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Recommendations

Recommendation 1: That the government provide funding in the amount of $25
million/year for a Social Finance Ecosystem Building Program over four years, starting
in 2025.

Recommendation 2: That the government implement a similar Community
Reinvestment Act as that in the U.S. to foster greater financial inclusion and stimulate
economic growth in underserved communities across Canada.

Recommendation 3: That the government implement a community finance leverage
(or multiplier) strategy including a national fund dedicated to community finance
organizations, a national tax credit program for equity investors in community finance
organizations, and a national tax relief program to individuals and companies that invest
in community finance organizations.



Recommendation 1: That the government provide funding in the amount of $25
million/year for a Social Finance Ecosystem Building Program over four years, starting
in 2025.

Background on the Social Finance Ecosystem Building Program:

The Employment and Social Development Canada (ESDC) Investment Readiness
Program (IRP) was launched in 2019 to help social purpose organizations (SPOs)
overcome barriers to accessing social finance. It supported SPOs in building capacity to
attract investment by providing funding for market analysis, developing products and
services, business planning, and acquiring technical expertise. The IRP also
strengthened the social finance ecosystem by fostering networks, research, and support
for social procurement.

Rationale for the Social Finance Ecosystem Building Program to build on IRP:

1. Enhanced Capacity for Investment: The IRP has distributed $57 million to
1,160 SPOs, enabling them to better access social finance from private
investors and contribute to addressing Canada’s biggest issues in affordable
housing, health and wellbeing, climate change and resilience, and meaningful
economic opportunity for all. However, some 3,900 SPOs applied to the IRP
leaving much demand unmet across the country.

2. Support for Marginalized Groups: The Program prioritizes equity-deserving
groups, including Indigenous peoples (24% of beneficiaries), racialized
communities (24%), and women (75%), promoting inclusivity and reducing
social and economic disparities.

3. Economic and Social Benefits: By fostering financial readiness in SPOs, the
Program helps drive community development, economic growth, and
innovation, aligning with the government's goals of increasing inclusion and
opportunities for all Canadians.

While the ESDC Social Finance Fund (SFF) has started to deploy its social finance
investments to social finance intermediaries, the SFF mandate does not include building
SPO capacity to absorb capital. This gap left by the SFF is aptly filled by the
recommended Program.



Program Priorities from 2025-2028:

1.

Fund the Program for a minimum of four (4) years at a minimum of $25
million/year starting from 2025, including streams for investment-readiness
grants to SPOs, data infrastructure building, and ecosystem-building initiatives
by sector partners;

Center Justice, Equity, Diversity, Decolonization, Inclusion, and Accessibility
throughout the implementation of the Social Innovation and Social Finance
Strategy, including the ecosystem building program;

Include the development of emerging and existing social finance intermediaries
within the Program mandate, and ensure community finance organizations
(CFOs) can access capacity building funding. CFOs such as place-based impact
funds, community outcomes funds, investment co-operatives, community loan
funds, community land trusts, etc. play unique roles to provide access to
finance to underserved communities and SPOs at the local level;

Mandate new fit-for-purpose Program funding streams suiting SPOs where
investment-readiness supports will soon result in access to social finance,
including support for incubator cohorts and accelerator programs which have
demonstrated success in facilitating SPO access to capital.



Recommendation 2: That the government implement a similar Community
Reinvestment Act as that in the U.S. to foster greater financial inclusion and stimulate
economic growth in underserved communities across Canada.

Background on the U.S. Community Reinvestment Act:

The Community Reinvestment Act of 1977 is a U.S. federal law aimed at encouraging
financial institutions to meet the credit needs of the communities they operate in,
particularly low- and moderate-income neighborhoods. This legislation addresses
discriminatory credit practices and promotes financial inclusivity for all community
members. By evaluating banks based on their lending, investment, and service
activities, the Act ensures that financial institutions contribute to the economic
development of underserved areas.

Impact of the U.S. Community Reinvestment Act:

e The Act has significantly increased access to credit and financial services in
underserved areas. Since its enactment, the Act has leveraged trillions of dollars
in loans, investments, and services for equity-deserving communities.

e In 2019 alone, institutions covered by the Act made $209 billion in community
development loans, demonstrating the substantial financial impact of the
legislation.

e The Act has facilitated the capitalization of CDFls, enabling them to expand their
reach and impact in underserved areas.

Potential Benefits and Impacts in Canada:

e Implementing a Community Reinvestment Act-like framework in Canada could
enhance financial inclusion and stimulate economic growth in underserved
communities.

e Ensuring that banks meet the credit needs of all regions, particularly among
equity-deserving communities, could lead to improved access to capital for
small businesses, increased home ownership rates, and overall community
revitalization.

e By promoting transparency and accountability in the banking sector, the Act
would ensure that financial institutions contribute to the economic well-being of
all communities.



e Opportunity for little to no-cost government initiative to leverage hundreds of
millions of private investment.

Implementation of a Community Reinvestment Act in Canada:

e Policy Purpose: The primary purpose of this legislation in Canada would be to
enhance access to financial services for equity-deserving communities across
Canada. This aligns with broader public policy goals of promoting economic
inclusion and community development.

e Policy Proposal:

o

Financial institutions would undergo regular evaluations based on their
performance in serving the credit needs of their entire communities, with
a particular focus on equity-deserving communities and underserved
areas.

Evaluations would consider the institutions' lending, investment, and
service activities.

Regulatory bodies, such as the Office of the Superintendent of Financial
Institutions (OSFI), would oversee these evaluations and make the results
public to ensure transparency and accountability.

e Operational Framework:

o

o

o

Regular Evaluations: Financial institutions would be periodically
assessed, with ratings that would affect their regulatory compliance,
influence their capacity to expand or merge, and may lead to
administrative penalties.

Transparency: Public disclosure of evaluations and ratings would
promote accountability, encouraging banks to improve their performance
in underserved areas.

Community Needs: Banks would need to demonstrate efforts to meet
local community needs by providing loans, investments, and services.
Support for CDFls: The Act would incentivize banks to support
Community Development Financial Institutions (CDFIs) by providing
capital, thus strengthening the ability of CDFls to serve underserved
communities.

By mandating regular evaluations, the Act would ensure that banks contribute to the
development of equity-deserving communities across the country. This policy aligns
with Canada’s commitment to economic inclusion and community development,
providing a structured framework for financial institutions to meet the needs of all

Canadians.



Recommendation 3: That the government implement a community finance leverage
(or multiplier) strategy including a national fund dedicated to community finance
organizations, a national tax credit program for equity investors in community finance
organizations, and a national tax relief program to individuals and companies that invest
in community finance organizations.

Background:

Community finance organizations, including Community Development Financial
Institutions (CDFls), play a crucial role in providing financial services to underserved
communities, fostering economic growth, and promoting financial inclusion. Drawing
from successful models in the United States and the United Kingdom, Canada can
significantly enhance its support for these organizations through targeted national
programs, namely: the creation of a national fund investing in community finance
organizations, as well as a national tax credit program for equity investors, and a
national tax relief program for individuals and companies investing in these entities.

National Fund for Community Finance Organizations

e Objective: To provide sustainable financial support through capital and
guarantees to community finance organizations, enabling them to expand their
services and reach more underserved communities.

e Rationale: The U.S. CDFI Fund has demonstrated significant success in
fostering economic growth in equity-deserving communities by providing
financial and technical assistance to CDFls. Since its inception, the CDFI Fund
has awarded over $2 billion, supporting CDFls in generating loans, investments,
and services that drive economic development and create jobs. Similarly, a
national fund in Canada could provide much-needed capital to community
finance organizations, helping them to scale their operations and increase their
impact. A guarantee fund for Canadian community finance organizations would
leverage this national fund by further de-risking and incentivizing private
investment to follow suit and further capitalize otherwise underserved
communities.

¢ Implementation:

o Establish a dedicated national fund, managed by a federal agency such
as the Ministry of Finance or a new independent body.

o Allocate initial capital of $500 million, with provisions for annual
appropriations based on performance and demand.



o Provide grants and low-interest loans to community finance organizations
for operational support, capacity building, and direct lending to
underserved communities.

Tax Credits for Equity Investors in Community Finance Organizations

Objective: To incentivize private investment in community finance organizations
by offering tax credits to equity investors providing capital to these entities.
Rationale: The U.S. New Markets Tax Credit (NMTC) Program provides a
valuable model. The NMTC Program incentivizes private investment in low-
income communities by offering tax credits to investors. Since its inception, the
NMTC Program has leveraged over $60 billion in capital for businesses and
revitalization projects in impoverished areas. By providing similar tax incentives,
Canada can attract significant private capital to community finance
organizations, enhancing their ability to support local economic development.
Implementation:

o Introduce a tax credit program that offers investors a tax credit equal to
39% of their equity investment in community finance organizations,
distributed over a seven-year period.

o Cap the total annual allocation of tax credits at $300 million, with the
ability to adjust based on uptake and impact.

o Require community finance organizations to apply and be certified to
receive investment under the program, ensuring accountability and
effective use of funds.

o Canada Revenue Authority in collaboration with regional development
agencies could manage the program to ensure targeted and effective
investments.

Tax Relief Program for Individual and Corporate Investors

Objective: To encourage individuals and companies to invest in community
finance organizations by providing tax relief.

Rationale: The UK's Community Investment Tax Relief (CITR) scheme offers a
framework for providing tax relief to investors. Under the CITR, individuals and
companies investing in accredited community finance organizations receive tax
relief over five years, equivalent to 25% of the value of their investment. This
approach has successfully attracted capital to support social enterprises and
community projects. Implementing a similar program in Canada can mobilize



domestic investment in community finance organizations, enhancing Canadians’
capacity to support local development.
e Implementation:

o Establish a tax relief program that provides a 25% tax relief over five
years to individuals and companies investing in accredited community
finance organizations.

o Set an annual limit of $200 million for total tax relief claims, with periodic
reviews to assess effectiveness and adjust allocations as needed.

o Develop accreditation criteria for community finance organizations to
ensure they meet rigorous standards of accountability, transparency, and
impact in areas and projects with a community focus.

Impact and Alignment with Federal Priorities:

Implementing these recommendations will significantly enhance the capacity of
community finance organizations to support economic development, job creation, and
financial inclusion in underserved communities. The proposed programs align with
federal priorities, including:

e Economic Growth: By attracting private and public investment, the programs
will stimulate economic activity and create jobs in distressed areas.

e Social Inclusion: The initiatives will promote financial inclusion and equitable
access to financial services, addressing the needs of marginalized populations.

e Innovation and Sustainability: Supporting community finance organizations will
foster innovation in financial services, contributing to sustainable local
development.

By leveraging successful models from the U.S. and the UK, Canada can create a robust
framework to support community finance organizations, enhancing social equity and
driving inclusive economic growth for all Canadians.



