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INTRODUCTION

The Catalyst Community Finance Initiative (Catalyst) is a multi-year project to develop
enhanced ecosystem and policy infrastructure to support the start-up and scale-up of
place-based community finance organizations in urban, rural and Northern communities
in Ontario and across the country. Catalyst seeks to: work at the community level to
collectively design relevant ecosystem and provincial public policy infrastructure to
ensure that community finance institutions can successfully and sustainably start-up
and scale their impact; facilitate knowledge sharing amongst place-based finance and
capacity organizations; and engage existing and new community finance providers that
can serve organizations, projects, and enterprises in selected urban, rural and Northern
communities, alongside mainstream leaders in philanthropy, public policy, and financial
institutions.

History

Catalyst began with a convening that took place over three afternoons in 2020. Over 50
people from across the community finance ecosystem in Ontario came together to learn
about each other and discuss how community finance could support the post-COVID-19
recovery in communities across the province. From that meeting emerged five key
actions for the community finance ecosystem to consider moving forward:

1. Learn from active and emerging models for place-based investing in Ontario and
across Canada.

2. Harvest insights from US experience with the Community Development Financial
Institution (CDFI) model

3. Leverage existing infrastructure like Community Futures Organizations.

4. Apply an equity lens to community capital, including both racial and gender
equity.

5. Leverage momentum in the movement to transition from scaling intention to
scaling impact together.

With resources from collaborators, Catalyst was able to begin some of this work and, in
the fall of 2021, engaged capitalWW and SETSI to; support the development of the
Catalyst network, identify key policy priorities, and develop an action plan to support the
scaling up of community finance institutions in Ontario.
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The first step was to engage in a community consultation process to begin to answer:

1. What does the ecosystem for community finance in Ontario look like
today?
a. Who are the key individuals and organizations in the ecosystem?
b. What type of capital is most needed?

2. What is the vision for the ecosystem in the future?
a. Where can the ecosystem have the strongest impact?
b. What are the challenges, barriers and gaps?
c. How can the Government of Ontario help?

After completing a series of interviews with representatives from each of the early
Catalyst collaborators, SETSI and capitalW began a broader community consultation
process reaching out to organizations active in the community finance space but not yet
formally involved with Catalyst. The goal was to expand engagement across the
ecosystem to help better understand where to focus efforts going forward.

Between November 2021 and January 2022, SETSI and capitalW engaged in a series
of 35 interviews with representatives from a broad cross-section of ecosystem actors,
including®:

e 14 Capital Intermediaries (providers of capital: community finance funds, credit
unions, microfinance providers, community futures organizations)

e 9 Sector Experts (academics, government partners, and other community finance
champions)

e 4 Community Finance Actors (organizations leveraging community finance to
accomplish their goals)

e 3 Nonprofit Organizations (sector organizations)

e 3 Foundations

e 3 Capacity Building Intermediaries (organizations with a focus on capacity
building around community finance)

e 1 Post-secondary Institution

This report presents an overview analysis of the findings of the stakeholder consultation
process. It should be noted that no aboriginal finance institutions were included in the
consultation, and representation of rural organizations is limited to interviews with two
representatives from community futures organizations. Additionally, there was no
representation from Ontario’s most northern regions.

1 Note some interviewees are counted in more than one category
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COMMUNITY CONSULTATION FINDINGS
The Ontario Community Finance Ecosystem Today

KEY ECOSYSTEM ACTORS

The community finance ecosystem in Ontario is diverse and ecosystem actors have a
variety of different priorities and needs. Stakeholders described the ecosystem as
being siloed and lacking a shared sense of how the ecosystem should be defined.
Individual organization priorities and focus differ based on a variety of factors including
local economics, communities served, focus area, and size and stage of funding.

Perhaps most telling of the ecosystem’s diversity is who was identified by stakeholders
as “key actors” within the ecosystem (see Figure 1). Foundations were most commonly
mentioned as a key actor within the community finance ecosystem, identified by just
over 50%. Credit Unions were identified by 35% stakeholders (Banks by 14%), 30% of
stakeholders identified social purpose organizations and faith-based communities and
government were each identified by 17% of stakeholders. Perhaps most telling is the
fact that only 7 specific organizations were mentioned by name by two or more
stakeholders (and none were mentioned by more than three stakeholders). This
suggests an ecosystem that is still emerging, where actors are still looking to define
their role, and where many actors have a very focused lens to their work

Figure 1 - Key Ecosystem Actors
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Stakeholders also identified that racialized communities were
being left out of the community finance conversation. The
exclusion of Black Indigenous, South Asian, “all racialized
communities”, women and LGBTQ2+ communities were
mentioned repeatedly. The exclusion of Black and
Indigenous communities was most commonly mentioned.

Additionally, some stakeholders spoke of the lack of
engagement of rural communities. While there is a strong
Community Futures network in Ontario that serves rural
communities it does not appear to have historically had much
overlap with the broader social / community finance
ecosystem emerging at this stage.

The Role of Foundations

With more than half of all stakeholders identifying foundations
as key actors it is clear that they are seen as having an
important role in scaling community finance. Some
suggestions around the role of foundations include:

e Partnering with government (and vice versa) to increase
the capital available for community finance — there was
a belief that both government and foundations could
incent the other to be more active in this space.

e Looking at opportunities to shift organizations from
granting to investment. Note that others were quick to
point out the need to understand that some things still
need grant funding.

e Investing in thought leadership to further advance
community finance.

e Engaging in direct impact investment.
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“The largest gap is
the lack of diversity
in these spaces.
From day one it’s
been white men.
Most funds are
driven by that
specific ethnic
group. Over the last
3-4 years there has
been a stronger
focus on
environmental
groups, gender-
based work and
more recently racial
equity has come to
the forefront”



“[Building the ecosystem] requires a fairly

holistic approach to both build demand, build
supply and then, the match making”

CAPITAL NEEDED

Stakeholders responded to the question “what type of capital is most needed?” in two
ways. Some identified specific types of capital (see Box 1 below), others were more
nuanced in their responses. A total of ten stakeholders made specific reference to the
importance of tying the capital provided to the demand. Stakeholders pointed to the
need for smaller loans (which capital providers often avoid due to poor or even negative
margins), loans with longer terms, and loans for endeavors that are perceived as higher
risk. Stakeholders saw a gap between what is needed on the demand side, and what is
being offered by existing capital intermediaries. There was also an identified gap in
financing between $25K and $100K, as well as, a recognition that many providers don’t
want to offer the very small loans under $10K. Additional examples of the gap between
demand and supply included:

e ‘[Existing capital providers] don’t look favorably on paying out high-interest debt.”

e ‘“Impact investors are looking for the same rate of return as the banks.”

e “Right now [with COVID], businesses in our area cannot take on any more debt...
Rght now, for a business to take on debt is not highly advisable. What they need
is forgivable debt, debt at extremely low interest and patrtially forgivable —
otherwise we will see small community SMEs closing left and right.”

e “Capital providers want to fund the whiz/bang, not the less exciting stuff that is
just as vital.”

Additionally, several sector experts pointed to the fact that demand may not be as
strong as some think, particularly in the nonprofit and charitable sectors. As one
pointed out, “We saw the lack of access to capital as being the barrier in the past — but
over the past couple of years, we have seen that while access to capital is a necessary
condition, it is not the only condition — if the demand isn’t there are the community level
— it doesn’t work.” This is in line with the findings of the 2020 Imagine Canada study
looking at Investment Readiness in Canada’s Charitable Sector, which was referenced
by another sector expert, who was also highlighting concerns about the general lack of
demand for loan financing.
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https://www.imaginecanada.ca/en/charities-social-finance-report-download

Stakeholders also called out the need to invest in ecosystem
infrastructure. However, where they saw the need for
investment differed with calls to invest in:

e Establishing dedicated pools of resources and analysts
to focus on scaling innovation and community finance.

e Creating the toolbox for regenerative finance ... and
developing the tools that connect to where people are at.

e Moving capital to intermediaries and establishing
financing models that are manageable and equitable.

e Adequately funding intermediaries to do lending, due
diligence, and provide supports.

Again, some stakeholders felt it important to call out the limits of
community finance, indicating that they found people were
sometimes confused by what community finance is and where it
is appropriate.

Box 1 - Capital Needed

“We can’t focus on
the right type of
capital until we have
the infrastructure
required —the
architecture for
collaboration. There
Is too much capital
for there to not be
community finance
funds locally and
nationally that
support specific
community needs.”

SPECIFIC TYPES OF CAPITAL NEEDED

order of frequency of mention):

but won’t necessarily provide a return for the investor.

Surprisingly only two stakeholders mentioned equity.

In terms of the specific types of capital needed, stakeholders identified the following (in

e Patient Capital — Stakeholders saw a need for loans with “better terms.” More
specifically, they called for longer-term loans and loans that will repay the capital

e Guarantees / First Loss Capital — Stakeholders saw how guarantees and first
loss capital could facilitate the flow of capital, and bring in new capital to the
ecosystem. Guarantees are seen as a tool to help to de-risk projects that are not
seen to have adequate collateral, and first loss capital pools are of interest due to
their potential for attracting new investors into the community finance ecosystem.

e Grants — stakeholders pointed out that there would always be a need for grants
to support research, training, and ecosystem infrastructure building.

Two stakeholders pointed out gaps in the farm finance ecosystem (particularly for
smaller farms) where they felt that community finance could fill a gap with the right tools.
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The Ecosystem of the Future

THE OPPORTUNITY AHEAD

Affordable housing was seen as the biggest opportunity for community finance in
Ontario at the moment. In fact, housing was identified as an opportunity 2.5 times more
often than any other opportunity by stakeholders. This was the area where there was
consensus amongst stakeholders was strongest. The opportunity that housing presents
to expand the community finance ecosystem lies in the fact that housing is seen as an
important issue to all levels of government, in all communities. Additionally real estate
is an investment that is understood and can be secured, which means the path forward
is relatively clear. It should be noted that some stakeholders expanded their definition
of opportunity to include social purpose real estate more broadly.

Other opportunities identified by stakeholders, in order of frequency of mention, include:

e Social Procurement
e Social Finance Fund
o Opportunity to diversify supply chain and build a case for procurement
initiatives
e Small Business and Social Enterprise
o SMEs make up a significant part of Canadian GDP
o Opportunity to support the many SMEs that will be changing hands in the
next decade
e COVID Recovery
o There is a need for recovery programs offering CEBA type loans
e BIPOC focused activities
o Opportunity to develop services to meet the needs of communities that are
poorly served by mainstream financial institutions
e Community/employee ownership / cooperative development
o Opportunities around employee ownership models
Local communities, rural communities
Day-care / long-term care providers
Food Security
Green Energy Retrofits

“Housing and social purpose real estate is the
biggest opportunity for Ontario to scale
community finance. Through subsidies and tax

Incentives we can attract investment, mitigate
poverty, tackle unemployment, and drive
economic growth.”
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Sector experts in particular, highlighted the importance of leveraging the Social Finance
Fund. They see that the Social Finance Fund presents a strategic opportunity to
strengthen intermediaries. However, they also stressed that the Social Finance Fund is
seen as a pilot or testing ground within the government to do things at a larger scale
through other federal departments. They expressed concern about what would happen
if there wasn’t sufficient deal flow for the capital that is expected to flow through the
program.

Stakeholders also identified that there were opportunities to strengthen the ecosystem,
not just through where community capital could be invested but also in terms of where
ecosystem resources were focused. Opportunities were identified to invest in
infrastructure development and engage new communities. One stakeholder saw an
opportunity to deepen engagement with faith-based organizations, another saw similar
opportunities within community colleges and post-secondary institutions. Others
stressed the importance of co-constructing frameworks with local ecosystem actors and
governments to ensure more equitable and sustainable outcomes. This sentiment was
echoed by a call for diverse coalition building, particularly around scaling proof of
concept and the development of test cases.

THE CHALLENGES, BARRIERS AND GAPS THAT NEED TO BE OVERCOME

When stakeholders were asked about the challenges, barriers and gaps that need to be
overcome to strengthen the ecosystem, they unsurprisingly had a lot to say. However,
many of the barriers and challenges identified were unique to a particular organization,
perhaps due to the relatively nascent nature of the ecosystem. The most common
challenge identified by about 25% of stakeholders was that the ecosystem is siloed,
with different groups (e.g., credit unions, foundations, racialized communities) being left
out of key conversations. There was excitement about the role that Catalyst could play
in bringing forward a unified voice for capital intermediaries for the first time in Ontario.

However, caution was also expressed that a “The starting point must be the
focus on building up capital intermediaries not co-creation function. The

overlook, or take away from, the need to build d
up other parts of the ecosystem that remain sector needs to sort out

underdeveloped (the primary concern being collectively what the barriers
that there are not enough investment-ready and priorities are before having
enterprises). This calls for a collaborative effective communication with
approach that brings together capital the government about meeting

intermediaries and capacity intermediaries as

well as those who are seeking financing. them. Once that is done, gaps

can be filled, but co-creation is
the starting point.”
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“Community finance means many things to
different people”

Lack of a shared language around community finance was another key barrier
identified by multiple stakeholders. Terms like social finance, community finance and
impact investment mean different things in different circles. This creates confusion and
does not support the process of building awareness of the potential of community
finance. When the ecosystem itself isn’t clear on how these terms should be defined, it
is difficult to educate others about the differences.

Several stakeholders also identified the relationship with the Government of Ontario
as an issue to be addressed. There were several calls to engage in more strategic
government relations work to build the province’s capacity to understand the benefits of
community finance. There was a sense that the ecosystem had yet to engage in
projects of sufficient impact to capture government interest and that building the
economic case for community finance through case studies and documented impact
was going to be vital to the success of any asks of government.

Unsurprisingly, red tape was cited as a barrier a few times. However, the red tape or
bureaucracy that was posing a problem differed amongst stakeholders depending on
what they were trying to do. Where one spoke of the legal complexities of aggregating
funds, a second cited the costs of setting up a fund, a third had a lot to say about the
challenges of working with the Canadian Mortgage and Housing Corporation (CMHC), a
fourth spoke of the challenges of issuing an offering statement as a cooperative. There
is clearly more work to be done to identify the most important and shared bureaucratic
issues that need to be addressed.

Other barriers identified include:
e Lack of capacity within ecosystem intermediaries
o Lack of sustained funding for people leading capacity-building
intermediaries
o Lack of documentation of models so that they can be replicated — “a lot of
work is being repeated”
o Lack of knowledge of finance and securities law
e Lack of accessibility for non-institutional investors
e Inherent tensions between scale and community
o “Community finance works due to its connection to the community, but to
be sustainable, it needs to scale and that will see it lose connection to the
community.”
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THE ROLE FOR THE ONTARIO GOVERNMENT

Stakeholders were clear that they felt that all levels of government could play a stronger
role in supporting the development of the community finance ecosystem in Ontario.
However, there was not a strong consensus on what the priorities should be. Asks of
government differed from organization to organization and included calls for:

e General support and awareness
o Increased awareness about the potential of community

finance “1 Stl'uggle with

o A home for community finance in government some of the terms
= “If I had a specific ask, it would be to establish a and definitions,
secretariat or a permanent department to so | am sure

specifically scale the community finance government
ecosystem within our province.” ..
o Increased/equal access to entrepreneurship and officials ha_lve th?,
business development programs run by the province same Issue.
= “The Ontario Network of Entrepreneurship (ONE)
is a model that should scale and aid community
finance in Ontario.”

e Funding
o $’s to create a fund of forgivable debt, low-interest debt, partially forgivable
debt and loan guarantees
o Funding to support building the infrastructure to help with the sourcing and
management of capital for community finance
o Incentives and subsidies
o Investment in Black and Indigenous-led capacity building and capital
intermediaries
o Funding to support regular research into systemic barriers to accessing
financing
o Support for the enabling environment that allows social purpose enterprise
to thrive
= Provincial policies to scale procurement opportunities
= Multi-year resourcing of capacity builders

e Regulatory Change
o Changes to the regulation of cooperatives
o Support in navigating regulatory body processes to issue impact
investments

e Housing Specific Requests
o Prioritization of the preservation of existing affordable housing stock
o Elimination of the barriers to the acquisition of property for community
purpose
= “Slow down the sale of public-owned land so that affordable
housing projects have the chance to bid.”

Catalyst Community Finance Initiative — Stakeholder Engagement Report 10



Some stakeholders expressed caution about reliance on government in the ecosystem.
They expressed concerns that government dollars cannot always be relied on long-
term, and that while the regulatory framework wasn’t perfect that there was “room to
maneuver.” Concern was also expressed that government intervention might skew the
market and make it more difficult to attract private dollars.

It is also important to note that many government asks are not new. In particular, the
social finance community has made several recommendations over the past decade
seeking government support for establishing a fund, regulatory change, incentivizing
investment, expanding access to existing supports, and helping de-risk investment.

“We are in the midst of a reckoning that requires capital to finally be
distributed in ways that are not just equitable but have sustainable

impact”

INSIGHTS FOR ACTION PLANNING

There is a sense of excitement about how the ecosystem may evolve in the next few
years. The increased focus on affordable housing and the introduction of the social
finance fund, combined with new support for racialized communities, are creating new
opportunities and attracting new actors into the ecosystem. The eagerness of
stakeholders to engage in conversation speaks to the fact that there is a desire to come
together, and work collaboratively to build the ecosystem.

While the goal of Catalyst is to engage
and convene capital intermediaries, it is
clear from the consultation that the work
must be rooted in, and centered on, the
needs of the people, communities, and
ecosystems where capital can be
placed to achieve positive impact. As
such it will be important for Catalyst to
continue to engage stakeholders from
across the ecosystem to capture the
insights of both capacity intermediaries Beneficiaries
and beneficiaries of community finance,
in addition to those of capital
intermediaries. There continues to be
work that needs to be done to engage
with rural, Indigenous and northern
stakeholders, and on an ongoing basis
Catalyst will need to continue to reflect
on the stakeholders that are being
engaged and more importantly
represented in its work.

Capital
Intermediaries

Capacity
Intermediaries

Government
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Through the interview process, some of the newer “The biggest barrier is the

actors and those representing racialized : .
communities have expressed feeling hoarding of capital by the

overshadowed or left out. This has resulted in largest players and the
some feeling that the system is stacked against generational relationships
them or that they have no choice but to come between them and the
under the umbrella of a larger or more established province. Emerging

organization. This sentiment is one that Catalyst
will need to center in its work going forward —
making sure to look to how room can be created

communities don’t have that
same level of access... When

for smaller actors and new entrants to have an initiatives thaf[ Iegn towards
equal voice in the ecosystem. community finance are

deployed it is the usual
In addition to continuing work to expand the suspects ready and waiting to
Catalyst network it is recommended that action acquire all the resources and

planning focus on the following: opportunities.”

1. Government Relations
While there is still work to be done to better understand and define many of the
asks of government, there is clarity that work needs to be done to increase the
level of understanding within government as to the potential role community
finance can have in helping to address some of the policy challenges facing our
province. There are several areas that are current provincial priorities that
community finance is well positioned to play an important role in addressing,
including housing, rural economic development, inclusive entrepreneurship and
climate action. Catalyst should look to convene stakeholders interested in
helping to build relations between the community finance ecosystem and the key
political parties in Ontario and the broader government.

2. Housing
There is a clear consensus on the opportunities that exist to leverage investment
in addressing the affordable housing crisis to demonstrate the potential for
community finance to close market gaps and create an important impact. The
next recommended step is to convene a representative group of stakeholders to
identify how the ecosystem can come together to support creating a more
enabling environment for advancing community finance initiatives focused on
housing.

3. Black Community
Black communities have historically been the most under-resourced and under-
served in the community finance ecosystem. It is only in the last few years that
Black-led organizations have been able to access the resources necessary to
engage in community finance in a meaningful way. Black-led capital and
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capacity-building intermediaries are emerging, but they are still in their forming
stages. At this point it is imperative that some organizing infrastructure and
intentional funding be secured to help Black communities find a place and voice
within the broader community finance ecosystem. The recommended next step is
to establish the systems to share resources, relationships and ultimately, the
power necessary to support the Black community to move from a place of
engagement to one of shared leadership within the community finance
ecosystem.

There is no shortage of inspiration, innovation, motivation, and perseverance within the
community finance ecosystem. Despite barriers, stakeholders are doing incredible
things and making a difference in their communities. While there is a lot of work to be
done to move the community finance ecosystem forward from where it is today to where
it hopes to be in the future, the actions recommended above provide an initial focus - a
place to start to lay the groundwork for future actions to move the community finance
ecosystem forward to a future where the system is scaled, not just in terms of dollars,
but more importantly in terms of impact. The vision and inspiration for what the
ecosystem could be is there. To achieve this vision, stakeholders need to come
together and work collectively to identify and advance shared priorities. The willingness
of ecosystem actors to share their experiences, infrastructure, and knowledge through
convenings, ongoing conversation and active collaboration will be the Catalyst for that
change.

“There is so much breadth to what the
existing funds are doing...

...The opportunities are abundant.”
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