprises.! & | NI A Odzf I G SR 23 (IKKS 2oNIBFO/RAT IdpiShostgl (HBES Y A & «
economic equity and community stability by making loans to cooperatives, and by providing
corresponding support servicégNorthcountry Cooperative Development Fund)

The main sources of information for this section of the report were the NCDF website, the 2006
NCDF Annual Report, and an interview with Interim Executive Director, Mr. Bill Patrie.

1.02 Source ofFunding for Fund/Trust:

The NCDF was initially capitalizedtee individuals and four natural food cooperativibsit

pooled together $3,000 to start the Fund in 1978. The first loan made biutitewas for

$300. Thirty years later the fund now has over 200 investors and a capital pool of about $12 M.
(Patrie, 2008)The NCDF website lists thend®@ current investors. This list is reproduced here

for reference:

1 Adrian Dominican Sisters 1 Dominican Sisters of Springfield

1 Ascension Health lllinois

9 Calvert Social Investment 1 Episcopal Church
Foundation 1 Episcpal Diocese of lowa

1 Catholic Healthnitiatives Alternativelnvestment Fund

1 Community Development Financial {1 Federated Youth Foundation
Institution Fund of US Dept of {1 Franciscan Sisters of Little Falls
Treasury 1 Funding Exchange Endowment

1 Congregation of the Humility of 1 Funding Exchange Pooled Funds
Mary 1 GroupHealth Association

1 Consumer Association for 1 Investment Management Accounts
Community Action T Kansas Midwives Legal Defense

1 Cooperative Development Fund

Foundation Hillman Dubinsky Fund f Loring, Wolcott, and Coolidge Trusts
f Coop Disaster Relief Fund M & | Community Development
1 Amy Donmi as Trustee Corporation
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(Northcountry Cooperative Development Fund)

¢ KS

Government

MMA @mmunity Development
Interests,Inc.

Mercy Investment Program, Inc.

NationalCooperative Bank
Development Corporation
Northstar Asset Management
Opportunity Finance Network
Our Lady of Victory Missionary
Sisters

Partners for the Common Good
School Sisters of Notre Dame
School Sisters of St. Francis
Sinsinawa Dominicans

Sisters ofCharity BVM

Sisters of Charity Seton Enablement

Fund

Sisters of St. Dominic
Sisters of Saint Francis of
Philadelphia

Sisters of St. Joseph in California
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Sisters of St. Joseph of Carondolet,
St. Paul Province

Sisters of the Presentation of the
BVM

SistersServants of the Immaculate
Heart of Mary

SSM International Finance

Tides Foundation

Trinity Health Corporation

Twin City Ceops Federal Credit
Union

Twin Pines Cooperative Foundation
Wells Fargo Community
Development Corporation
Western Wisconsioalition of Ce
ops

Wheaton Franciscan Sisters
Corporation

A number of individual and
institutional investors through
United States Trust of Btus

b/ 5 @ridadal Report provides a breakdown of thmdQ invesirs by sectar

2006 NCDF Investment
by Sector

Opportunity
Finance
Network

Individuals
Banks

Foundations ) )
Socially motivated

Co-op/ | institutions
Community
Organizations

Religious Funds

(Northcountry Cooperative Development Fund, 2006, p. 4)



The NCDF website alpoovides a list of additional funders who have invested in special
projects or committed to equity funds that benefit specific cooperatiyBgrthcountry
Cooperative Development Fund, 2006)

1.03 Demand Who isUsing theFund/Trust? WhatTypes ofOrganizations arelargeted?

In order to beeligible for financing througthe NCDF the recipient organization must be a

member of the cooperativeThe eligibility criteria and process of becoming a member is
discussed in more detail in secti@rD4 The current members of the NCDF include ové) 10
cooperatives from 11 upper Midwest states (Montana, South Dakota, North Dakota, Kansas,
Nebraska, Indiana, lllinois, lowa, Michigan, Wisconsin, and Minnesota). The NCDF website lists
the many different types of cops that belong to the NCDF; the lengththe listsuggests a

very diversemembership

1 Agriculture 1 Engineering and 1 Printing
1 Arts Manufacturing 1 Restaurant
1 Bakery I Health Care 1 Secondary
1 Books 1 Horticulture and Cooperative
1 Consulting Forestry 1 Transportation
1 Design and 1 Housing (Taxi)
Construction 1 Retail Grocery 1 Vendor Market
1 Distribution 1 Land 1 Worker
1 Park

(Northcountry Cooperative Development Fund)

The pie chart below is reproduced from the NCDF 2006 Annual report and skdvstb / 5 CQ a
loan disbursements by sector in 2006:

2006 NCDF Loan
Disbursement by Sector

Loans to
individuals for

housing Consumer

cO-0pS

Worker
COo-0ps

Loans to
housing
co-0ps

(Northcountry Cooperative Development Fund, 2006, p. 4)



The NCDF provides loans to cooperatives ranging in size from $500,000 to $12 M in annual
revenue; from 24 employees to moréghan 200 employeesnd capitalizationamountsranging
from $100,008$200,000(for startups)to $20 M. Mr. Patrie noted that the NCDF wortsa
greater extentwith expansion®verstart-ups. He estimated that at lea80%of thefdzy’ R Q &
business is with expansiomsile less than 20% of itsommercial scalbans are foistart-ups.
(Patrie, 2008)

An individual can also become a member of the NCDF and borrow frofaribeo finance the
purchase of a share in a cooperative, such as a producer cooperative or a housing cooperative.
(Northcountry Cooperative Development Fund)

1.04 Eligibility Criteria:

As previously notedniorder to qualify for a loan frorthe NCDF an individual or cooperative
mustbecome a member of thBICDF.Consumer, producer and worker cooperatives must

purchase equity inhe NCDF. The amount of the required equity purchase is determined by the
odzaAySaaQa laaSdao ¢ K Stheb 2 (5ICEA WP 6@IAGITSS SNER IINEA
amount is determined:

Asset  upto up to up to up to up to over
Value $50,000 $100,000 $200,000 $500,000 $1,000,000 $1,000,000
Equity  $150 $300 $600 $1,000 $2,000 $3,000

(Northcountry Cooperative Development Fund)

For housing cops, the equity purchase amount is determined by the number of units rather
than thecooperative® asset value. More specifically, the amount is determined by calculating
units at base amount of $10 per unit, with a minimum of $150 and a maximum of $3000.
(Northcountry Cooperative Development Fund)

Loans isued bythe NCDF to cooperative members may be used for any business purposes,
including equipment purchase or lease, capital improvement, working capital, inventory, and
relocation or expansior(Northcountry Cooperative DevelopmeRund)

Individuals wishingo become members mugturchase a $10 equity share in thend.

1.05 Return tolnvestorsin the Fund/Trust (Sructure and Range oflnvestmentinstruments

Employed):

The NCDF receisvestments from members (cooperatives and individuals) andmeember

institutions (cooperative coalitions, foundations, community groups, religious entities, financial
institutions, other socially responsible institutionslhe investment instrument used by the

NCDF is a loan product which offers a below market rate of return along with the guarantee

GKFG Ay@Sad2Na | NS (NokhgodriiQodpgrativeDgveldptent BSMNY (0 A 2 v £
Mr. Patrie noted that the average rate of return paid to institutional investors is roughly 3.75%.

There is however a great deal of variance in the rate of return paid to different investors

ranging from a low of 0% to a high of 5®atrie, 2008)



1.06 Viability ofFund/Trust:

¢KS b/ 5CQa& Hnnc ! yy dzfindisdSing2NidvellfodeSed. Skieti a G KIF G
cooperativereporteda 26% increase in its equity in 2006.absolute terms, total @uity grew

from $860,772 in 2005 to $1,085,5802006. TheNCDF also posted a net préiit 2006 of

$28,369 an increase from 2005 when it record§84,248in net profit. The membership of the

NCDF also grew in 2006 adding 10 new members from 6 different staiesalso noablethat

NCDF completed the 2006 fiscal year with $0 in loan logNesthcountry Cooperative

Development Fund, 2006, pp-3.

The following pie chart is reproduced fromthe/ 5 CQ& I y Y dzlutratdsBhEfi R Q& Y R A
balance sheet composition at the end of the 2006 fiscal year.

2006 NCDF Balance Sheet
Composition
Othler

Equity

Subordinate
Debt

Debt

(Northcountry Cooperative Development Fund, 2006, p. 3)

NCDF has several different sources of operating capital which include:
1 Loan interest & loan fees;
1 Management fees;
1 Grantrevenue;
1 Project reimbursement income, and
1 Development fees.
Loan capital is sourced principally from investors and undivided praf8eadko, 2008)

1.07 Technicahssistance

Closely affiliated to the NCDRle Northcountry Cooperative FoundatighCF)a technical

assistance and educationabn-profit organization. TheNCE) grogramming includes: research,

training, education, development assistarfoe housingand business, and other service$he

NCF aims to assistlevy O2YS | YR 20KSNJ dzy RSNEASNIWSR ©2YYdzyA
owned, democraticalbd 2 S NY S R §NoihSoNdtdNTodpSratige Development Fund)

% Net profit is reportedas the net profit after the payment of returns to investors.
10



Mr.PatA S y2GSR (GKIFG LIFNI 2F b/ CQa NRfS Aa (G2 LI
That is, playing a proactive role in identifying good cooperative business opportunities across

different sectors of the economywnd acting as a liaison to connecoperatives with these

business opportunitiesMr. Patrie refesi 2 b/ CQa NRfS Ay LINRPGARAY3I (!
animating the sector as theéevelopmen dzy OG A 2y 2 F b 2(Rdiri&, @Q®8)zy i NE Q& 4 ;

'y SEI YAYL (i A20§6ARIiTed RinkrBial Btatedn@ni suggests that although the NCF

is dependent on the NCDF for financial support ®programming, it also relies heavily on

grant donations from other sources to support its work. For examfle,ai KS b/ CcQa G204
of $957,799n 2006,$849,74 Avas received by thdlCFas grant funding An additional $40,000

was received as a donation directly frahee NCDF.Mr. Patrieconfirmed that although the NCF

was initially founded and funded by the NCDF it has increasingly diversified its investors. He

noted that the fund now receives significant investments frii@ US Department of

Agriculture and various foundation@atrie, 2008)

Mr. Patrie provided extensive commentary on the question of the advantagesdé
providingdevelopmentservicesn-house versus contracting these services to another
organization. He stressed that his comments refleasly his views and did not necessarily
reflect the perspective of the NCDF. Mr. Pabi@gan bynotingthat this has been aighly
debated questio in his 32 years of experience in the development field. Mr. Patrie is a
proponent of havindwo affiliated but independentorganizationglaying the separate roles of
financinganddevelopment¢ KS RS @St 2 LISNN& NRf S3I NigoroasNXd t I NI
and robustdevelopment entitythat takes appropriate and calculated risks to achieve its
mandateof acting as a catalyst for the sectofhefunding structureandinvestment
instruments it uses are different thahe fundQ; anaking use gbublicsector and foundation
grants and generating additionabvenue from the servicasprovides The services provided
by the developer should bempletely independent of the lending functiqgresformed by the
fund. The developer should benowledgeableabout thetypes ofloansthe fund is looking for
howeer it shouldplay no roleinfluendngthe lending decisiosof the fund. Thefund on the
other hand,needs tobe an interested (but hands off) participant in the activities of the
developer. This ieritical as thdund needs tdknow that the loamapplicationscomingthrough
the work of thedeveloger are carefully thought through(Patrie, 2008)

Mr. Patrie noted that Northcontry has only recently become more involadlevelopment
type activities. Despite this, the development function has quigkbyvn to such an extent that
the number of employees atCFcurrently outnumbeisthose atthe NCDF(Patrie, 2008)

1.08 FinancialProduct Offerings:

aNXp» tFOGNRS y20SR (KIGd Ay GKS b/5CQa UGKANIe& &S
enterprises. The average loan size over this period has been roughly $37,000; however the
currenttypicalloan size is much higher ranging between $100&0@ $300,000. The largest

loan made by the NCDF to date has been $480,(®¥irie, 2008)

In the2006 Annual Repothe NCDFecords that itdisbursed close to $4 M in loans to
consumer, housing and worker cooperatives. This amount also included loans to individuals to

11



purchase shargin housing cooperativegNorthcountry Cooperative Development Fund, 2006,
p. 3)

The NCDHststhree different financial productgor its members
1. Cooperative Home Loans:
NCDF offers share loans for individuals who wish to buy into a cooperative housing
community, and a cooperative home equity loan product for home improvemeRor
individuals wishing to buy into a cooperative housing community, the individual must first
FAYR | K2dzZaAAy3 O22LISNI (A Gépprivedistipre loan sifesh & G SR
Once the individual has found an approved cooperative they can proceed with completing
their loan application to NCDF for financing to buy into the cooperative.

2. Commercial and Business Loans:

TheNCDHRwebsite lists two diffeent Commercial and Business Lagplications; one for
amountsunder $60,00@and the other for amountsver $60,000 and all real estate
purchases.Any cooperative that is a member of thNCDF is eligible to apply for a loaks
previously mentioned, théoans can be used favorkingcapital, equipment purchases
expansion, relocatiorgnd business staitip for cooperatives(Northcountry Cooperative
Development Fund)

3. Worker Ownership Fund:
The Worker Ownership Fund (WQ$-a fund that the NCDF manages on behalf of the U.S.
CSRSNYGAZ2Y 2F 22NJ SNJ/ 22LISNY) O0A@Siacreasg { C2/ 0 @
access to financing for stanp and existing workeowned cooperatives(Northcountry
Comerative Development Fund)The WOF offers cooperatives with loan and investment
financing options as well as technical assistance and mentorship to assist with business plan
development and the preparation of loan applications.

(Northcountry Cooperative Development Fund)

In addition tothe abovethree financing optionghe NCDF isloselyaffiliated with the
Northcountry Cooperatie Federal Credit Union (NCFCU), whisl provides a range of
financial products and services that are tailored to the needs of cooperatives and their
members. The NCFCU veaarted in 2003 by the members of the NC[Northcountry
Cooperative Development Fund)

1.09 DueDiligencefor SlectingRecipientOrganizations:

The process for applying for a NCDF Commercial Business Loan involves completing the
appropriate loan application. The loan applicationsthen received by the NCDF staff and
ases®din a streamlined process that intended to respect the time constraints of the
applicant.(Northcountry Cooperative Development Fund)

Mr. Patrie noted that the loan underwriting work is completed by the N&@&#f who inturn

forward the loan applicatios with recommendationto the NCDF Finance Committee (a
committee of the NCDF Board of Director$he Finance Committas made up of individuals

12



with a high level of financial literacgndis expected to play a decisivele in the loan approval
process(Patrie, 2008)

Mr. Patrie noted thathere are a number of aspects that make the due diligence process for
community development financing institutions unigque. One such aspect is thatdhednals
involved in the process need to have strong intuition about the viability of the deals being
proposed. In his words

GLY 2NRSNJ G2 o6S | 3I22R f SYRSNE F2NJ O2YYdzyA

you also have to have, the folks who a@ing this both the board and the staff, have

to have in their gut a good idea of what is likely to work. There is some intuition that is
Ay @2t SR KSNB (KIFdG @&2dz OFryQl 3SG 2dzi 27
review.€ (Patrie, 2008)

In addition to intuition, Mr. Patrie noted that another specialized skill that NCDF looks for in
recruiting new staff is the ability to be both a strong advod@tat is, tryingto find creative
ways to makeleals worly, while at the same time remaining coldly ratiomalassessing which
deals make financial sense and whitthnot. Balancing these two sets of interests is a
challenge facing community development financing institutions that a typical financia
institution does need to faceFor these reasonBir. Patrienoted that it is hard to find
individuals that have these specialized skills which are necesshiy opiniornto be able torun
asuccessfutommunity development financial institutior(Patrie, 2008)

Thedue diligence for th&Vorker Ownership Fund (WO&j)erates in a different fashion from
the loan products offered by the NCDF. The website ndtasih assessing applications for
financing, the WOF g# primary consideration to the cooperat@alemonstrated capacity in
sound business management practices. That shelfollowing social considerations are also
noted as criteria that are taken into account in the assessment of applicatiofiadoicing:

1 Democratic Job CreationThe topmost priority is democratic job creatiofpplications
will be favored in direct proportion to the number of democratic jobs they promise to
create.Long-term job creation will be considered; thus a projectnidéel to serve as a
foundation for further cooperative developments would receive favorable consideration
over a standilone project.

1 Democratic Enterprise in Lowincome and Underrepresented CommunitieBusiness
plans that will create democratic jobs @awtincome communities and communities
currently underrepresented in the worker cooperative movement (e.g., Admcarican)
will receive favorable consideration.

1 Safeguards Regarding Cooperative Longevi@ooperative applicants will be favored
to the exent that they include mechanisms to preserve the affordability/accessibility of
membership by people of limited means and safeguards against the conversion of the
business and its assets to conventional ownership.

1 Democratic Operation.Applying cooperaties will receive favorable consideration
commensurate to the (anticipated or existing) levels of democratic participation of their

13
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workers in business operatiom addition to the standard elements, business plans for
startups will be expected to incleda plan for democratic organizational development
and education.

1 United States.Lending/investments will be focused in the United Statéswever,
collaborative projects with such partners as the Canadian Workep Capital Fund
could be considered f@ooperative enterprises that cross borders.

1 Projects Disfavored by Conventional Lenders/InvestoRriority will be given to
projects that, although sound from a business perspective, would receive unfavorable
consideration from conventional lendef/henever possible, the backing of the
dedicated fund will be used to leverage support from other lenders/investors in the
interests of furthering democratic job creation.

(NorthcountryCooperative Development Fund)
*NB 1T Underlining added by author.

1.10 Ownership and>overnance of theFund/ Trust:

The legal structure of the NCDF is a cooperative. As suglowned ad governed byaboard
of directors comprised ots members. fie NCDRvebsitelists 10 staff members.
(Northcountry Cooperative Development Fund)

The broader Northcountry family of organizations has three entities:

1 Northcountry Cooperative Development Fund;

1 Northcountry Cooperative Foundation;

1 Northcountry Cooperative Feddr&redit Union.
Until recently Northcountry had onexecutivedirector for all three organizations. The
organization has since committed to having a one execyttogtionfor eachorganization
(fund managerexecutive in charge of NCF, andradit union manager)(Patrie, 2008)

Mr. Patrie noted that up until the present the NCF and NCDF have had an overlapardgpf
directors. The organization has also committed to eliminating these overlapping seats on the
two respective boards.(Patrie, 2008 hese changes clearly suggest a movement towards
greater delineation between roles and responsibilities of the three Northcountry organizations.

Mr. Patrie noted that the three organizations witbwever continue to have a common
strategic plan(Patrie, 2008)

14



2. Chantier de I'économie social€rust

2.01 Backgroud:

The/ KI yGASNI RS f QS Oéhy &test succésafl CasSadianaizal écorfordy
capital poolsexamined in this report as judged by its capacity (i.e. the size of its capital pool)
and its record of investment in social enterprises.

[ SYGNI f (2 (K beeribdizihiv@dy warkfzt Qentiorganization, Chantier

RS fQS0O2y2YAS TBheChdnlienotiatéd Kithyhé forSidtduiserajovernment
toensure thattheF dzy RAy 3 | £ £t 20FGSR (2 vdzZS6SO Ay (KS C
Initiative was moved lhirough the Federal Treasury Board pitioe 2006federal election.When

the Federal Conservatives took government after the election they cancelled the Social

902y 2Ye LYAUAIOADS YR & | NBadZ G GKS LYyAGAL
never realizedThe/ KI YGASNRA adGSFRFIa&d STFAdahréaache? Sy & dzN
Quebeaprior to the 2006 Electioprovided a tremendous payoff in the form of a 22.8h-
repayablecontribution towards thecapitalization of therust. In addition to these funds the

trust has managed to raise an additional 30 M in capital which together providedusiewith

52.8 M in initial capital to start theust. (Chantier de I'économie sociale Tru§)nce beginning

its operations in February of 200the trust hasalreadymade investments id2 social

enterprises totalling 4.5 MCharest, 2008)

w»
T¢

Thetrust invests in marketiriven or marketsupplemented socianterprisesthat are operated
by nonprofit organizations and coperatives ThetNHza 0 Qa YA aaA2y > Fa adal S
Report is as follows:
¢CKS YIFIAY YAaarzy 2F GKS / KFYGdASNI RS tQsSO2y
expansion and developmenf collectively run enterprises by improving their access to
financing and by enhancing the capitalization of social economy enterp(Sleantier
de I'économie sociale Trust, 2007, p. 2)

2.02 Source ofunding for Fund/Trust:

TheF2ff 26Ay 3 F2dzNJ LI NIYSNE O2y (i NEanatta Béhoniic2 (G KS
Development (previously discussed), Fonds de sol@éaitaboursponsored venture capital
corporation),Fondaction Fonds de développeSy 4G RS I [/ {b L}¥dzNJ fI O22
(a laboursponsored development fund), and the Government of QuébEae contribution

from Canada Economic Developmesmon-repayable, whereas the other three investors

received a debenture in exchange foeir investment (the debenture product is explained in

section 2.05).Thetrust received investments from the four partners at the following amounts:

Canada Economic Developmen€ED  $22.8 M

Fonds de solidarité FTQ $12.0 M
Fondaction CSN $8.0 M

Government of Québec $10.0 M
Total $52.8 M
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(Chantier de I'économie sociale Trust)

ThetNHza (0 Q& ¢ S0 &0ALOYS LYI2NilSyaS NiBKK-AGL) ¢ A 0 K G KS LINR G G S
FRRSR G2 { KGhantief deilécdndmie BazgldRTErust)

2.03 Demand Who isUsing theFund/Trust? WhatTypes ofOrganizations arelargeted?

With an initial capital pool of $52.8 M and an additional $30 M expected in investment
revenues, thdrust expects to invest approximately $80 M in social enterprises over215
year period.(Charest, 2008Considering that this works out to an average of$#4M being
invested annualf}; an obvious question is whether or not the social economy in Québec can
provide adequate deal flowo support this level oinvestment. Early indications are that this
will not be a problem. As of June 30, 2007, only 5 months after the start date otthst, the
tNHz3200@ Annual Reporeported the following statistics:

No. of applications 38

Applications accepted 5
Applications under consideration 14
Potential applications 13
Applications refused 1

Ineligible applications 2
Self-withdrawn applications 3

(Chantier de I'économie sociale Trust, 2007, p. 7)

A number of factors have contributed to thilHza G Q& SIF NI & &adz00SaasSa Ay =
level of deal flow. Training sessions delivered bytthst have reached ovehree hundred

individuals representing a diverse networ organizatiors and social entrepreneursEighty

five hundredcopies of an informational pamphlet have been distributed to sector stakeholders.

The trust ha participated in a number of conferences and workshops, and has also benefited

from mediacoverage The/ K YU ASNJ RS f QSO2y 2 YAitGstia2 OAI € S A&
conducting a survey on the financing needs of social economy enterprises in Q€bentier

de I'’économie sociale Trust, 2007, p. 6)

Another factor working in favour of thigust is the size of the social econonmgctor in Québec.
Quoting Nancy Neamtan, President of the Trustee Council dEttantier de I'économie sociale
Trus& In Québec, the social economy comprises 7000 collective enterprises, including financial
cooperatives, that generate sales of over $1Gilbon¢ (Chantier de I'économie sociale Trust)

The tNJzambgcGurrent statisticsreport its investments in 12 social enterprises totalling 4.5 M.
Thetrust does not have an explicit preference for stapsor expansions; 1/3 of the first 12
projects have been statipswhile the remaining 2/3 are expansiongach of the 12 social
enterprises to receivéinancing from therust derivesbetween 6075% of theitotal revenue
from market revenue. M. Charest nted that the enterprises generate the additional-26%

of their income from a varietgf other sources including government subsidies, contributions
from foundations, and fundraising activitie¥hetrusthas a broad mandate with regards to

® M. Charest noted that the trust plans to invest $5 M in year one, an average of $11.25 M per year during years
two through five, and approximately $2 M per year during years six through twenty
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advancing a range of social outcomes through investing in a wide rarsgeiaf enterprises
that vary greatly irtheir socialmissions Part of thetNHz&a G Qa Y I Yy RI { $hetkudt (2 Sy 2
is financing social enterprises in all regions of the provi(Ckearest, 2008)

ThetNHza 1 Q4 6So0aAidS tAaida (GKS TANEThelistie a20ALf Sy
reproduced here for reference:

Ateliers créatifsi Centre-sud/Plateau MontRoyal

Montréal

Activities: Develop andnake sustainable production spaces for artists, artisans and cultural
workers and organizations.

Projected use Acquisition of a building and layout work.

The Trust 6s$74388best ment

Total project cost $2.9 million

Number of jobs maintained or creded: 3 jobs

Coopératives de travailleurs CHNC

New Carlisle (Gaspésites-de-la-Madeleine)

Activities: Gaspé regional radio station that features quality programming for the widest possible
audience, with a focus on information, entertainment and relaxatio

Projected use Purchase and installation of the equipment needed to convert the station from the
AM to FM band.

The Trust 6s%$3000 est ment

Total project cost $271,650

Number of job maintained or created 10 jobs

Société des Fétes et Festivals dQuébec

Montréal

Activities: Tourism promotion associations producing general circulation publications and a
website

Projected use Acquisition and development of the www.quebecvacances.com website
The Trust 0s%$230/000est ment

Total project cost $572,750

Number of job maintained or created 28 jobs

Le RecycloCentre

SorelTracy (Montérégie)

Activities : Sales of used items after they have been sorted and upgraded.
Projected use: Expansion and renovation of premises.

The Trust 0s$3300@ est ment

Total project cost $1.6 million

Number of job maintained or created 22 part time jobs and 26 insertion projects

Les Serres coopératives de Guyenne

Guyenne (AbitibiTémiscamingue)

Activities : Greenhouse operation and tomato production.
Projected use Equipment purchase.
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The Trust 6s%$230/000est ment
Total project cost $1.68 million
Number of job maintained or created 155 jobs

Légendes Fantastiques

Drummondyville (Centredu-Québec)

Activities : Production of major outdoor spectacles.

Projected use Construction of an outside amphitheatre and development of a new show.
The Trust 6s$412000e st ment

Total project cost: $3.15 million

Number of job maintained or created 31 jobs

Service funéraire coopérative Drummond (J.N. Donais Coopérative funéire)

Drummondyville (Centredlu-Québec)

Activities : Provide funeral services based on high quality standards and the values of mutual
aid, solidarity and community involvement.

Projected use Building acquisition and construction work.

The Trust ots$500/000e st me

Total project cost $4.26 million

Number of job maintained or created 26 jobs

La Corporation du cinéma Beaubien

Montréal

Activities: Offer programming composed mainly of auteur and-fst films and commercial
films from Québec.

Projected use Increase the comfort of filmgoers, improve projection quality and add two new
theatres.

The Trust 6s$5068%est ment

Total project cost $1.8 million

Number of job maintained or created 25 jobs

Le Centre de la Biodiversité du Québec

Bécancour Centredu-Québec)

Activities : Public education on conservation, the protection of endangered species, and the
wealth of Qu®becds biodiversity.

Projected use Building improvement and equipment purchase.

The Trust 0s$381969est ment

Total project cost $1.3 million

Number of job maintained or created 5 jobs

Coopérative de I'Université de Sherbrooke

Sherbrooke ((Estrie)

Activities: University consumer cooperative managing bookstore and computer services.
Projected use Leasehold improvements and equ@rhpurchase.

The Trust 0s%$230/000est ment

Total project cost $1.45 million

Number of job maintained or created 30 jobs
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Les Boutiques Chic Chez Vous

Montréal

Activities: Retail sales of clothing that is adapted for men and women sufirmgishing
autonomy.

Projected use Transformation of a private enterprise into a social economy enterprise (non
profit organization).

The Trust 6s$160000e st ment

Number of job maintained or created 10 jobs

2.04 Eligibility Criteria:

Thetrust invests exclusively in social enterprises, typically those social enterprises that are run
by nonprofit organizations and coperatives. There is a preference placed on financing social
enterprises with fewer than 200 employed€hantier de I'économie sociale Trust)

ThetNHdza & RSTFAYySa a20A1Ff SYGSNILINA&AS a aly SyidSN
'y SYGUNBLINBYSdzZNAI £ OKI NI JGhSnNdgE deli'écan@mielsiobld dzS a |
Trust)

Eligible projects include business staps as well as expansions. Financing for business

recovery or refinancing is not eligibl&or a project to be eligible, thé&Ndtza G Qa f 2y Ydza G
represent more than 35% of the totptoject-related costs.Provincial Government agencies

and those agencies that delivprovincialgovernment programs (e.g. childcare cerd, home

support services) are ineligible to receive financing fromtthst. (Chantier de'€conomie

sociale Trust)Anotheractivitythat is considered ineligible is financing for housing co

operatives. M. Charesioted that the trustplaceshousing coopratives in the same category

as agencies that deliver provincial government prograie.added thatthie demandor

financing in this sector is so great thahdusingprojects were considered by theustits entire

capital poolwould bedrainedover a very short period of timéCharest, 2008)

2.05 Return tolnvestorsin the Fund/Trust (Structure and Range ofinvestmentinstruments
Employed):

As previously mentioned, four partners contributed to the capitalization ofttbst. The
D2OSNYYSyld 2F /FylRIFQa O®awlophdni) idaioiepayable.The y I Rl 9
other three partners (Fonds de solidarité FTQ, Fondaction CSN, Government of Québec) each
received a debenture in exchange for their investmehhedebentureproductoffered tothe

three institutional investorss scheduled for repayment at the end @15 year periogstarting

from the initial date of investmentTherate of returnfor the debenture products the

principal plus interest equal to that paid orGovernment of Canaddond (greater than 10

year) plus 2%The actual rate of return paid to each of the threelividualinvestors varies
depending orthe prevailing interest rate on Government of Canada Bonds at the time of their
respectiveinitial investmens. At present, M. Charest noted that the debentyreoduct pays a

rate of return of roughly 6.35%Charest, 2008)
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2.06 Viability ofFund/Trust:
All of the administrative and operational costs of tinest are paid for by the Trust. For the
first two and a half years these cost will be paid out of the contribution from Canada Economic

Development. From March 2009 onwards, all of tN&lza G Q& O2ada gAfft o6S LI |
investment revenues accumulatdy thetrust. (Charest, 2008)

As previously mentioned, thigust only invests igocialenterprises. This is different from the
investment strategies isome of theother funds/rustsexamined in this report The
investment strategy of th&dmonton Social Enterprise Fund, for examipleolvesa mix
betweenmainstream market investmentsvestments in social enterprises, and offering
technical assistance granis social enterprises

At any given point of tim, the interest rate set by thérust on its patient capital loans is fixed
for all its offerings. It is fixed at a rate slightly above the rate of return pardthe debenture
productto institutional investors Thismark-up is in place tantegrate theexpected losses from
write-offs on the patient capital loan&or example, if the rate of return paid to institutional
investors is roughly 6.35%, the interest rate on the patient capital loan preduight be
approximately 7.5%Charest, 2008)

2.07 Technical Assistance

No technical assistance programming is offered throtghChantier de I'économie sociale
Trust. Thetrusthasmade a decision that its businessl be exclusively tanvest in social
enterprises. The advantage of this strategy is that it allows thest to manage a $52.8 M
capital pool with only three staff and minimal cogtritical to thetNHzastia@gy is partnering
with existing actors in the social economyattprovide technical assistance sapport thesocial
enterprises that it finances(Charest, 2008)

2.08 Financial Product Offerings
ThetNXza G Q& T A ysinglu@ekwotpatiddtNBpRad26ai products with 4&ar capital
repayment moratoriurs. (Chantier de I'économie sociale Trudthe amount of the loans range
from $50,000 to $1.5 Mandthe average loan at present is approximigt&350,000(Charest,
2008)p ¢CKS Gg2 LI GASYG OFLRAGIEE f2Fy LINPRdzOGA | N
reproduced here for reference:
1 Operations Patient Capitat to finance costs related to the working caditad, market
launching of new products and the acquisition of office and computer equipment,
automotive equipment, machinery, and tools. Operations patient capital is unsecured.

1 Real Estate Patient Capital to finance costs directly related to #equisition,
construction, or renovation of real estate assets such as land, building, warehouse, etc.
Real estate patient capital is secured by a real estate mortgage subordinate to real estate
mortgages that may be held with other lenders.

(Chantier de I'économie sociale Trust)
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2.09 DueDiligencefor Selecting Recipient Organizations:

Thetrust has mandated an outside agenB§seau d'investissement social du Québec (RISQ

social investment network of Québeim) receive and analyze loan applicatiofShantier de

I'économie sociale Trustpnce RISQ has assessed a potential loan application, it sends its

analysis and recommendations to thdtza (4 Q& L y @S & {(OChé&nyieii de I'éBovioriie i G S S @
sociale Trust, 2007, p. Mhe Investment Committee, in turn, advises the Trustee Council on

the loan applicationhowever, it is the TrusteeCouncilwho makesthe final decision on alban
offerings.(Charest, 2008)

2.10 Ownership and Governance of the Fumdust:

The legal form ofhe Chantier de I'économie sociale Trist trust that operates like a nen
profit organization. Therust does not presently have chiable status and has no plans to
apply forcharitable status.(Charest, 2008)

As previously mentionedhe TrusteeCounciimakes the final decisions on all loan offerings.
There are eleven members ongirustee Council
- FourCouncil membesofthe/ K yiASNJ RS f QSO2y2YAS ai20Al £ S
the TrusteeCouncl);
- OneCouncimember from each of the four institutional investoxSgnada Economic
Development, Fonds de solidarité FTQ, Fondaction CSN, and teen@ewt of
Québec)
- One Council member fromte Conseil Québécois de la Coopération et de la Mutualité.
(Chantier de I'économie sociale Trust, 2007, p. 2)

Thelnvestment Committee and Monitoring Committeeclude local actors the social
economy from all regions of Québand play an advisory role to the Trustee Courf€iharest,
2008)

As previously mentioned, working with an extensive network of partner organizdtidhe
social economy in Québec is a critical component oth#za (i Q & I@iparhkhlar, $h8 & ©
tNHzawtite lists the following partner organizations:

1 Corporations de développement communautaire (@&d@munity development corporations)

Corporatbns de développement économique communautaire (GCB&@Munity economic

development corporations)

Coopératives de développement régional (@Bfonal development cooperatives)

Centres locaux de développement (AbBal development centres)

Community credibrganizations

{20ASGS4 RQIARS | dz RSOS t-cerhauiity d@yeldpmirassistiace t S OG A ¢
agencies)

(Chantier de I'économie sociale Trust)

|

= =4 -8 =4

These local stakeholders provide interested enterprises with information aboutNbkza (i Q &
financial products and eligibility criteri@Chantier de I'économie sociale Trus$t) 2007, the
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trust completed four training sessiomsth partner organizations, providing direct contact with
over 150 development officers and analygtShantier de I'économie sociale Trust, 2007, p. 5)

3. ICOF Community Capital Limited

3.01 Backgrounl:

ICOF Community Capital LimitediBee standingociety (established in 1994jat is managed

under thefamily ofbusinesses trading as ©perative & Community Finanded. (ICOFE)ICOF

[ 2YYdzyAGe /[ FLAGEE [ AYAQSROéerates/ddmriugity A & (2 LINE
businesses and social enterprises throughout mainland UK.

There are two main organizations thate managed byhe larger entity oiCcoperative and
Community Finance:
w LYRAZGNRLFE /2YY2Y hgySNEKZBUWsdayyl yOS [ 0R
companies; ICOF Guarant€empany and ICO FuRdLQ; together these form the ICOF
Group
wICOF Community Capital Limited (Il@G)ee standingociety for thebenefit of the
community for whichlCOF acts as fund manager.
(Cooperative & Community Finance)
The following organizational diagranréproducedf NB Y (G KS L/ / Qa wnnc | yydz

MEMBERS MEMBERS
‘ (SHAREHOLDERS)
ICOF LTD \‘
Trading as Co-operative
.o ICOF COMMUNITY
& Community Finance CAPITAL LIMITED
CO-OPERATIVE | (including East Midlands
SHAREHOLDERS Community Capital and
k East of England
ICO ICOF Community Capital)
GUARANTEE
FUND PLC COMPANY

(Cooperative and Community Finane€ommunity Capital, 2006)

This report will focus primarily on providing a comprehensive overvietweohow |COF
Community Capital LimitedCCpperates Any discussion of theCOF (including thkCO Fund
PLC and the ICOF Guarantee Compaiilybe clearly noted so as not to carsie the reader.

Before discussing ICC in details necessaryo first begin with a historical overview of ICOF
(established in 1973) as the organization whose work led to the establishment of ICC in 1994.
ICOF was developed through a number of informal meetings in Northampton in 1973 organized
by a large common ownership cooperative calszbtt Bader The initial concept was to

develop afund that was capitalized by donations, deposits and loans &gstingcooperatives
which could be pooled and loaned out to new cooperative ventut€OF slowly gained
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momentum andeventuallybenefited fromthe central governmer® support, whichcame on
side in 197@y providing ICOF witB250,000 of funding to lentb co-operative enterprises.

ICOF continued to expand in the 1980s as a number of cooperative loan funds entrusted the
management of their funds to ICOF. At present, ICOF continues to manage loan funds on
behalf of many organizatiores part of is operations. This is discussed in greater detail in
section3.08- Financial Product Offerings

In 1987 ICOF established ICOF FundaRladneans of generating capital by public share issue.
ICOF Fund PLC offers loansvtwker cooperatives and employee owned businesses

Following the initial share offeringecond and third offerings have been made in 1997 and
2007 respectively.

| LJ dzydAt GKS SFENIeé mddhnads L/ hCQa 2LISNIGAzZY
cooperatives.¢ KS wmdpdon Sadlrof AaKYSyd 2F L// SELI YR

cooperatives but other organizational structures that engage in economic activities that fulfill
primarily mutual, social or community objectivelkCC is mandated to provide loarmsco-
operatives, community businesses and social enterprises throughout mainland UK.

3.02 Source ofFunding for Fund/Trust:

The initial source of capitébr ICC wa€450,000raised through withdrawable membership
shares(Ccoperative & Community Financéd discussion of the ongoing sources of capital for
the fund isprovidedin 3.06.

3.03 DemandWho isUsing theFund/Trust? WhatTypes ofOrganizations arelargeted?
A vibrant social economy in the UK has resuitedigh demand on the funds managed by ICOF.
The ICOF website notésK HGOF @& running short of money, demand is outstripping supply
(Cooperative & Community Financé&)espite a slow beginning ICC has become the t@@F
in most demand by borrowerdCC loans are exclusively targeted at supporting social and
community enterprises. These enterprises focus on employment generation and community
renewal by offering a long list of services including:

1 Qeécheand nursenyfacilities

1 Recycling furniture and restoring electrical goods

1 Providing training for the youndhe long term unemployedand the physically or
mentally disadvantaged
Developing social housing
Waste management and advice on recycling
Running communityfarms
Providing community counselling
Publishing community newsletters
(Cooperative & Community Finance)

= =4 4 4 -4
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The ICOF website provides a list of some of the entsgprihat it has financed\ote: The
website does notlistinguis between those enterprises funded through ICC versus other funds
managed by ICOF

The Twist Partnership

The Twist Partnership is a Londbased social enterprise that delivers unique learning
programmes to promote good leadership and enablegledo positively change the
environment in which they work or live.

GreenWorks
GreenWorks is a leading social enterprise that primarily operates an office furniture
recycling service. Initially based in London, it now has warehouses across the UK.

Esential Trading

Essential Trading is a wholefood-@perative based in Bristol that specialises in
supplying natural, organic, GMO free and fair trade vegetarian wholefoods to
independent businesses in the UK.

Soft Touch Arts

Soft Touch Arts is a ndor-profit arts cooperative that was established in Leicester
during 1986. It works with groups of marginalised or misrepresented people to help
them to work together and generate positive change for themselves and their
communities.

Wave
Wave is a design eaperative in Hastings, East Sussex that has been providing
professional creative services since it was established in 1987.

DLT Training Ltd

DLT Training is a Bridgebdsed company that delivers industrial training in freight
logistics and materials hatidg to thousands of people every year.

(Cooperative & Community Finance)

3.04 Eligibility Criteria:

Note - The eligibility criteria for prospective borrowers does not distinguish between ICC and
other ICOF funds. The overview of the eligibility criteria listed in this section thegipiies

to all ICOF funds.

In order to be eligible to receive finaimg from ICOF, borrowers must first become members of
ICOF.Organizations that are eligible to borrow frd@OHRnclude:

Cooperatives

Social enterprises

Community businesses

Development trusts

Businesses developed from the charitable and voluntaryosect

= =4 8 -4 -9
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(Cooperative & Community Finance)

The ICOF website Isgihe followingas business activities that are eligible for financimgugh
ICOF loans:
1 Those starting a coperative, employee owned business or social enterprise
1 Those who are seeking to expand aaperative, employee owned business or social
enterprise
1 Those wishing to take over an existing business and convert it teoperative or social
enterprise. This may be where a business would otherwise close, beosalthird
party, or become a privatised public utility.
(Cooperative & Community Finance)

Organizatios applying for a loan are required to pay a loan appraisal fee which varies between
1% to 2% of the sum advancettpendingon the work involved in processing the loan
application. There is a minimum fee of £210 and a maximum fee of £TI@0fee is only

charged to successful applicant€coperative & Community Finance)

3.05 Retun to Investorsin the Fund/Trust (Sructure and Range oflnvestmentinstruments
Employed):

ICC offers shared £1 nominal value with a minimum investment of £250 and a maximum
investment of £20,000althoughthere is no limit for investment by other industrial and
provident societies. Joint applicatio(egpplicationsby more than one individuagre also
accepted. The shares are not quoted on any exchange and therefore are not transferg@ble.
operative & Community Finance)

ICC sets a target of paying interests at a rate equal to inflation, without deduction of tax at
source. Thefund provides o capital gains.Interest is paid as an increase in sharethe

society rather than in cashlhere are not charges or membership fees for share purchase or
withdrawal. (Cooperative & Community Finance)

ICC has regulations in place that require a withdrawal nqteréod of 6 months. Impractice,
this regulation has not been enforced over the past eight years whereas ICC has been in a
position to provide withdrawals on deman@Caooperative & Community Finance)

ICC also has a procedure in place wherebydihectors of the society can suspend withdrawal
rights or reduce the amount payable upon each share when withdrawn if the auditors of ICC
certify that the liabilities of the society exceed its ass@Broperative & CommunitfFinance)

hy L/ / Q& ¢S06LJ 3S s ¥ mdkes vayiclSaythak thefsocikty (@#ases @ Pronber
emphasis on ethical investments over profitable investments.
Community Capital invests in social businesses that are viable and operate in a
commercially effective manner. We recognise that their level of profitability may be
constrained by the achievement of social or environmental benefit and we know our
investors share this recognition. This is an ethical investment with a priority for people
rather than profit(Cooperative & Community Finance)

25



The webpage further notedVe hope the monetary value of your investment will be
maintained, but it may go dowa{Cooperative & Community Finance)

3.06 Viability ofFund/Trust:

L/ / Q& LINAR2NAGeE 2y LIS2LX S 2 @ Sindldedgi & AuinbeKdf a y 2 {
losses. During the first four years of thend3 existence it did not record any losses. In 1999
however, itexperienced its first lending loss when a Devon based business supported by ICC
ceased tradingresulting in a loss to ICC of just 0¥&1000.

Despite this losanda number ofothers recorded by ICC, the Fund has been able to maintain
the value of itsshares by a number of strategies. One method has lleedevelopment of
GKS L/ hCQa Ddz TN Qhardats€ompaivisdugtidothdescribed2 y L/ h CQa
website as follows:
One strategy to reduce investor risk is the Guarantee CompanyGiliaentee
Company exists solely to raise money to cover any capital losses made by Community
Capital. Without it, if the loss rate increased, lending would have to be restrained to
prevent a rapid depletion of capital and our ability to pay interest wdaddmpaired.
With the loss covered by the Guarantee Company lending can proceed as plé@aed
operative & Community Finance)

Another strategy employed by ICC to increase their lending capacity is to encourage members

to waive their interest paymentsAt the discretion of thalirectors, evenue earned by 1Ay

not having to pay interest is invested in the Guarantee Compdhgse investmentsnable ICC

to make a limited number of higher risk loans that otherwise would mopbssible.The
website notes thafdzy RQa Yl Ay &a2dzNOS 2F AyO02YS F¥2NJ 6KS D
this process(Ccoperative & Community Finance)

The successes of tliend in recent years have resulted in small surpluses that have
O2dzy G SNB I £ yOSR L/ / Qa f 2fénd &peds to phykierest®o a A (1S y 2
shareholders in the near futur@owever also adds a reminder to members of thad<Q
priorities:
We expect to be able to pay interest again to our shareholders very soon. However
Community Capital remains a fund that lends at risk to some of the most deprived
people and communities in the UK. After all, how quantifiable is the glimmer of hope
that puts their survival before ouY' S Y 6 SnieBes??(Cooperative & Community
Finance)

3.07 Technical Assistance

The ICOF website notes thabffers non-financial support to its borrowersowever little
detail is provided on the nature of these services. It is also noted that ICOF facilitates
networking between the businesses it financéSooperative & Community Finance)

3.08 Financial Product Offerings
ICC is just one of a number of funds managed by the ICOF. A nunfined®freregion
specific, while the ICOF Fund F4.& national fund set up for worker @peratives.ICC is also
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available nationwide and provides loans for social enterprises aoderatives(Cooperative
& Community Finance)

The terms of ICC loans are tailored to the specific needs of the businesses based on their
capacity to make repayments. There is a maximum repayment term of 10 ydEsesnterest
rateson ICC loans aempetitive;however like the term the actual rate of interestary from
loan to loan. The size of théund<Qoans range front5,000 to £50,000If a business requires a
loan greatertharfp n 2 nnn X L/ hiub@Pprovdé Isa8sNdr anmdlings up £125,000

(in London up t&€250,000).To date ICC has loaned out o¥4r750,000(Ccoperative &
Community Finance)

ICC will normally not consider financing greater than 50% of a financing package for a new
business.However, he website notes that ICOF has 30 years of experience and in that time
have developed partnerships with other lenders and funds which can kedged.(Co
operative & Community Finance)

The ability to provide security cover is not the main criteria upon which the lending decision is
made, however the ICC does seek to secure loans against assets of the borrogamigzation
where possible. The fund does not take personal guarantees on l@@sperative &

Community Finance)

As previously mentioned, ICOF also proviolesk office serviceand loan management services
on a contractuébasis. Back office services include:

1 Holding monies and provision of treasury services

1 Setting up loan accounts, calculation of interest

1 Recalculating loans

1 Provision of quarterly statements and tax computations

1 Providing for early repayment

1 Collectionof repayments by monthly direct debit

(Cooperative & Community Finance)

ICOF loan management services are offered to local, regional and nationaldnddsther

lenders. ICOF loan management services operatgatge of levels depending on the
LINESFSNNBR RSANBS 2F Ay@2f @SYSyd 2 Fthréelels O2 y i NI
of service optionsalthough it also notes that different elements of each level can be blended.

The three levels are reproded below for reference:

Level One: Administration and Control

At this level Caperative & Community Finance will provide the administration of loans as in
our normal Back Office service.

Loan advance release documentation.

Perfection of security.

Charging and collection of interest and loan capital repayments.

Financial and credit control; book keeping; reactive reporting of repayment problems.
Client monies can be held either by ourselves or by the Loan Fund itself.

= =4 =4 -4 -9

27



Level Two: Appraisal adonitoring
In addition to all Level One, this would include
1 Checking that applicants comply with the Loan Fund criteria.
9 Full appraisal and written report on each client.
1 Assigned Goperative & Community Finance business advisor who will liaiseanih
attend all relevant Loan Fund Board or Committee Meetings.
1 The regular, proactive monitoring of Loan Fund borrowers.
1 The provision of business, financial and marketing advice to borrowers, where
appropriate, in association with existing provision.
1 The provision of monitoring and financial reports to the Fund.

Level Three: A Comprehensive Management & Investment Service

This would include all of levels one and two together the management of the Loan Fund's cash
balances with investment advice émsure best ethical investment practice and rate of return.
This would involve adding the cash balances of the Loan Fund tmaucash balances to

benefit from economy of scale and our investment experience. There are several mechanisms
for doing this.

(Cooperative & Community Finance)

3.09 Duebiligencefor Selecting Recipient Organizations:
ICOF invests only in cooperatives, employee owned businesses and social enterprises that are
economically viableTherefore, the capacity to repdkie principal plus the agreed upon rate of
interest are important considerations in the due diligence process of accessing loan
applications.ThelCC process of assessing a loan application includes:

1 \isiting the business

1 Preparinganappraisal report

1 Decision making

1 Perfection of security
ICC aims to complete this mresswithin 24 working days of receiving the loan applicati(@o
operative & Community Finance)

ICOF also has &thicalPolicywhich sets forth positive and negative criteria thgdvern all of
its business activitiegCooperative & Community Finance)

3.10 Ownership and Governance of the Fuicust:

The legal structure of ICC is an Industrial and Provident Sodetysurplus remaining after the
payment of interest to members is reinvested into the sogietymay be used for charitable or
educational purposegCaooperative& Community Finance)

Each member is entitled to one vote regardless of the size of their shareholdindnoditeof
directorsis appointed by the members of thaciety at theannualgeneralmeeting. Directors
receive no remuneration for serving on theard ofdirectors. The Rules of the Society
regulate the composition of thboard ofdirectors as follows:

(a) Up to eleven persons elected by and from the membership; and

(b) Up to four persos appointed by Industrial Common Ownership Finance Limited (or such
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body as may succeed to its functions); provided that at no time shall the number of appointed
Directors exceed the number of elected Direct¢fScoperative &Community Finance)
The Rules of ICC also require that one third ofdinectors (or, if their number is not divisible
by three, the number nearest one third) to step down from thward ofdirectors each year to
make way for newdirectors. Currently taboard ofdirectors includes representatives from
social economy businesses and affinity organizati@@soperative & Community Finance)

ICC has no staff itself. Management of its operations is contracted to ICOF. In conducting its
business operations ICOF is authorized and regulated by FSA (the Financial Services Authority).
(Cooperative & Community Finance)

4. Ontario Social Enterprise Trust

4.01 Backgroud:

CKAA ASO0GA2Y 2F GKS NBLRNI O2yaimRdpdsHtod KS hydl
Establish a Social Enterprise TU@SET) The main sources of information for this section are

the most recent OSET Proposal (January, 2@0®) an interview completed on March 12, 2008

GAOK 2yS 27T {4 ProporentsaNar NFAuk Clzxhtbérlairi (Broject Director of the

Canadian CED Network).

Thec2 y a 2 NIl A dzY Q& ¢ 2 NJ théiGhiario Sdvial Erfielipiise DraiSISE s \Eel

back significantlyvhen the Province of Ontario rejected tk@ y & 2 NI A dzY Q& NXBj dzS & i
contribution towards the capitalization of the trusThec2 y & 2 NI A dzYwasto udelthel G S 3 &
$20 M contribution from theorovincialgovernment to leverage $55 M capitalfrom other

funders including théederalgovernment, private corporations and foundations (further detail
onh{9¢Qa OFLAGEEATFGAZ2Y & 0GNIThsStEAegyfeeded®pedzy R 0 St 2
revamped when thgrovincialgovernmentdecided not to acceptthe2 y & 2 NI A dzY Q& LINE LJ
Since turning down the2 y & 2 NJi A dzY BedprovinBeliadefcburagel the groupto work

through theprovincialg?2 @ S NJ/ Y&y r@diuictionmandate as a means of securiag

possible contribution Theconsortium is hopeful that pursuinipis route may lead to a smaller
contribution in the neighbourhood of $100,00@hich would assist thgroupin completing the

next stepgowardsthe further development of OSE{Chamberlain, 2008 hese next steps

would includedraftingan OSET business plan, legal work on the form, structure, and policies of
OSET, and community consultations to assess the dessideihformation ofthe sector.

(Ontario Social Economy Consortium, 2008, ppl1p

l t 6K2dAK GKS O2YLX SiAzy 2F (KS&asS ySEG aidsSLa ¢
business case for OSHie likelihood of GET actually beirgstablisheds still very much

contingent on thenitiative receivinga significant contributiofirom either theprovincial or
federalgovernment. (Chamberlain, 2008)

In writing this section of the repoythe author has relied heavily on the interview with Mr.
Chamberlain as a source of information for the finer points of @8#dh are not included in

*The members of the Ontario Social Economy Consortium are listed in 4.10
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the/ 2 y & 2 NRropakal t@ BEstablish the Ontario Social Enterprise ThistChamberlain
was able tqrovide limited information with regards tacertain number of these points since
the OSEDusiness plamasnot yetbeencompleted Asthis is the casepr thoseareas of
inquiry wherelittle information was availablelimited information is provided.

4.02 Source ofunding forFund/Trust:
As previously discussed in section 4.01 the capitalization stréatedySETS currently being
remodelled. Despite the fact that théinancing figuredisted in the OSERroposal(January,
2008)are no longeO dzNNBy (15 G KS LINRLR Al f Qa FAYlIYyOAy3a o6NB
O2y G SEG T2NJ dzy RS N& drigifaRthategy: (G KS / 2y &2 NI A dzZY Q&

Major longterm contributions from institutional investors, with the following target

over a tenyear period:

1 Government of Ontario ($20 million);

1 Government of Canada ($25 million);

1 Privatecorporations banks,insurancecompanieg ($20 million);

1 Foundations ($10 million).

Shortterm and mediumterm grant funds, with the following tegear targets:
1 Government of Ontario ($10 million);

1 Government of Canada ($10 million);

1 Foundations ($3 million);

1 Privatecorporations ($2 million)

(Ontario Social Economy Consortium, 2008)

Beyond the initial capital pool, th@SET proposal lists the following additional sources of
capital:
- Interest on loan repayments;
- RSldaNya 2y | LBRNIA2Yy 2F GKS h{9¢Qa OFLAGLI
financial markets
- Operating grants for special projects
(Ontario Social Economy Consortium, 2008)

Mr. Chamberlain noted that during the2 y & 2 NIi A dzY Qa O 2 ypéondetidlfinainde2 y & 4 A
ministerin 2007 one aspect of the OSET proposal that appeald@tiédinanceministerwasthe

fact that the contribution arrangement involved a lump sum contributiowards theinitial

establishment of OSET, after which the point thest would be geared towards self

sufficiency. Thefinanceminister viewed this type of investment as potéty compatible with

spending a yeaend budget surplus, whereas tlillars could be invested without requiring a

longterm commitment to financing the project year after ye@@hamberlain, 2008)

Consistent with all other jurisdictions in Canada, therentfederalgovernment has shown no

interest in financing anything related to social entrepreneurship in Ont@@bamberlain,
2008)

30



With regards to prospectivBnancing from the private sector and foundations, as previously
mentioned, without a buyin from either thefederal orprovincialgovernmentit will be difficult
for the Consortium teecure an investment from these parties.

4.03 Demand Who isUsing theFund/Trust? WhatTypes ofOrganizations arelargeted?
Theconsortium has identifiedhat obtainingdemandsideinformationis a priority in the next
steps to be completeds part of theongoingdevelopment of thebusiness case for OSET.
Preliminary information was gathered during a series of workshops coordinated by the Ontario
Region of the Canadian CED Network which took place in Sault Ste. Marie, Peterborough,
Ottawa, Hamilton and Sudbuduring 2007 These workshops introduced pantiants to the
concept of OSET and generated discussion and feedback as to te ofdbe social economy
sector. (Ontario Social Economy Consortium, 2088(ommon theme expressed by

participating organizations was the need f;mancing to purchase the property they were
currently renting so that they could leverage this asset to scale up their operations.

Further information was ascertained by ti@ntario Region of the Canadian CED Network as

part of the organizatio® Inventory of CED Organizatigrnghich was completed in 2007 and

aimed to establisla profile of the sector.Not surprisingly, the survey fouratcess tdunding

to be the number one priority foEED organizationgMr. Chamberlain acknowledged however

that a weakness of this process was that the survey tool used did not distinguish between the

need for capital loans, equity and grant financi@hamberlain, 2008\nfortunately, without

a further breakdown of which organizatiewere interested in capital Bns or equity financing

versus those who were interested in grant funding, this information does not prevgtreat

deal ofsubstantivedemandd A RS Ay F2NX I GA2y (2 3AFdAS GKS aSOf(
financial products that would be offered by OSET.

Mr. Chamberlaitommentedthat anyfuture activities directed towards generating demand

side information will need to include a dec education component.This is hecessary because

the volunteers and employees who make usth & 2 OA I £ S O2 vy gevigrallydack | 6 2 dzNJ
the higher level ofinancial literacythat isrequiredto understand the advantages and

disadvantages of differérinancingstrategies.Mr. Chamberlain notedn education tool could

be combined and delivered with a tool used for ascertaining sector demand as part of the next
aidsSLla 2F h{ 9 (Chamb&IGDIOSE LIY Sy (i &

The OSETsls the following targeted samieconomicoutcomes that will result from the capital
injected into the sector through theust:

Community economic renewal

Reduced child poverty

Affordable housing

W2YSyQa I O00Saa (2 ONBRAI

Employment for marginalized groups

Immigrant integration

Labour market innovation

Youth entrepreneurship

= =4 4 -4 8 -8 -5 9
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Revitalized language and culture
Green energy

Health Care

Social Services

(Ontario Social Economy Consortium, 2008)

= =4 —a -4

Theoriginalintention ofthe consortium was for OSET to place a priority on financing a broad
range of initiatives that reflect thevide array ofsociceconomic outcomes listed above.
Howeverthe mandate of OSEWill likely now need to place a greatpriority on poverty
reduction snce theconsortium has been directed towards the poverty reduction mandate of
the provincialgovernment as a means of financial support for QS®i. Chamberlain added

that OSET may also pursue additional lines of government funding that are in lingaevith
other socieeconomic outcomes listed above as a means to try and maintain a broader focus
than just poverty reduction(Chamberlain, 2008)

The OSET proposal lists a number of diffeest@mples of the types of social enpeises it
would be structuredto finance. There isconsiderablevariance in the enterprises listed with
respect to how the enterprises derive their revenue. Some of the enterprises listed are
structured in such a fashion that thdongterm sustainability islependenton a significant
proportion of their revenue coming from grant funding. Soofi¢he other enterprisesappear
to be less reliant on grants and generate a larger proportion of iheomethrough market
revenue.With respect tothe sociakenterprisesQtevenue structure (grants versus market
revenues)the proposal does not specifytifere will be a priority on financingne particular
social enterprise structure over anothg¢Chamberlain, 208)

4.04 Eligibility Criteria:

Theconsortium has not yeestablishedhe basic criteria that an organization must meet in
order to be eligible for the financial products offered by OSHf..Chamberlain noted that
preference willikely be given to financing those social enterprisesieftdemonstrate the
potential to scale up their operations as part of their business gl@hamberlain, 2008)

4.05 Return tolnvestorsin the Fund/Trust (Sructure and Range ofinvestmentinstruments
Employed):

For the capitalization of OSET, tt@nsortium proposes a dual approach of applying for grant
funding (nonrepayable), and raising funds through the offering of a debenture product to
institutional investors. The debenture product would yield a rate of return equivalent to a ten
year Treasuwr Bill or five year GIGOntario Social Economy Consortium, 2008, p. 9)

4.06 Viability of Fund/Trust:

The OSET proposal lists five lines of revenue that will lead to thedomgviability of thetrust:
Major longterm contributions from institutional investors

Shortterm and mediumterm grantcontributions

Interest on loan repayments

Returns on investments of tid&NHza Q& OF LIAGF £ LR 2f
Operating grants for special projects

aprwdE
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(Ontario Social Economy Consortium, 2008, pp0p

The OSET proposal cites an expected rate of returrce:5 2y (G KS LJ2 NJgapigaly 2 F

poolthat is to be invested in mainstream financial markets (number 4 aboMeis rate of
return will be higher than the rate of return paid to institutional investors and the surplus
revenues will be used to cover administrative and operational c¢Ststario Social Economy
Consortium, 2008, p. 10)

Noadditionalinformation was obtainable about { 9 po€félio mix that is, the breakdown of
h{9¢Qa Odidbiks@érhehbetnieg ihvestments in:

- Mainstream market investmest

- Patient capital loans for social enterprises;

- Grant funding for technical assistance.

4.07 Technical Assistance

One of thetwo financial product offerings listed in the OSET proposatapacity building
productfor technical assistanogith business planninggpovernance operations accounting
marketing andinance These &chnical assistance grantsll be nonrepayable and for
amounts ranging from $5,06$25,000.(Ontario Social Economy Consortium, 2008, p. 9)

4.08 Financial Product Offerings

The OSET proposal lists two finanpialducts that will be offered to recipient organizations.
The first is the capacity building product already discussed in 4I0@ second isgatient

capital producthat is structured as a lorggrm loan or guarantee A5 years) with

compditive market based interest rate. The product will be available for eligible recipient
organizations to use as a meansfoh y | yfeallesfalie pjects and working capital proposed
by social enterprises and CED organizag¢@sntarb Social Economy Consortium, 2008, p. 9)
The loan amounts will range from $50,000 to $1.5®ntario Social Economy Consortium,
2008)

4.09 DueDiligencefor Selecting Recipient Organizations
OSET will select an organizatiorassumeresponsibility for the financial management of the

A, XY 1 oA X

tNHza O @ ¢KAAa 2NBIYATFGA2Y @Attt 0SS &Sde8itOi SR

union or caisse populaire, other financial institution, a sociailgrmed investment company, a
foundation or another charitable body such as a universi@ntario Social Economy
Consortium, 2008, p. 7art of the responsibility of the selected organization will be to
performthe financialdue diligenceon those organizations applying for financif@ntario
Social Economy Consortium, 2008, p{7)6

Althoughmuch of thedue diligence process will not be completed by OSETOSET Loa
Committee will play anajorrole in thefinal decisionof which proposals to approve for
financing Theloancommittee will be responsible for evaluating the nfinancial aspects (i.e.
socialoutcomes) of the proposed activities of the recipient orgarion. The financing decision
will be the result of a mdsng of the due diligence process and the evaluation process of the
loancommittee. (Chamberlain, 2008)
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4.100wnership Managementand Governance of the Fur@rust:
Asmentioned at the onset of this section, the proponent of OSET is the Ontario Social Economy
Consortium Thecurrentmembers of theconsortium include:
1 Canadian Community Economic Development Network (CCEDNet))
1 Community Economic Development Technicalsiasce Program (CEDTAP)
T /2yaSAt RS tF [/ 22LISNrdA2y RS fQhydlNR2 o/ /
1 Ontario Ceoperative Association (OCA, or On&p)
T[S wSaSldz RS 5S@Sf2LIISYSyid ; O2y2YAljdzS Si R
T [QtftAlyOS RSa OlFAaasSa LR LIBECPOANBEA RS f Qhyi
1 MaRS SocidghnovationGeneration(SiG@MaRS)
1 United Way of Greater Toronto
(Ontario Social Economy Consortium, 2008, p. 1)

The decision with regarih the legal structure of OSET has not yet been determined. Mr.
Chamberlain noted that part of the next steps in the development of the business plan would
be legal work to determine the most appropriate structuf€hamberlain, @08)

OSET will be governed byaard oftrusteesmade up of eleven membersThe proposal
stipulates thatthe chair of theboard as well as thenajority of thetrustees must be from the
sectoritself. The remaining seats on theard would be foinvestor institutions(Ontario
Social Economy Consortium, 2008, p.M). Chamberlain noted however, that during the
c2y az2NlAdzyQa Yidhdemiyisheain 2007 dheniniSté Soted thatthe province
would ikely not wish to have a seat on the Board.

Thedelivery ofthe capacity building grantwill make use of g-established networkssuch as
the Canadian CED Netwof®n Ceop, CEDTAP, economie solidaire, RDEE, community
foundations,and United WaysIn the delivery of thepatient capital loan products, the proposal
notes:
The Trust will work through, syndicate with or otherwise cooperate with local credit
unions, caisses populaires, community loan funds, Community Futures Development
Corporations, ad other organizations already in the business of lending to the sector.
(Ontario Social Economy Consortium, 2008, p. 7)

In the delivery of both the patient capital loan and grant products the proposal notes that OSET

will work closely with all levels and agencies of governm@mtario Social Economy
Consortium, 2008, p. 7)
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5. Toronto Enterprise Fund

5.01 Backgroud:

The Toronto Enterprise Fund (TEF) was established in 200itldepool of capital folTEF
was established through nerepayable grant funding from th€ity of Toronto, Human
Resource Development Canatlae United Way of Greater Torontand theProvince of
Ontario. The current funding partnerand funding structure of TEF haneamained largely
unchanged since its inceptio@amieson, 2008)

TERprovides financial and technicsilipport to social purpose enterpriséhat provide
employmentopportunities for atrisk populations, with a particular focus tme homeless or
those at risk of homelessness in ToronkER & RSFAYAGA2Y 2F | aaz2O0OAl €
reflectsthefdzy RQa GF NHASGUSR FT20dza 2y (GUKS K2YSftSaay

A social prpose enterprise is a business venture established by daneirofit

organization that creates both community connections and real economic opportunities

for homeless and atisk populations by developing businesses that balance both

revenue generatiorand a social missionil KS aR2wd2s t Ay Sé o

(Toronto Enterprise Fund)

TEFoffers support to social purpose enterprises via direct investment (grant funding), business
development assistance, and ongoing research and atiatu

The main sources of information for this section of the report WBER & ¢ So6aAdS FyR |
interview WithTER& LINEANI Y YIYyIF3IASNE aad ! yyS W YASazyd

5.02 Source ofunding for Fund/Trust:
The initialpool of capital folTERvas established by nerepayable grant contributions from the
following funding partners:

United Way of Greater Toronto $950,000 over 3 years
City of Toronto $750,000 over 3 years
Province of Ontario

Ministry of Community and Soci@krvices

(Ontario Disability Support Program $575,000 over 3 years
Human Resources and Social Development Canada

(Homelessness Partnership Initiatjve $460,000 over 3 years
Total $2,735,000 over 3 years

* The United Way of Greater Toron@ontribution was raised through the contributions of two
private-sector donors.
(Jamieson, 2008)

Thefundingpartners and fundingtructure of TEFhasremained unchanged since its
establishment aside frorfew minorchanges For exampleHuman Resources Skills
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Development Canada (HRSDC) initdiligctly funded TEFand now fundsT ERndirectly through
the Homelessness Partnership Initiatfea HRSD @itiative delivered by the City of Toronjo
It is also noteworthy thabverthe period of its existenc€EFas received contributions from
other fundingsources for specific initiatives. For example, GEprovidedTEFRwith fundingin
2003for one year in support of its business development w@ikrmieson, 2008)

5.03 DemandWho isUsing theFund/Trust? WhatTypes ofOrganizations arelargeted?

The social purpose enterprises camtly funded byTEFare allenterprises that are being run
under a parent organization which is artorporatednon-profit organizaton. TEHRs currently
funding 12suchsocial purpose enterprises that are in various stages of growth ranging from
pre-start-up to business expansioff.he annual revenwsof theseenterprises rangérom
$150,000 per year to $400,0@@r year. TEFhas issued grants to these enterprises ranging
from $40,000 to $105,000All are considered to be small to medium sized businesses.
(Jamieson, 2008)

The social objectives of the recipient organizasare primarilytargetedat providing

employment for the homeless or those at risk of homelessness in Torohtey arealso

structured to support social purpose enterprighsit provide employment opportunities for

people with disabilities This secondogial objective is reflective of the ongoing funding
SuppotTENBE OSA @Sa FTNRBY (K DisabiltypS@ppoft @®gradFamibsgni I NA 2 Q &
2008)

Although te individuals runninghe social purpose enterpriseme from awide range of
background, a large number come frorhe field of social workwith a limited number having
business experienceMs. Jamieson noted thatlaare motivated more by the social goalsf the
enterpriserather thanthe financial goals of the enterpriseét the same time, Ms. Jamieson
commentedthat those who understand the link betwea the social and the financial objectives
of the enterprise are running the most successful initiatiy@anieson, 2008)

The TEF website prowd a description of each of the enterprises it has invested in. A sample
of this list is reproduced below to provide an overview of the types of organizations that are
funded byTEF
1 River Restaurant
Owned and operated by A-Board Youth, the River Restaurant is a-iieing
restaurant and lounge that provides training and transitional employment to youth who
are homeless or atisk of homelessness.

T 90 Qa tK2SYAE tNAYyG {K2LJ
The Phoenix Print Shap a commercial print shop that provides training and transitional
employment to youth who are homeless or@gk of homelessness. It is owned and
2LISNI SR 060& 90FQa LYyAGAIFIGAOSa®
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Furniture Link

Owned and operated by the Furniture Bank, Furniture bjdrates a furniture pickup

and delivery business providing permanent employment to people who are homeless or
at risk of homelessness.

Out of This World Café

Owned and operated by the Ontario Council of Alternative Businesses, Out of This
WorldCaféi§ 2 OF 6 SR gAGKAY (GKS / SyGdNB F2NJ ! RRAOGA
Queen Street site, and operates four business units: a café, an espresso bar, a mobile

coffee cart, and a catering business. Out of This World Café is the first psychiatric

survivor run bumess in a hospital setting in Canada, with employees taking

responsibility for the business. The café provides permanenttrag employment to

40 participants who are patients of CAMH.

Blue Sky DJ Service

Blue Sky DJ Service is owned and operatddape Adolescent Resource Centre. Blue
Sky is an entertainment business that provides training and transitional employment to
youth moving out of the foster care system.

Inspirations Studio

Inspirations Studio is a studio space where homeless and margidaliomen develop
micro-businesses in arts and crafts production. Inspirations Business obtains bulk orders
from organizations and corporations for gift items, which are-sabtracted to the

members of the studio. Sistering owns and operates Inspiragiadio.

Haween Enterprises

hgySR YR 2LISNI ISR o6& (GKS {2YFfA 22YSy | yR
Enterprises is a sewing enterprise that makes textile products for manufacturers, private
companies and individuals, and provides training and traors employment for

immigrant and lowincome.

(Toronto Enterprise Fund)

5.04 Eligibility Criteria:

In order to receive grant funding, interested organizations enter the TEF Business Plan
Competition. The Business Plan Competition and selection pracedsscussed in detalil
below, in sectiorb.09 The TEF website states that in ordeb®eligibleto participate in the
Business Plan Competitiam organization must:

T
T
T
T

T

Be located and operating in Toronto

Be managed by a volunteer Board of Directors or Steering Committee
Operate in accordance with the Ontario Human Rights Code

Be an incorporated noiprofit organizationa charitable organization, or, if not
incorporated, be sponsored by a charitable organization

Not currently be in receipt of funding from the Toronto Enterprise Fund

(Toronto Enterprise Fund)
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In addition, to participate in the Business Plan Competition civeceptbeing poposed by the
applying organization must meet the following conditions:
1 Generate revenue through the sale of a product or service; and
1 Provide transitional or permanent engyiment to people who are homelessask-of
homelessness or loimcome; and
1 Be in the planning stages or have been operating for less than 12 months
(Toronto Enterprise Fund)

5.05 Return tdnvestorsin the Fund/Trust (Sructure and Range oflnvestmentinstruments

Employed):
All funding received byEHs in the form of norrepayable grant contributionsThe
institutional investor§interest is iINTER & | o acHieketh@sodiaPobjectives that are aligned

with thoseof the institutionalfunders.(Jamieson, 2008)

5.06 Viability of Fund/Trust:
WhereasT EFRtself is not sructured to generate income the ogoingsustainabilityof TERS
reliant on continued support fronthe institutional investorghat provide TEFwith funding.

Of therevenue generated bYEF it is expensed in thiollowing manner:

1 88% program spendin@ocial purpose enterprise grantgntracting oftechnical

assistanceservicesetc.)

1 12%adminspending(staffing,administrative etc.)
In the past thigatio hasbeenashighas92:8 (percentageprogramming to admirspending
howevera combination of factors hdead to the current ratio.One such factor has been a
move towards having a greatergportion of technical assistance supports being provided by
in-house staff where previously these services where contracteddre party service
provider.(Jamieson, 2008)

5.07 Technical Assistance
TEFoffers three types ofechnicalassistance support:
1. Predevelopmentprogram
a. Business development training
b. Online tools and resources
c. Oneon-one consulting support
2. Technical assistanceggramming forsocial purpose enterprises that hakeceived
fundingfrom TEF
a. Ongoing business development support focused on management, marketing,
and sales May include workshops as well as customized assistance.
b. Online tools and resources
3. Social Purpose Enterprise Network (SPEN Toronto)
a. Network of Toronto aregocial purpose mterprises with the objective of
providing business developmeassistance&nd peer support.
b. Programming includes:
I. Collaborative action
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ii. Networking activities
lii. Skills development
(Toronto Enterprise Fund)

TERasohasa@ 2 KI G ¢ S Q @vdbpggs thalpgroBides prospective social enterprises and
the public with information from the ealuatiors andresearchit has completed with the social
enterprises theorganizationhas worked with(Toronto Enterprise Fund)

In the provision of technical assistance an interesting chall&igeding the balance between
providing these services-imouse versus contracting these services tthad party service
provider. Ms. Jamieson commerdehat a best practicéhat she hadearned through her
experience withTEHs to provide irhouse technical assistance supports to pre stgs while
contractingto third party serviceproviders todeliver technical assistance éstablishedsocial
purpose enterprisesHavingathird party technical assistangeroviderworking with
established enterprisesllows the consultant to be more objective and hands on then is the
casewhen the technical assistance is being provided by the same organizlaaibis granting
funding. (Jamieson, 2008)

The costs oéll ofthe technical assistance services providedrBare incorporated intoTER a
annual operating budgetsJamieson, 2008)

5.08 Financial Product Offerings

The financial products offered AyEFare limited to grant funding for social purpose

enterprises. TEHRs structured to provide oigoing financial support to the social purpose

enterprises it supports. The following paragrapioted from theTERvebsite provides a good

overview of the relationship betweehEFand the recipient organizations:
We make a longerm commitment to the social purpose enterprises we fund. Once an
enterprise has received a staup operating grant, its eligible to reapply for funding
every year. Only enterprises that do not meet our expected social and business
outcomes would be at risk of losing their funding. We encourage increased reliance on
sales revenue, and decreased reliance on grants byciaduhe operating grant each
year.(Toronto Enterprise Fund)

TEHRSs not structuredo provide any type of loaproductsto recipient organizationgJamieson,
2008)

5.09 Duebiligencefor Selecting Recipient Organizations:

In order to receive grant funding, interested organizations enter the TEF Business Plan
Competition. The Business Plan Competition is a three phase process whereby prospective
recipient orgarzations compete and arghort-listed based upon business plans which they
submit and receive feedbadn ateach phasef the competition A Judges Panel comprised of
representatives from business, funders, social enterprises and acadeneisponsible for
providing feedbackrd selecting lhe strongestapplicants. (Toronto Enterprise Fund)
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Ultimately however, theludges Panel serves as an advisory committee td Bte Funders
Committee which makeall final decisios as to which organizationsill receive funding.The

TEF Funders Committee also glaywery handn role in developing an ongoing relationship

with the recipient organizations. For example, the TEF Funders Committee visits the recipient
organizations at least once a ye@tamieson, 2008Yhe TEF Funders Committee is discussed in
more detail below irsection 5.10

5.10 Ownership, Management and Governance of the Fmdst:

Although independent in its operatiormd decision makindegallyTEFoperates under the
auspices of the United Way of Greater ToronMore specificallyTERs a grant stream of the
United Way of Greater Toront@Jamieson, 2008)

As mentioned aboveall seed funding and ongoing funding agreements are subject to the

approval of theTEF Funders Committee. The TEF Funders Committee meets four times a year

and is also responsible fapprovingTER & 2 LIS NI {0 A y 3 FuhdeRCHBniittee is ¢ KS ¢ 9 C
made upof one representative from each of the founstitutional funders. The TEF Program

Manager sits as an ex officio member of the Commit{@amieson, 2008)

6. Edmonton Social Enterprise Fund

6.01 Background:

The Edmoton Social Enterprise Fund (SEF) is the most recently established social enterprise
capital pool considered in this report, the formal start date of the SEF being February 1, 2008.
Information for this section of the report was obtained through an intewivith thelead
proponents of the SEF, Mr. Martin Garbgonrad (CEO of the Edmonton Community
Foundation) and Mr. Bob Ward (Executive Director ofSk#-) Both Mr. GarbeConrad and

Mr. Wardemphasizedhat all aspects of the SEF, from the investoositributing to the
capitalization of the fund, to the criteria regarding eligibility, will continue to evolve with the
ongoing development of the SEF. (Garb@nrad, 2008)

The SEF Information Sheet defines social enterprise as:

A business that producegods and services for the market but manages its operations
and redirects its surpluses in pursuit of the health and well being of the community. In
order to be considered eligible for financing through the SEF, a social enterprise must
meet all threeof the following criteria:
1. The social/economic/environmental health and well being of the community is
at the core of its mission;
2. Business is the means used to support the achievement of the mission of the
parent organization;
3. All surpluses/profitsra reinvested back into the mission. (Social Enterprise
Fund, 2008, p. 1)
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While the SEF has a mandate to support social enterprises with a wide range social objectives,
the fund places special emphasis on supporting social housing initiatives. ohiy peiflects

{9CQa
(GarberConrad, 2008)

6.02 Source of Funding for Fund/Trust:

STTF2NI a
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Similar to other jurisdictions in Canada, securing investors for the capitalization of the SEF, and
in particular the establishment of partnerships with the public sector, is proving a challenge for

iKS TdzyRQa

the prospectivé sources of funding for the SEF:

Exhibit B
Initial Suppliers of Funds

LINR LR Y SY (i a® mithdSEF Buginess Sadll pfaitided 6 t S A

I O dz

Sources of Lending Year 1 Year 2 Year 3 Year 4/5 Total
Capital

City of Edmonton $1,500,000 $1,500,000 $3,000,000
Edmonton Community $500,000 $1,000,000 $1,000,000 $500,000 $3,000,000
Foundation

Federal Government $1,000,000 $1,000,000
Province of Alberta $1,000,000 $1,000,000 $1,000,000 $3,000,000
Local Funding Agency $500,000 $500,000
Total $4,500,000 $3,500,000 $2,000,000 $500,000 $10,500,000

(Bubel, 2007)

¢CKS /AGe 2F 9RY2yU2yQa boxXnnnInnn O2y G NAOdzi A2
promising hope for a contribution from the public sector. This contribution is currently in the

process of working through the bureaucratic process; Mr. Gatarad is hopeful that this

contribution will be realized in the coming yedGarberConrad, 2008)

The refusal on the part of the federal government (from 2006 to present) to consider funding
any projects related to social enterprise has forced thetSEevise its expectations regarding a
contribution from the federal government. The SEF had hoped to partner with Western
SAGSNAATAOI A2y S K26 SOSNI (K SshufflhyatBisNd | G A &S
RSLI NI YSydQa LINR 2 NJpimisticabott kedeiviig® €antribiitisrSfrorh 9 C
Western Diversification. One point which Mr. Gad@anrad made that may be of strategic
usefulness in efforts to appeal to the federal government, was his comment that the federal
government is seemingly leaserse to the concept afocial financings opposed tsocial
enterprise (GarberConrad, 2008)

CSR
f Saa

The challenges facing the SEF in trying to secure a contribution from the provincial government
in Alberta are similar to its efforts in trying to establish a partnership with the federal
government. Despite the general reluctance of the provincial gowemnt, the

° Figures are for prospective contributions only. The challenge and probability of

securing the actual amounts listed is discussed in the paragraphs following the table.
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SEF is hopeful that inroads it has established with the Ministry of Employment and Immigration
may lead to a potential contribution from the provind&arberConrad, 2008p ¢tKS {9CQa
for funding from the Ministry of Employment and Immagjon is to draw a link between the
employment aspects of social enterprises (for example providing employment for marginalized
individuals) and the objectives of the ministry.

To date, the SEF has received two grants which have been invested inraedbfunds by the
Edmonton Community Foundation on behalf of the SEF. Mr. G&berad noted that the SEF

is also in conversation with at least one other organization that is potentially interested in
providing an investment that would technically bewsttured as a loan requiring a nominal

interest payment. However, Mr. Garb@onrad added that the terms of the loan would be
relaxed to such an extent that the contribution might equally be viewed as a grant as it would a
loan. (GarberConrad, 2008)

6.03Demand:Who is Using the Fund/Trust? What Types of Organizations are Targeted?

¢KS {9CQa YIylI3aSNA SELISOG GKF{G dzLlsl NRa 2F YAy
will be to charitable organizations. In addition to registered charities, Mib&aZonrad noted

that the SEF will be open to providing financing to 4poafits organization (who are not

registered charities) and eoperatives. (GarbeConrad, 2008)

The SEF very recently provided financing to its first recipient organizationsgpmewvided a
$10,000 technical assistance grant to a local charity in support of their business plan
development process, and a second deal involving a $300,000 loan to another local charity to
finance its purchase of property. Confidentiality clausesimited Mr. GarberConrad and Mr.
Ward from discussing these transactions in depth or sharing the names of the recipient
organizations. (GarbeZonrad, 2008)

For it first round of business, the SEF is placing a very high priority on ensuring thigintecip
organizations have a strong track record in their financial management practices. This criterion
gAtt O2ylGAydzS G2 FIFOG2N | NB Sternys welKdweyed, CQa FA
the SEF managers are particularly focused on idengffgnganizations that demonstrate as low

a risk as possible for its first transactions so as to strengthen the likelihood that these deals will

be successful. As such, the SEF is working with roughly a half a dozen potential recipient
organizations (all gistered charities) that are all already operating social enterprises and

either wish to start an additional enterprise, or expand the scope of their existing business.
(GarberConrad, 2008)

TheSEF Business Caseument completed surveys to measure tinéerest of organizations in

the Edmonton area with regard to launching social enterprises. This survey found that of the
sixty-eight organizations surveyed, 23 currently operate a social enterprise, while 78% of others
expressed an interest in startiregsocial enterprise in the next three years. (Bubel, 2007)

TheSEF Business Caseument also measured the demands and needs of affordable housing
projects in the Edmonton area. Of the 42 housing developers who responded to the survey, 30
planned on degeloping more affordable housing projects in the next 3 years.
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6.04 Eligibility Criteria:
TheSEF Information Shestates that an organization must satisfy the following three criteria in
order to be eligible for financing through the SEF:
1. Aregisered society, charity, cooperative, incorporated or unincorporated social
enterprise and is in good standing with the Business Corporation Act, the Societies
1 Ol = l f OSNIII Qa /221N GAGSEa ! OG FyR |ye
2. Has, as its cerbusiness, to improve the social/economic/environmental health and
wellbeing of the community;
3. Has a majority of members and primary beneficiaries living and being served within
the boundaries of the City of Edmonton. (Social Enterprise Fund, 2008)

6.05Return to Investorsn the Fund/Trust(Structure and Range of Investment Instruments
Employed):

As per the overview provided in Section 6.02, the contributions received by the SEF towards the
capitalization of the fund thus far have strictly been in tben of nonrepayable grant
contributions. Mr. Garbe€Conrad commented that the clear preference of the SEF is for the
capitalization of the fund to be accomplished by grants. This will allow the SEF to reinvest any
surpluses from the return on its invesents into the ongoing development and sustainability

of the fund. Hypothetically speaking, Mr. Gardigonrad noted that the SEF would be willing to
consider investment instruments other than noaepayable contributions; however, he added

that it would necessarily be the case that the terms of such investments would provide a very
modest rate of return.(GarberConrad, 2008)

6.06 Viability of Fund/Trust:
TheSEF Business Calseument projects that the SEF will be capitalized with $10.5 M, raised
over five years. (Bubel, 2007, p. 6)

The SEF is structured such that all administrative expenses are provided for by the fund itself.
The fund is committed to minimizing these expenses to 8% of the disbursemen{pobél,

2007, p. 8)The seHsufficiencyof the fundis to be accomplished by a blend of three steams of
investments which are presented on page seven of3k# Business Casefollows:

1. Capital that generates a markedte, riskadjusted financial return (e.g. mainstream
investments);

2. Capitalthat generates a blend of social and financial returns, but accepts a reduced
financial benefit in exchange for meeting an even greater social returns (e.g. favourable
loans, neafequity investments, etc.); and

3. Capital that accepts a social return butedonot seek a financial return (e.g. technical
assistance grants). (Bubel, 2007, p. 7)

Exhibit C on page eight of tI8EF Business Casevides a breakdown of the investment

portfolio illustrating the allocation, expected interest rate, and average of each stream of
investment:
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Exhibit C - Allocation of Investments

Investment Portfolio Split Int. Rate Av. Size
Market Investments 38% 9%

Affordable Housing 10% 7% $ 250,000
Mortgages

Interim Financing 40% 6% $ 200,000
Patient Capital Loans 10% 3% $ 100,000
Grants for Technical 2% 0% $ 20,000
Assistance

Total 100%

(Bubel, 2007, p. 8)

The market investment portion of the portfolio will be managed by the Edmonton Community
Foundation on behalf of the SE@Bubel, 2007, p. 7)

6.07 Technical Assistance:
One of the central components of the SEF is grant funding for technical assistance supports.
This aspect of the fund will provide noapayable grants of up to $10,000 to a maximum of
50% of the total cash costs of technical assistance activities SEhformation Shedists the
following as eligible technical assistance activates:
1. Organizational readinessassessment and preparation;
Project planning and consultation;
Pre feasibility analysis of high probable business ideas;
Business conceptseledion and statement;
Detailed feasibility analysis;
Business planning. (Social Enterprise Fund, 2008, p. 2)

oghkwN

The SEF also has plans to provide-fioancial supportive services, however these services are
still in the early stages of being developed. @neh service being considered is a mentoring
program whereby newly established social enterprises are connected with more established
social enterprises. Mr. Ward noted that the SEF is also considering sector education initiatives
whereas the concept ofogial enterprise is still very new in Edmonton. There is a need to raise
organizations' awareness so as to increase the number of organizations launching social
enterprises.(Ward, 2008)

The SEF is exploring the potential of partnering with varioud twganizations on the delivery
of technical assistance supports; however, these partnerships are still in the early stages of
development. (Ward, 2008)

All technical assistance services provided by the SEF will be funded through the fund itself.
(GarberConrad, 2008)

6.08 Financial Product Offerings
Page eight of th&EF Business Calseument presents four general types of products and
services that will be offered by the SEF:
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Affordable Housing Mortgages;

ShortTerm Housing Loans-{kar term)

Patient Capital Loans (5 year amortization);

Grants for Technical Assistance. (Bubel, 2007, p. 8)

pwnNPE

In addition, theSEF Information Sheebtes that there is flexibility in the financial services
offered by the SEF:
G¢KS {9C Aa AnjigdddFoiedtsiRd bisiiesded tifak afidvalue to the
mission work of the applicant, even if they fall outside of the guidelines. If your project
does not seem to fit, please call to discuss. (Social Enterprise Fund, 2008, p. 1)

Mr. Ward noted that thidlexibility is necessary since the SEF is the first organization in
Edmonton to enter into the market of financing social enterprises. As this is the case, a
complete understanding of the needs of the sector is still uncertain. (Ward, 2008)

All of the fnancial products and services offered by the SEF are intended to assist the recipient
organizations in leveraging mainstream financing for their initiatives. The following example is
provided in theSEF Business Case
For example, a second mortgage 20f total loan) coupled with owner equity (20%)
will leverage 60% in conventional financing. With this approach in mind, the Fund will be
able to leverage approximately 3 times its contribution in private sector financing,
particularly in the case of mayages for affordable housing projects. (Bubel, 2007, p. 11)

6.09 Due Diligencéor Selecting Recipient Organizations:

A formal due diligence process for selecting recipient organizations is still in the process of
being developed by the SEF. As previougntioned, Mr. Garbe€onrad noted that the first

round of business deals struck by the SEF will focus on working with organizations that have a
proven track record of sound financial management practices. Mr. G&berad added that

the due diligencerocess will continue to place a high weight on the demonstrated historical
and current financial management practices of the organization applying for funding. (Garber
Conrad, 2008)

6.10 Ownership, Management and Governance of the Fund/Trust:
The SEF in the process of applying to register the Social Enterprise Fund g ofiin
company that will not be seeking charitable stat&arberConrad, 2008)

The reason that the SEF will not be pursuing charitable status is that this will leave open the
option of engaging in certain activities not deemed charitable as defined by the Canada
Revenue Agency (CRA) (for example, loaning funds to organizationsevhotaegistered
charities and other nosligible community economic developmenfiBubel, 2007, p. 10Any
contributions to the fund that require a charitable receipt will be received by the SEF through
the Edmonton Community Foundation (which is a reged charity and therefore can issue
charitable receipts). Contributions not requiring a charitable receipt, such as the prospective
$3,000,000 contribution from the City of Edmonton, can be received directly by the SEF. The
SERBusiness Casibcument notes that as the SEF grows, it may seek to establish a second
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separate entity that would pursue charitable status so as to receive charitable donations

directly. In addition to the advantage of being able to engage in activities deemed not

chaitable by CRA, a second advantage of not pursuing charitable status is that it allows the SEF
to begin operations within several weeks of receiving funding rather than having to await
approval of its application for charitable statud@Bubel, 2007, p. 10)

The members of the company will initially be the City of Edmonton and the Edmonton
Community Foundation. Other major funders may be invited to become members of the
company if they choose to become involved in that way. The members of the compabg wil
responsible for selection of a board of directors to operate the Social Enterprise ok,
2007, p. 9)
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l1l. Tax Credit Programs Relevant to Financing Social
Enterprise .

7. Nova ScotidCommunity Economic Development Investment Funds

7.01 Background:

Since 2000, 51 Community Economic Development Investment Funds (CEDIFs) have been
established in Nova Scotia. These CEDIFs have been established as a result of the Nova Scotia
Equity Tax Credig tax credit specifically developed by thevincialgovernment to stimulate
investment in Nova Scoftiasmall businesses, amperatives and CED organizatiol3EDIFs

raise funds by issuing shares to individual investors and then invest that capitallin loca
businessesin exchange for their investment investors receive a tax credit (which is explained

in greater detail in section 7.05). dlenterprises that CEDIFs invest in may or may not have

social objectives addition to economic objectives.

TheEquity Tax Cred(ETCis a local economic development strategy and makes no distinction

between social enterprises and mainstream enterprises. The definiti@EDf Organizations

found in thedepartment offA y I yNO Séotia Tax Credinline document reflects the

LINEINI YQa LINAYI NBE F20dza>x (KIFIG Aaz 2y adzlll2 NI A
CED corporations and -@peratives are those organizations created to assist or develop
local businesses within the community. The CED corporatiao-operative raises
capital by issuing shares to individuals and in turn invests that capital in local businesses.
(Government of Nova Scotia)

CEDIFs are one of twehicles through which investors can access the Eidilvidualinvestors

can also benefit from the ETC through purchasing shares directly from eligible businesses, who
are required to obtain a Certificate of Registration from tlepartment offinance prior to

issuing the shares to potential investof(&overnment of Nova Scotidjor the purposes of this
section of the report focus will be placed exclusively on how CEDIFs function in the context of
the ETC, since they are means by which the ETC is beingrusethe casgso support social

enterprises.

7.02 Sources dfunding:
There are no matching government funds programs to support CEDIFs as part of the ETC. That
is, CEDIFs sole means for raising capital through the ETC is through the issuance of shares to
individual investors. CEDIFs are welcome to apply for additioredding from other
government programs that do not conflict with the rules set out in the ETC Act. However, the
g2 @S NY YCEDIR FAReb page notes that there are no federalmovincialgovernment
programs which cover the administrative and operating costs of CEBt&ernment
encourages communities interested in establishing a CEDIF to consider the following options as
potential sources of startip capital for their organization:

1 Localcorporations that may be users of the fund,
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Municipalities that would have a vested interest in seeing such funds develop,
Local entrepreneurs,

Community or business leaders,

Cultural groups,

Unions.

(Government of Nova Scofia007)

7.03 DemandWho isUsing theFund/Trust? WhatTypes ofOrganizations arelargeted?

While CEDIFs do invest in social enterprises as well as mainstream enterprises, the priority for
the government in establishing the ETC is clearly on supporting local economic development.
This is not to suggest that the program is set up to discourage social ventures, only to say that
government is primarily concerned with economic outcomes. Any sberzafits that arise

from enterprises that have social as well as economic objectives are considered value added.

¢ KS D2 @ ScEDN Siyaicd@Economic Growth in Your Commudutsument profiles a
number of the enterprises that have been finandddough the CEDIFs. The list is reproduced
here for reference. Note that some of the enterprises listed have a social and economic
mandate while others are strictly economic ventures:

BBI, Halifax

PURPOSECreate a pool of capital which will invest indinesses owned by persons in
the Black community.

BCA Investment Co-operative Limited, Sydney

PURPOSECreate a pool of capital which invests into business opportunities in Cape
Breton

Just Us! Fair Trade Investment Ceop Ltd., Wolfville

PURPOSEIinvestthe proceeds in their fair trade coffee business.

La Residence AcadienneCheticamp

Purpose:To build and operate a seniors housing facility.

New Dawn,Sydney

PURPOSEIinvest the proceeds in businesses within the New Dawn family of companies.
Vale Corporate Training, Middleton

PURPOSEIinvest the proceeds into developing the Ledgehill facility. Additional capital
required to carry out next phase of the khiagm development plan.

Valley Funeral Home Coop, Coldbrook

PURPOSEIinvest the proceedn the development of a eaperative funeral home in the
Coldbrook/Kentville area.

Victori a County, Baddeck

PURPOSEIinvest the proceeds in the Victoria County-@mstore in Baddeck. The
funds will be used to repatriate long term debt currently helsidrithe province.
Windsor Super 8, Windsor

PURPOSEIinvest the proceeds in an equity stake in a new Super 8 motel to be
constructed in Windsor in 2004.

4EverSports, Sydney

PURPOSEIinvest the proceeds in the operations of 4EverSports, a Sydney based
devebper of wireless products and services for golf courses.

(Government of Nova Scotia, p. 1)
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7.04 Regulations and Eligibility Criteria

Criteria for becoming a CEDIF:

In order to meet the criteria to become a CEDIF, an organization must be either a corporation
or cooperative pursuant to the laws of Canada. The organization cannot be a registered
charity, nontaxable, or notfor-profit. (Governnent of Nova Scotiap further stipulation is that
the organization must have at least six directors elected from their defined community.
(Government of Nova Scotia, 2007)

ThedepartmentoffA Y I y OS Qa b 2 @ax Cfedidrilide [doc@ripriziravides the
following additional criteria that an organization must meet in order to become a CEDIF:
Involved in active business or investing in other eligible businesses,

Less than $25 million in assets and/or revenues, instudssociated companies,

At least 25% of salaries and wages paid in Nova Scotia,

Corporations must have authorized capital consisting of common voting shares,
Cooperatives must be marketing, producing or employeeoperatives,

Corporations must have at least three eligible investors taking part in the specified
issue.(Government of Nova Scotia)

= =4 =4 48 -8 9

The businesses that the CEDIFs invest in must also meet the criteria listed @mweErnment
of Nova Scotia)

As part of their application to thdepartment offinance, CEDIFs must provide a community
economic development plan that provides:

1 The economic development strategy of the organization,

1 The conmunity it serves,

1 The amount of capital to be raised by the issue,

1 Details of the type of shares to be issued,

1 Provisions for the issue of investment certificat@Sovernment of Nova Scotia)
Rules pertaining to the tymeof investment instruments used by CEDIFs:
Essentially, CEDIFs sole means to invest in eligible businesses is via equity investment. That
being said, thalepartment offinance may approve of CEDIFs issuing loans in the form of
subordinate debt in certaigircumstances(Government of Nova Scotia, 2007)

The issuances of shares by CEDIFs are governed by the following regulations as presented in the
department offA vy | yNO Séotia Equity Tax Creafiline document.
In the case of corporations, eligible investments must be newly issued common voting
shares of the corporation that are needeemable, norconvertible and are not
restricted in profit sharing or participation upon dissolutiohhe shares cannot be
eligible forany other tax credit or deduction allowed under the Income Tax Act, except
as a deduction for RRSP purposksthe case of coperatives, eligible investments
must be a share that would, if it were the only share issued to the investor, allow the
investa to be a member in the coperative and allow the member to participate in the
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affairs of the ceoperative. In addition, shares are not eligible if the investor disposed of
any shares of the eligible business at any time after September 30, 1993 amd thedo
specified issue of shares. The specified issue of shares means the shares that are
specified in the application of the eligible business to which a Certificate of Registration
applies.(Government of Nova Scotia)

Rulegpertaining to eligible individual investors in CEDIFs:

The only stipulations on eligible investors are that they must be over the age of 19 and having a
bona fide reason for making the investment. One further clause is that each eligible issue of
sharesmust have at least 3 eligible investo(&overnment of Nova Scotia)

Due diligence for CEDIFs investment practices:
Several of the CEDIFs do not operate as general pools of capital; rather they are highly focused
and are set p to attract investment in specific community enterprises. In these cases, clearly
there is no need for due diligence whereas the enterprises to be invested in are predetermined
prior to the offering. Other CEDIFs however do act as general capitaltbabtarget a
particular community but not a specific enterprise. For these CEDIFs a procesgdigdunee
is required to deciden which enterprises the CEDIF will invest in. General information about
the due diligence process for these types of GisNas ascertained through an interview with
Mr. Chris Payne, the Government of Nova Scotia officer assigned to work with CEDIFs province
wide. Mr. Payne noted that, generally speaking, the due diligence process involves the
following:
1. The communityenterprise seeking the investment submits a business proposal to the
CEDIF;
2. This proposal is first reviewed by a staff person of the organization;
3. If the proposal meets the designated criteria of the CEDIF it is passed on to an
investment subcommittee ofthe organization;
4. If approved by the stlsommittee the proposal is forwarded to, and is subject to, the
ratification of the Board of Directors prior to final approval of the investment.
Mr. Payne noted that this process will vary from CEDIF to C@Eaine, 2008)

7.05 Investment Incentives and Return to Investors

The main incentive of the ETC is a 30% tax credit calculated at 30% of the investment to a
maximum annual investment of $50,000 (the maximum antaacredit is therefore $15,000).
Investors are required to hold the investment for a minimum of 5 years. If an investment is
disposed of prior to the end of the five year period, the investor may be required to repay the
tax credits earned{Government of Nova Scotia)

Additional tax credits are offered to CEDIF investors if they hold their investments for longer
periods. At the fifth anniversary (from their initial purchase of the shares), investors are
entitled to an additional 20% tax credit. At the tenth anniveysawestors are entitled to a
further 10% tax credit on top of those already issué@overnment of Nova Scotia)

These additional tax credits have been put in place due to the fact that several of the CEDIFs are
not prepaed for investors to be exiting their investments after five years. In response, the
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government has created these additional incentives to encourage investors to hold their
investments for longer periods.

Theprovincialgovernment also offers a partiguarantee o funds invested in CEDIFS. If a

CEDIF becomes insolvent within four years of a purchase of eligible sharpsimee will
compensate the individual investor at 20% of their initial investment. In addition, if the CEDIF is
valued by a ceified professional at less than 20% of its initial capital investment pool within

the four year period, thg@rovince will also compensate investors by paying the difference
between the value of their investment and 20 percent of their original investmé&hese

guarantees are not offered for CEDIFs based in Halifax, Dartmouth, Sackville, and the town
formerly known as BedfordGovernment of Nova Scotia, 2007)

Funds invested in CEDIFs have been recognized @&ppreved holéhgs for a selflirected
RRSP by thederalgovernment. (Government of Nova Scotia, 2007)

Because the CEDIFs are not publically traded entities statistics on financial operations are not
easily obtainable. However, a numh#rthe CEDIFs have published their offering documents
online for investorQeference. For exampl&ew Dawn Holding Ltghaid dividends of 2.14%,

2%, and 2% on the dates Juné"3@006, February"7 2006, and July 1'7 2007 respectively.

(New Dawn Holdings Ltd., 2008yst Us! Fair Trade Investment@mwLtd.reported dividends

paid to shareholders i8004, 2005, and 2006 at $13,706, $21,296, and $28,241 respectively.
(Just Us! Fair Tde Investment Cap Ltd., 2007) Other CEDIFs offer less in the way of

dividend payments, such &hebucto Wind Field In@hich projected in its 2005 offering
document that no dividends will be paid on common shares for the first 3 years andhasgter
LAYl RAGARSYR LIl e&YSyila oAttt y20 (ereudzN) dzyf Sa
Wind Field Inc., 2005)

7.06 Viability ofFund/Trust:

Accurate information about the viability of CEDIFs and the businesses they invest in is hard to
ascertain, again because of the fact that these organizations are not publically traded. However
general information was obtained from Mr. Payne.

Mr. Paynereported that the firstthree CEDIFs were established in 2000. Since 2000, there

have been a total of 51 CEDIFs established and 48 have s@rvivesets managed by CEDIFs
totalled over $28 M.(Payne, 2008As of 2007, th&overnment of Nova Scotia reported that a
total of 3,697 individual Nova Scotians (repeat investors are included in this figure) had invested
in CEDIFs over an eight year peri@overnment of Nova Scotia, 2007)

® Ore of these 48 CEDIFs was in fact eventually dissolved. However the dissolution of this particular Fund came
about intentionally, and only after the Fund had raised and invested the amount it set out to invest in a local
business. Whereas the Fund metiitgestment targets and dissolved in a fashion that satisfied its investors it is
included as one of the 48 CEDIFs that survived (i.e. has been successful).
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With regards to the financial viability of the CEDIFs, Mr. Payne noted that overall the CEDIFs are
doing well. He reported that only 3 have failed since 2000,fandor fiveare currently paying
out annual dividendgPayne, 2008

A particular challenge already discussed and noted orgeh@ S NJ/ YCEDFI FA®eb page

relates to the ability of CEDIFs to buy back shares from investors who wish to sell after the

required hold period(Government oNova Scotia, 2007he subsequent tax credits offered at

the fifth andtenthe ST NJ  YYAGSNEFNE 2F Ay @SadmonNdza 2 NARIAY!
governmenQ éffortsto address this issue.

7.07 Technical Assistance
Another challenge netd on theg2 @ S NJ/ YCED ISsé@seb page is that of attracting and
retaining qualified CEDIF board membég@Government of Nova Scotia, 20@¢veloping a
successful investment portfolio for an investment fund require®gy specialized skill set.
Individuals possessing these skills are in short sypply it is therefore not surprising that
trying to recruit these individuals to sit on the volunteer CEDIF boards is challenging. As a
result, the Nova Scotia Governmasthaving to provide a greater level of support to CEDIF
boards then it initially intended:
The CEDIF was intended to create-sgdinaging local fundsGovernment was to play a
limited role in the establishment and operations of these funHewever,
developments this year indicate that the funds may require a higher level of ongoing
support. There have been cases where funds have made ineligible investments, have
failed to complete proper reporting, or have otherwise not fully complied with
legislation. Many of these issues can be addressed through the preparation of written
material for CEDIF board$&overnment of Nova Scotia, 2007)

Mr. Payne noted that the CEDIFs generally do not play a role in providing teclasiséhace to
the community enterprises seeking investmefiRayne, 2008)

7.08 Ownership, Management and Governance of the Fmdst:

¢ KS D2 @ ScEDIF 5AREbpDage suggests that CEDIFs use a portion of the funds raised,
or investment earnings to cover operational and administrative cg&evernment of Nova
Scotia, 2007)As mentioned above, there are no provinciafederalgovernment programs

which will cover these costs. The option of partnering with a local bank, credit union or trust
company in the administration and delivery of the CEDIF is a possible arrangement which is
supported by thegovernment.(Government of Nova Scotia, 2007)

Approximately 25% of the existing CEDIFs are cooperatives (11 of 47) while the remainder are
for-profit corporations. It is notable that the ratio of CEDIFs that are cooperatives is
disproportionately high, givethat in the province of Nova Scotia there are a total of
approximately 400 cooperatives and 20,000-fwoofit corporations. Mr. Payne noted that this
phenomenon isiot the result of an intentional effort on the part of thgpvernment to set up

the EquityTax Credit and the framework for CEDIFs in such a fashion that they favour
cooperatives. On the contrarthe program is intended to be neutral in this respect. Mr. Payne
noted that the relatively high proportion of cooperatives making use of the pragran likely
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be attributed to the fact that cooperatives have recognized the program to be a useful and
unique tool that enables them to achieve their objectivézayne, 2008)

8. Manitoba CED Tax Credit Program

8.01 Background:

The Manitoba CED Tax Credit Program is an initiative girthencialgovernment that aims to
encourage individual investment in local commuHigsed enterprises. Investments that are
eligible for a tax credit must be received through arghissue by government approved
community enterpriseor Community Economic Development Investment Fund (CEDIF).
(Government of Manitoba)

Since the tax credit was established in December of 2004 nine comnauméyprises have

been approved. The program has received zero applications from CEDIFs and therefore no
CEDIFs have been established to date. Despite the inclusion of CEDIFs in the CED Tax Credit Act
recent discussions with Government of Manitodificials from thedepartmentof Manitoba

Agriculture, Food and Rural InitiativeédAFR) revealed that theprovincialgovernment is no

longer supportive of the concept of CEDIFs and therefore the likelihood of any prospective

CEDIF applications being approvedery unlikely.

In total, 565 individuals have earned tax credits by making investments in approved community
enterprises. Their collective investment totals $1,865,000 in capital that has been raised in
support of the community enterprises participagj in the program(Government of Manitoba,
2008) A more detailed breakdown of these investments is provideskiction8.02

Whereas there is little information to report about the Manitoba CED Tax Credit Program the
sub-sections of this section of the report are collapsed into the following categories:

1 8.02 DemandwWho isUsing the Manitoba CED Tax Credit?

1 8.03 Regulations and Eligibility Criteria

1 8.04 Investment Incentives and Return to Investors

8.02 DemandWho isUsing the Manitoba CED Tax Credit?

At the request of the author, MAFRI officials produced a report that providevarview of

the nine community enterprises that have been approved by the Manitoba CED Tax Credit
program. The main table from theport has beerreproduced here for reference:
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Project Approved Funds Raised
(,0006s) (,00065S)
2005/06
Clearwater Development i restaurant $ 950 $ 350
2006/07
Bifrost Bioblends Ltd. i Arborg bio-diesel plant 500.0 375.0
Intermountain Forage Ltd. - Dauphin 500.0 328.0
- hay compaction plant
2007/08
Bowsman Community Store 90.0 90.0
Pilot Mound Hotel 500.0 500.0
Crocus Plains Co-op i Langruth restaurant 200.0 0 (on sale 10/07)
Pipestone Development T restaurant 500.0 0 (08)
Kudu Foods Ltd. T Wpg food manufacturer 500.0 500.0
TOTAL INVESTMENTS $2,885.0 $1,828.0
30% 30%
CEDTCP Tax Credits $865.5 $548.4
08/09 Pol | dlardware Co-op $100.0 0 (on sale 08)

(Government of Manitoba, 2008, p. 2)

The report also provides an overview of how many investors participated in each share offering:

Investors

Clearwater 150

Bifrost 25

Intermountain 20

Bowsman 250

Pilot Mound 100

Crocus Plains 0 (Onsalein 10/07)
Pipestone 0 (On sale in 2008)
Kudu Foods 20

t 2f f 201 Q&ocop | NR g fONBale in 2008)
Total 565

(Government of Manitoba, 2008, p. 2)

Considering that the Matoba CED Tax Credit was only established in 20@4de is very little
information to report with regards to the mediurun and longrun viability of the community
enterprises that have made use of the program. MAFRI officials noted that to the bésirof t
knowledge, all the nine enterprises that have made use of the CED Tax Credit Program are still
in operation.
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8.03 Regulations and Eligibility Criteria

As previously mentioned, MAFRI officials noted thatgh®vincialgovernment is not presently
supportive of receiving applications from prospective CEDIFs. Despite this, the regulations
pertaining to CEDIFs as listed on the Government of Manitoba website and in the Manitoba CED
Tax Credit Act are listed here for referenc

Criteria for becoming a CEDIF:
In order to apply to therovincialgovernment to become a CEDIF, the Manitoba CED Tax Credit
Act stipulates that an organization must meet the following criteria:
1. Be ataxable Canadian Corporation;
2. Be incorporatedinder the Corporations Act or the Cooperatives Act;
3. Maintain its head office in Manitoba;
4. .S G2NHIFYAT SR LINAYIFNARtE F2N) 0KS LiJzN1J2asS 27
O2YYdzy Al & RSOSt 2 (BoGeyhimend2MGBAN20GAAP2IY & ¢
5.8 aalLRyaz2NBR 2 NJ Sy R 2afNdisSrR froindhe commiBityln2 y 2 NJ 3
which the corporation proposes to makevestments (Government of Manitoba, 2004,
p. 3)

Criteria for becomin@n eligible community enterprise:
An eligible community enterprise can participate in the CED Tax Credit Program by receiving a
capital investment through a CEDIF, or by direct investment via the issuance of shares to
individual investors who are entitleih a tax credit. In order to apply to thgrovincial
government to become an eligible community enterprise an organization must meet the
following basic criteria:
Not have gross assets in excess of $25 M;
Not have net assets in excess of $10 M;
Must employ no more than 200 employees;
G t£Srad wpr 2F GKS 2NHIFIYATFGA2y Qa G2aG1t ¢
At least 25% of the employees must reside in Manitoba.
Must receive a sponsorship or endorsement from a local community development
organization(Government of Manitoba)
In addition, community enterprises must not be engaged in any of the following businesses
which have been designated as ineligible by the CED Tax Credit Act:

- Deriving income from property, other than conemcial property owned by a community

development corporation;

- Management, administrative or financial services;

- Farming, fishing, forestry, hunting, or resource exploration;

- Performing arts, sports, amusement, gaming and recreational activities;

- Seasonaenterprises such as recreational parks or camps, hunting or fishing lodges or

gamps, or golf courses;

- Others.

(Government of Manitoba, 2004, pp-5)

oghwnNE

" A completelist ofthe ineligible business activities of Manitoba CED Tax Credit pragiantuded in Appendix 2.
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dThe maximum amount that an enterprise may raise, that will ligitee for the tax credit, is
$500,000. However, projects requiring larger amounts of capital will also be considered
(Government of Manitoba)

Rules pertaining to the types of investment instruments used by commenirprises and
CEDIFs:
To be eligible for the tax credit, CEDIFs and community enterprises sole means of raising capital
is through issuing common shares to individual investors. The CED Tax Credit Act refers to the
proceeds received from issuing commsimares as subscription proceeds. CEDIFs have a few
additional investment instruments through which they can invest their subscription proceeds in
government approved community enterprises. These include:

1. Common shares issued to the CEDIF byctdmmunity enterprise;

2. A partnership interest issued to the CEDIF by the community enterprise;

3. Certain forms of subordinated debt as regulated by the CED Tax Credit Act.

(Government of Manitoba, 2004, pp-9

The sulscription proceeds received by a CEDIF must be invested in a government approved
community enterprise within two years. For newly established CEDIFs the investment window
is extended to four yeargGovernment of Manitoba, @4, p. 11)

8.04 Investment Incentives and Return to Investors

Manitobans who invest in a government approved CEDIF or community enterprise receive a
30% personal income tax credit which offsets Manitoba income tax payable. The maximum
eligibleannual investment is $30,000 ($9,000 in tax credits). Investors are limited to purchasing
no more than 10% of a single share issue. There is a stipulation requiring investors to hold their
investment for a minimum of 3 years or be subject to a claw lohtke tax credit.

(Government of Manitoba)

MAFRI officials commented that they had no information with regards to theme paid to

investors in the nineommunity enterprises that have participated in the MatigoCED Tax
Credit Program.
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V. Reuvisiting the Proposed Manitoba Social Enterprise
Investment Fund

9.01 Backgroud:

This section of the repodxamines the proposed Manitoba Social Enterprise Investment Fund
(SEIF)TheBusiness Plafor the SElwas drafted irr003-2004 by SEED Winnipeg Inc and

Community Ownership Solutiom@th the support of funding through CEDTAPartners who

supported the development of thBusiness Plaimcluded Aboriginal Business Canada, The

Jubilee Fund, luos Riel Capital Corporatioand¢ KS 2 2 YSy Q& 9Y GSNILINRAR &S / Sy
Thestrategy for capitalizing theund was to rely heavily on the Federal Social Economy

Initiative. When this program was cancelled in Bafie proposal was tabled

Recentd 3 Odza aA2ya o0SUsSSy //95bSid alyAdz2ol FyR {F
Group have brought the concept of a social enterprise capital fund back to the Adter. these
meetings theprovincialgovernment invitedthe proponents of the Manitoba SEi& re-submit a
proposal for thefund. However, prior to resubmitting the proposalkhe proponents of SEIF
decided that it would be prudent tbrst conduct research into the conditions for success for
social enterprise developmepas well ago research sector dynamics and emerging models.

This is the motivation that has led to this report, as well as the larger body of research titled
Creating Policy to Support Social Enterprise Development in Manieimaling and support for

this research ws provided by the Social Sciences and Humanities Research Council of Canada,
the Canadian Centre for Policy Alternatives(theManitoba Research Allianc&ransforming

Inner City and Aboriginal Communities), Winnipeg Partnership Agreement, and thédiss

Credit Union.

The objective of the@riginallyproposed SEIF is presented on péme of the 2004Business
Planas follows:
The purpose of the Fund is to provide patient capital for the atgrand expansion of
social enterprises, and for ¢htransformation of existing enterprises to a social
enterprise format. A social enterprise is broadly defined as ffofit enterprise that
places a strong emphasis on both social and financial g@adsamunity Ownership
Solutions, SEED Winnipeg, 2004, p. 4)

Theobjectives of this section of the report are twold:
1. To provide a brief overview of the different aspeofdhe SEIF This overview will be
basel on the July 2004 SEBEsiness Pl&rand contextualinformation® concerning the
current realities of the proposed activities and structure of thad.

S¢ KNRBdzAK2dzi GKA& &SSO A BysingsFPlan KSA NS LB NI dzai KB KAWSNINIBK 19y TS |
éBusinessPlan ' YR aGKS tfl yeéod

° The current contextual information will be based on a recent interview with Mr. Garry Loewen who was heavily
involved in the development of the SBEsiness Plaim 2004. Mr. Loewen is alsie chief investigator of the
current research projecCreatingPolicy to Support Social Enterprise Development in Manitoba

57



2. To provide a comparative analysis with the otBewensocial enterprise trustfunds'®
reviewed in this report In summary, the seven funds reviewed include:

Northcountry Cooperative Development FudiCDF)

The Chantier de I'économie sociale Tr{idte Chantier)

ICOF Community Capital Limit@@C)

Ontario Social Enterprise TrUQSET)

Toronto Social Enterprigeund(TEF)

Edmonton Social Enterprise Fufittm SEF)

Nova Scotia CEDIFs (NS CEDIFs)

The focus of this comparison will be on establishrinch of thefundsare most similar

to the SEIF and which are most different.

No oM DdRE

9.02 Source ofunding for Fund/Trust:
Overview of SEIF
TheBusiness Plastates that for the SEIF to be viable, fisad would have b raise $3 M over
seven yearsAs previously mentionedhe Plan was to rglheavily on a major contribution
from the Federal Social Econommjtiative and to use these funds to leverage investnsand
contributions from other institutional investors.
This business plan depends on a high level of support from the new federal government
social economy programA minimum of $1.5 million of its contributiecapital will need
to come from this (or a similar) sourd€ommunity Ownership Solutions, SEED
Winnipeg, 2004, p. 13)

Pages 147 ofthe Plan listthe prospective investors that the proponents had hopeduld be
interested in the SEIR e list includes:

Crocus Investment Fund

Great West Life

The Jubilee Fund

Mennonite Central Committedvianitoba
Mennonite Economic Development Association
Province of Manitoba

Social Capital Partners

The Thomas Sill Foundation

United Way of Winnipeg

Western Diversification

The Winnipeg Foundation

Federal Social Economy Initiative

Province of Manitoba CED Tax Credit Program

= =4 4 -5_49_-95_9_95_2_-4._-2-._-12._-2-

Vg2 SykKlFIyOS GKS NBIRFoAfAGE 2F GKAa aSOGAzy 2F G(KS NBL
when referring to the seven trusts/funds reviewed in the report. The reatieuld be cautioned that there are

important differences in the legal structures of the different trusts/funds reviewed in this report. These

differences are summarized in section 9.10.
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1 The Tides Canada Foundation

1 The Asper Foundation

1 National corporations with head offices in Manitoba

(Community Ownership Solutions, SEED Winnipeg, 2004, g)14
A numberof the potential investors on this list have ceased to exist (Crocus Investment Fund,
Federal Social Economy Initiative), while others may or may not be interested in the concept of
a social enterprise investment furad present

TheBusiness Plaalsoproposes targeting two types of prospective individual investors.
The first includes wealthy individuals who are known to have some empathy for the
goals and strategies of tHeind. These individuals will be approached individually by
the Fund manager ad/or members of the leadership teanThe second group includes
GARS2t 23A0Ff O2YYdzyAUASaé¢ OGKIFG ylradzNIffte O
and organizationsExamples include groups who are part of the environmental
movement, the social juste movement, or the union movemer(Community
Ownership Solutions, SEED Winnipeg, 2004, p. 17)

Another potential group of investors noted is the fatbmmunity;however the Plan also

points out that it is important that théund does not compete with the Jubilee Fund for these
investorgdollars. The Plan notes that there would not be any type of mass marketing program
to attract individual investorgCommunity Ownership Solutions, SEED Winnipeg, 2004, pp. 17
18)

Most-similar,Most-different Analysis
This subsection will complete arossfund comparisorof the proportion ofeach¥ dzy iRit&@lQ
capital poolthat is generated through government investments or contributidhs

The SEIBusiness Plapresentstwo different financial scenarioghe second scenario has two
parts,aandb). InSenariol, the SEIF was to receive a $2.5 M contribution fromfdderal

@2 OSNYYSYyiQa { 2 OA Hniscer®dRy dhdAthe eypicied dontri@iéh
from the Social Economy Initiative wsest at a minimum o0$1.5 M.(Community Ownership
Solutions, SEED Winnipeg, 2004,2%30) There is no mention ieither scenario of the
contributionamountthat wasto be expected from thgrovincialgovernment although as
noted above, the Province of Manitoba was listed in Business Cases a potential source of
funding. If in fact theProvince of Manitoba wat® provide acontributionon top of the Social
Economy Initiative fundinghen obviouslyi KS LISNOSy Gl 38 2F (GKS {9LCQ3
wasto bereceived from government sources would be highEar the puposes of this report
however, the total government contribution towards the capitalization of the SEIF will be
assumed tanclude only theamount projected to be received in the two scenarios from the
FederalSocial Economy Initiative.

" The crosdgund analysis in this sugection does not distinguisbetween norrepayable government grants and
other investment arrangements (debentures, equity, etc.). A efasd analysis of the different investment
instruments used to capitalize each of the respective funds is examined in thesimokstr, mostdifferent analysis
in section 9.05.
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Thefollowingtable summarizes each of the funds with respect to pleecentage okach of the
respectivef dzy Ra Q AYAGALFE OFLAGEFE Ll22f GKFG 61 & 62N
government investments or contributions:

Fund/Trust Government Total Amount of % Government
Contribution or Initial Capital Pool | Contribution or
Investment to Investment of Initial
Initial Capital Pool Capital Pool

Northcountry Cooperative $0 $3,000 0%

Development Fund

(NCDF)

ICOF Community Capital £0 £450,000 0%

Limited(ICC)

Nova Scotia CEDI@¢$S $0 | Varies from CEDIF 1 0%

CEDIFS) CEDIF

*Manitoba Social $1.5M $3 M 50%

Enterprise Investment
Fund (MB SEIFpBcenario

2a and 2b

The Chantier de $32.8 M $52.8 M 62%
I'économie sociale Trust

(TheChantier)

*Ontario SociaEnterprise $65 M $100 M 65%
Trust (OSET)

Toronto Social Enterprise $1,785,000 $2,735,000 65%
Fund (TEF)

*Edmonton Social $7 M $10.5M 67%
Enterprise Fund (Edm SE

MB SEIF Scenario 1 $2.5M $3 M 83%

*Note that the listedamountsfor the Ontario SocidEnterprise TrustEdmonton Social
Enterprise Fun@and Manitoba SEl&re prospective not actual amounts.

Examining the funds reviewed in this report, two clear groups emerge. The NCDF, ICC and Nova
Scotia CEDIFs all started their funds withtiét finandal support of government. That is,

government funding contributed 0% of their respective initial capital pools. All of the other

funds reviewed in this report generated (or plan to generate) over half of their respewctiia

capital pools through gernment financing. In particular there tends to be a trend whereby

funds are aiming toaise two thirdsof their initial capital pool through government

contributions and/or investments. Clearly the Manitoba SEIF falls within this secondtgedup
relieson the government for the majority of their capitalization funds.
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9.03 DemandWho isUsing theFund/Trust? WhatTypes ofOrganizations arelargeted?
Overview of SEIF
TheBusiness Plaprojects a low demand for thg 9 &c@pal poolduring the first few years
after the SEIfs established.
This plan assumes a slow start to the use of an Equity Capital Fund in Manitoba.
Preliminary estimates indicate in the first few years that the Fund will receive
applications from less than a d&z potential deals per year, and will accept between 3
to 6 deals per year. These volumes will approximately double by the sixth year.
(Community Ownership Solutions, SEED Winnipeg, 2004, p. 12)

TheBusiness Plaanticipates that the SEIF woulelceive investment applications directly from
prospective social enterprisegnd from organizations that support groups in setting up social
enterprises. TheBusiness Plarefers to these supporting organizationsgmn®ring
organizations Some of thesponsoringorganizationghat were expected to create much of the
{ 9 Ldeahftbware listed inthe Business PlanThis list is reproduced in the table below with
the expected number of deatkat the Plan predicteachorganization wilgenerate along with
the expectedamounts of equity capitathat the social enterprisewill be requesingin their
investment applicatioa

Organization Expected deals Expected amount oéquity capital
generated for the SEIF| requested in investment application

Assiniboine Credit Union | 3-4 annually $20,000- $80,000

Community Ownership | 1 every two years $100,000

Solutions

SEED Winnipeg 3 annually $20,000

West Broadway 3 every fiveyears $20,000

Development Corporatior]

22YSyQa 9y {3everyfive years $35,000

Centre

(Community Ownership Solutions, SEED Winnipeg, 2004, p. 11)

TheBusiness Plaalso notes expected deal flow from rural, francophone and aboriginal
communities that are not associated with the organizations listed in the table above.
(Community Ownership Solutions, SEED Winnipeg, 2004, p. 12)

Mr. Loewen noted that demand side readiness is one of the most significant challenges facing
the proponents of the SEIF. Mr. Loewen commented that he has recently spokesowighof

the sponsoring organizations who in 2004 had committed to generatingfbeafor the SEIF
Specifically he asked these organizations how many social enterprises they knew of that had
solid business plans which were ready to be implemeniveitl on hold due lack of access to
capital. Not one of the sponsoring organizatiorevisited by Mr. Loewen knew of any social
enterprises that were in this positiolLoewen, 2008)
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Most-similar,Most-different Analysis

One point of differentiation that is notable across the funds reviewed in this reportchds
with demandsideinformation. Beforediscussing thisomparison it is important to distinguish
between the demand for nomnepayable contributions (grants) and the demand for financing
through debt or equity.Based orthe experienceof having workel with non-profits across
Canadathe researcherconcludedwith a high degree of certaintyat the demand for grants in
the CEDsocialeconomysectorin Canadas very high However &curate demaneside
information on the sectd® demand fodebt and equty financingproducts is far less
establishedn Canada

In Nova Scotia, it is apparent that at least a limited numbeZBborganizations and
cooperatives have embraced equity financing and the CEDIF model as a means of financing
their initiatives. TheChantier de I'économie sociale Tr(sd&cord of receiving 38 investment
applications within theNXza ( @ve manthdsBggestshat thereis ahigh demand fopatient
capital loansn the social economy sector in Quebec.

The combined experiences of the other Canadian funds reviewed in this report have little
AYF2NNYEFGA2Y (02 NBLER2NI 2y GKS aSOG2NDRa RSYlFYR
regions. The proponents of the Ontario Social Enterprise Trust havecadkdged that the
development of accurate demarslde information is a priority ithe further developmentf

OSETIn Edmonton, Mr. Ward noted thahe SEF has plans for sector education initiatives and

also acknowledged that the fund is working on getimg accurateinformation on the needs of

the sector.

In Manitoba anecdotal information suggest that perhaps @teDsector is not yet at a point in

its development to embrace the concept of equity financing. pfeviouslynoted, Mr.

[ 2 S & Begetddiscussioswith the{ 9 Ls@olsbring organizationgvealed that these
organizationslid not know of anysocial enterprises thavere in a positionto put forward an
investmentapplication for the type of financing that wasbe offered through the SEIF. The
fact thatthe Manitoba CED Tax Credit Prograas received zero applications from prospective
CEDIFs is another indication that tG&Dsector in Manitoba may not be ready for and/or
adequately educated oooncept ofequity financing.

9.04 Eligibility Criteria:

Overview of SEIF

In the SEIBusiness Plathe proponents note that theSEIF willypicallyinvest in firms with
between ten and twenty employees. To be eligible, firms must have a minimum of three
employees, witha plan to expand operations to necessitate eight employees within two to five
years. (Community Ownership Solutions, SEED Winnipeg, 2004, p. 4)

Mr. Loewen noted that the rationale for the criteria of a minimum of three employees was so
that small enterprises did not drain tHend. The proponents of the SEIF were of the opinion
that SEED Winnipeg and other Winnigesed organizations were doiaggood job in
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providing micrefinance productsaind servicesand therefore there was an interesh not
duplicake these servicegLoewen, 2008)

The Business Plalays out the following criterighat asocial enterprisenust satisfy in order to
be eligible to apply for financinigom the SEIF

1. Be structured as #or-profit entity.

2. Demonstrate an intention to work towardsgoal of broadly baseedmployee
ownership and/or participation in the governance of the enterprise.

3. Have a long term goal for a substantial proportion (50%) of its employees to come
from low-income situations or from other situations that typically represent barriers
to employment.

4. Have the objective of becoming commercially sustainable within a redd®na
period.

(Community Ownership Solutions, SEED Winnipeg, 2004, p. 4)

The Plan notes thatie SEIWill consider investment opportunities social enterprises
operating anywhere in Manitoba, althouglocial enterprisesg rural areas will be required to
establish a mentoring relationship with a partner organization in their geographic area for
technical assistance. (Community Ownership Solutions, SEED Winnipeg, 2004, p. 4)

Most-similar,Most-different Analysis

An exanmation of the different eligibility critean that have been in put in place for each of the
funds reviewed in this report reveal a number of different categories of eligibilityo of these
categoriesnclude eligibility criteria related to thkegal s$ructure of the social enterpriseand

the socialand economic purposef the social enterprise In this subsection of the report, the
focus will beon suggesting which of the funds are mesmilar and mostifferent from the

SEIF in the context of thes®o categories The Ontario Social Enterprise Trust is not included
in this analysis since at the time wfiting of this report its eligibility critea had not yet been
established.

LegalSructure of theSocial Enterprise

Most-Smilar: TheChantier de I'économie sociale Tru§tOF Community Capital Limited,
Edmonton Social Enterprise Fuhibva Scotia CEDIFs

Similar to the SEIF each of these funds is open to financing both cooperative and
incorporated entities.

Most-Different:Northcountry Cooperative Developntdfund, Toronto Entprise Fund.
NCDFonly provides financing to cooperativashile the TorontoEnterprise Fund will
only provide funding t@nincorporated norprofit organizationa charitable
organization, oran organization that isponsored by a charitable organization

Socal and Eonomic Purpose of the Social Enterprise
Most-Similar:TheChantier de I'économie sociale Trisgrthcountry Cooperative
Development Fund, ICOF Community Capital Limited, Nova Scotia CEDIFs.
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Similar to the SEIF, all of these funds are structured to support social enterprises
pursuing a wide range of social aedonomic objectives.

Most Different: Toronto Enterprise Fund, Edmonton Social Enterprise Fund.

Both of these funds have a mandate to target social enterprises pursuing a specific
mandate. Fofl ERhis mandate includes addressing homelessness and prayid
employment opportunities for people with disabilities; for the Edmonton Social
Enterprise Fund there ismiority placed on financing social enterprises whose
initiatives aldressissues related to affordable housing.

9.05 Return tanvestorsin the Fund/Trust (Sructure and Range oflnvestmentinstruments
Employed):

Overview of SEIF

TheBusines®lanproposes that a range of investment instruments would bedugecapitalize

the fund. That beingaid the Plan notesi K I (1 & @cdhSot bé dmbIR if a substantial

amount of its contributed capital needs to come from investors who are expecting market type
NB (i defdmandnity Ownership Solutions, SEED Winnipeg, 2004,.pTha&)rang of

investmert instrumentsused by the Funavould be coordinatd through two separate entities
operating under the larger umbrella of the SEIF.

The first would be a Community Development Investment R@1alF) At the time of the
drafting of theBusiness Plarhe regulations for the Manitoba CED Tax Credit were not yet
establishedhowever thePlananticipates making use of thexcredit as an investment
incentive forinvestors. ThePlansuggests that th€DIFcouldraise capitathroughthe CED Tax
Creditviathe issuance of common shares to individumsdestors ThePlanalso proposes that
the CDIF could employ other investment instruments for those investors not elagillet
requiring atax credit. These instruments would inclupleeference shares, debenture, a
straight promissory note, and nemepayable grant contributiongCommunity Ownership
Solutions, SEED Winnipeg, 2004, pp23p

Theplanto usethe Manitoba CED Tax Cred# part of the strategy toapitaliz the SEIF as
contingenton the CEDTax Credit regulations being consistent with the concepts being put
forward in the SEIBusiness PlanThese regulations were finalized a sttorte after the
Business Plawasdrafted and as it turned outhe regulationsvere only partially consistent
with the. dza A y S dnéended useyofQtie CED Tax Credteaking with Mr. Loewen about
the fit of the Manitoba CED Tax Creglibgram with the capitalization strategy of the Fyre
noted two challengeshat would havehadto be overcome. Of the $3 M in capital raised by the
SEIF, Mr. Loewen noted that the plan had been to delay investing a portion offthestsuntil
the eighthyear of thefdzy R Q& 2 HSwseriitie ¥ghitoba CED Tax Credit redidas
require thatnew subscription proceeds be invested in community enterprises within 4 years
(for new CEDIFS)r 2 years (for established CEDIFAS)secondmpedimentnoted by Mr.
Loewenisthat the regulations included a long listineligible busiessactivities that

community enterpriss are not permitted toengage inlacomplete list of the ineligible business
activities of Manitoba CED Tax Credit program is included in Appendir 2).oewen
commented thatthis regulationplaces significantestrictions on the types of entprisesthat
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the fund could finance(Loewen, 2008)A third challenge that has only recently become
apparent ighat the Governmenbf Manitobais reportedly no longer interested in supporting
the concept of CEDIF#ashas beerdiscussed i18.02 despite the inclusion of CEDIFs in the CED
Tax Credit Agrecent discussions with MAFRI officials revealed thatptlogincialgovernment

is no longer supportive of the concept of CEDIFs

The second entitpperating under the umbrella of the SEVBuld bea charitablefund that

would have the capacity tizsue charitable tax receipts in exchange for donatiohs.an
alternative to creating a new Charitable Fundg Business Planotes thatthe management of

the charitablefund could be carried out by an existing organizatidrse mandate included
socially responsible investingCommunity Ownership Solutions, SEED Winnipeg, 2004, pp. 22
25)

ThePlannotes that it is unlikely that theharitablefund and the CDIF could be combined into
one entity. However, povided that the investment restrictions for both the CDIF and
Charitable Fund were managed carefully, Blan suggests that treememanagement entity
or group could manage both funds4r. Loewen noted that théegalstructure of the
management entity was undetermined at the time of drafting Besines®lan Possible
structures of this entity might have included a cooperative, 4poofit entity or another type of
organization Mr. Loewen also commented thaté management entity might have been
established as new entity or the responsibility of managing the/o funds might have been
contracted to an existing entityPage25 of the SEIBusiness Plaprovides a chart which
illustrates the basiorganizationatoncept of the Plan:
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INVESTORS CONTRIBUTORS

A
Tax Credit Preference Units . Donations
Shares Promissory
\ Notes
Common
Shares v

Charitable Fund

Tax Receipts

Management company or
group of managers
- shared space
- shared expenses

(CommunityOwnershipSolutions, SEED Winnipeg, 2004, p. 25)

66



Most-similar,Most-different Analysis

This section will provide @rossfund analysisof the range of investment instrument$at the
different fundshaveused to capitalize their respectivmitial*? capital pools TheOntario Social
Enterprise Trust is not considered in this cragsd examination since it is not yet established
Northcountry Cooperative Development Fund is also left out ofghissectionwhereas the
researcher could nabbtain the necessary information from NCDF to completeahalysis.

This crossfund examinationreveals that there is wide variance in the investment instruments
the different funds have usedis part of their capitalization strategyit is interestinga note

that of the established funds, onthe Chantier de I'économie sociale Trimsts used a mix of
different investment instruments inaisingits initial capital pool.

Fund/Trust Debt Equity GrantgDonations
TheChantier 57% 0% 43%
ICC 0% 100% 0%
TEF 0% 0% 100%
Edm SEF 0% 0% 100%
NS CEDIFs 0% 100% 0%
MB SEIF (Scenario 1) 0% 17% 83%
MB SEIF (Scenarios 2a, 4 10% 15% 75%

Using financiaBcenariol as a basis for comparisaine SEIF is most similar tilee Edmonton
Social Enterprise Fund and the Toronto Enterprise Fund irirtlilais scenario the SEi§
receivinga very high percentage ohpitalizationfundsthroughgrants anddonatiors. If
insteadScenarios 2a and 2b are used as the basis of cormparthe SEIEould be said to be
similar to theChantier de I'économie sociale Trusthat bothfunds involve using a mix of
different investment instruments. Howevegven ifScenarics 2a and 2b are used as the
standard of comparisorthe SEIF is dtinuch more reliant omlonations andyrantsthanisthe
Chantier de I'économie sociale Trudthe SEIF is most different from ICC and the NS CEDIFs in
that these funds rely entirely on investment instruments other tliBbmations andyrants
while the Manioba SEIF is heavily dependentdonations andyrants in eiber financial
Senario 1 or 2 and 2b

9.06 Viability ofFund/Trust:

Overview of SEIF

TheBusiness Planotes thatafter the establishment of the SEIF there will be no investment
activity for a period of up to twenty four months. This period is intended to providduhe
with adequate time to raiséhe necessarynvestment capital(Community Ownership
Solutions, SEED Winnipeg, 2004, p. T8¢ Plan projects that thieind will achieve commercial
sustainability by the sixth or seventh year. It is noted that the sustainability of the SEIF will
improve if thefund can rely on paner organizations to deliver administration, technical

121t should be emphasized that this crefssd analysis considers only the investment instruments used in the
OF LA G £ AT I ( migaycapiaFpodl. KTBe rahgkzyfihiieStment instruments currently being usédeby
respective funds to raise capital may be different than what was used to start the fund.
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assistance and monitoring servicéSommunity Ownership Solutions, SEED Winnipeg, 2004, p.
5) To cover operating costs during the first five or six years, thedtcipates that
approximately $200,000 will need to be rais¢@ommunity Ownership Solutions, SEED
Winnipeg, 2004, p. 13)By the seventh year the Plan notes that thad will likely be exiting
investments and freeig up capital for new investment&Community Ownership Solutions,

SEED Winnipeg, 2004, p. 5)

Most-similar,Most-different Analysis

Anotherinteresting pointof comparisorbetween the fundssthat in somecases, such gke
proposedOntario Social Enterprise Trumtd the Edmontorsocial Enterprise Funthe funds

planned to (or hae) developed a mixed portfolio that includes a certain percentage of

investment in social enterpriseand a certain percentagef investment in mainstrearmarket
investments. In other funds, such tie Chantier de I'économie sociale Truigte entire

investment portfolio consists strictly of investments in social enterpridds. Loewen noted

that the plan for the SEIF wése same as theChantier de I'économie sociale Trisk & G NI G S3 &
investing exclusively in social enterprises.

L/ hCcQa Y2RSt 27 iKiksgraup & comBadiésfa guaidniee dorhpary is an

interesting twist on the mixed portfolicstrategy. Similar to the strategy employday OSET and

the EdmontorSEFI/ h C / 2 Y Y dzy Ainvéstménls thak afelhéldwiththe guarantee

companyLIN2E A RS (GKS L/ / Qa 20SNYftt Ay@SaidyYSyd LR2NI
addedadvantage of the ICE2 RSt K 2 ¢ S @S BhidabPolidgisurnés thathé |CAFA

Ddzl NI yiSS [/ 2Y Llag&diacorsigtehiSavthisychlyard&conomic mandate of

the broader organization.

9.07 Technical Assistance:

Overview of SEIF

The Plan proposes making use of botfhguse and partner organizations to provide technical

assistance to the social enterprises receiving financing through the SEIBudihess Plan

definestechnical assistancas follows:
G ohe support that is proded to a business after it has received an investment and is
operational. It does not include the technical assistance required to help an applicant
prepare a business plan. It is assumed that all applicants will have a business plan before
approaching thd-und. If the applicant needs assistance to prepare a business plan, they
will have to find that assistance somewhere else. The Fund will not provide that kind of
I & & A & ({ComymGnByeOwnership Solutions, SEED Winnipegs,20®0)

The technical assistance that will be providedhouse will be delivered primarily by the SEIF

Fund Manager. The fund manager will giéay a rolein coordinating the technicalssistance

services provided by partner organizatio@@ommunity Ownership Solutions, SEED Winnipeg,

2004, p. 20)

Mr. Loewen noted that the rationale for providinglimuse technical assistance was based on
research he had completed on social enterprise funds in the United States. Through this
research he noted that a number of theRends started out wit