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Key Definitions

Social Finance

Blended Value
Enterprises /
Social Ventures

Social
Enterprise

Social Purpose
Business

Social
Entrepreneur

Social
Innovation

Social finance is an approach to managing money that delivers a
social and/or environmental dividend as well as an economic return.

Blended Value Enterprises and “Social Ventures” are both non-profit
social enterprises and for-profit social-purpose businesses, since
solutions to social problems are emerging in both sectors.

Social enterprises are businesses that have a social and/or
environmental objective as part of their core mission. They are
usually owned or controlled by a non-profit.

Created by entrepreneurs to address social issues, Social Purpose
Businesses are commercial for-profit entities that maintain social
purpose at their core, while existing in a market economy.

An entrepreneur who engages in business seeking both financial and
environmental / social return.

Social Innovation is an initiative, product, or process that profoundly
changes beliefs, basic routines, resource, and authority flows of any
social and/or ecological system in the direction of greater resilience.

Adapted from www.socialfinance.ca and MaRS Whitepaper Series Part 1: Social Venture Finance
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Key social finance stakeholders

Stakeholders | Enabler | Investor/ Financial
Funder Intermediary

Academics

Capacity
Builders

Governments
Grantors
Foundations

Banks/Credit
Unions

Investment
Mgmt Firms

Blended Value
Enterprises

Grant
Funded
Non-Profit
(Charity)

Revenue
Generating
Non-Profit

Social
Enterprise

Social
Purpose
Business

Social
Return

Financial
Return
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Representative Stakeholder Map
I*I Canada — Current Activities

Canada’s social finance market is compared to
that of the UK or US

Although Canada has numerous stakeholders involved
In social finance, the

Government and other capacity builders are working to
build a pan-community view of social finance in Canada
and create an

Positive

Outlook
The traditional financial community is well-positioned to
drive growth in social finance through developing new
financial products, investment funds, advisory services,
and social finance intermediaries



Representative Stakeholder Map
I*I Canada — Who Is involved

Academics o/ Carleton Centre for Community Innovation
. Richard Ivey School of Business
. Sauder School of Business

Capacity o/ Causeway Social Finance / SIG

Builders o Community Futures Development Corporations
o/ L’Economie solidaire de I'Ontario
. Ontario Nonprofit Network, Social Finance Ontario
o/Wellesley Institute

Government o Community Economic Development Funds
o First Nations Finance Authority
o Human Resources and Skills Development Canada
ol Ministry of Community and Social Services
o/ Ministry of Finance
. Ministry of Research and Innovation



Representative Stakeholder Map
I*I Canada — Who Is involved

Banks / o Alterna

Credit Unions | e/Canadian Co-operative Association
o/ Citizens Bank
. Desjardins
o/ Vancity

Investment o CAPE Fund
Management | < Ecotrust Canada Capital
Firms o.Emerald Technology Ventures
. Fonds de solidarité
/Investeco
o Renewal2 Investment Fund
' Resilient Capital
o/ Social Capital Partners



Representative Stakeholder Map
I*I Canada — Who Is involved

Foundations o Edmonton Community Foundation
. Hamilton Community Foundation
o/ J.W. McConnell Family Foundation
o Maytree Foundation
. Ontario Trillium Foundation
. Tides Canada
' VVancouver Foundation

Grantors . Enterprising Non-Profits

o/ Toronto Enterprise Fund

. United Way
Investee o Atira Property Management
Companies . Organic Meadow

o Turnaround Couriers



Representative Stakeholder Map
UK

Academic The Skoll Centre for Social Entrepreneurship (Said
Business School, Oxford University)

Capacity Builders | Ashoka, The Hub, Clearly So, Guidestar, Social Finance
Ltd., Social Innovation Camp

Government Office of the Third Sector, Department of Business,
Innovation and Skills (formerly BERR/DIUS), NESTA

Banks/Credit Triodos

Unions

Investment Generation Investment Management, Climate Change

Management Capital, Bridges Ventures

Firms

Foundations/ Venturesome, Unltd., CAN Breakthrough Fund,

Grantors Triodos Opportunity Fund

UK Strengths: Strong network of enablers paired with innovative government

policy and experimental models of social finance.




Representative Stakeholder Map
USA

Academic Harvard Business School, Stanford GSB

Capacity Builders A Ashoka, Acumen, ANDE, B-Corps, BSR, Echoing Green,
Investors’ Circle, Social Enterprise Institute

Government The White House — Office of Social Innovation and Civic
Participation

Banks/Credit Shorebank

Unions

Investment Mgmt | Generation Investment Management, Good Capital, New

Firms Cycle Capital, Nonprofit Finance Fund, Root Capital

Foundations/ Echoing Green, Skoll Foundation for Social

Grantors Entrepreneurship, Rockefeller Foundation, Calvert, F.B.

Heron, The Lemelson Foundation, Omidyar Foundation

USA Strengths: Culture of philanthropy with many large foundations, capacity
builders and leading academic institutions with curriculum in social enterprise /

entrepreneurship. Government opportunity with Office for Social Innovation.




Representative Stakeholder Map

P Singapore

Academic Lien Centre (Singapore Management University), Lee
Kuan Yeu School of Public Policy (National University of
Singapore)

Government Economic Development Board, Ministry of Community,

Youth and Sports

Banks/Credit
Unions

Development Bank of Singapore

Investment
Mgmt Firms

Caspian Advisors (Fund Management)

Foundations/
Grantors

The Lien Foundation

Singapore Strengths: Government looking to provide investment to make

region a hub for social innovation.




Representative Stakeholder Map
Brazil

Capacity Builders | Artemsia, Instituteo Ethos, Nossa SaoPaulo, Social
Capital Group, BOVSPA (Social Stock Exchange),
Brazilian Forum on Climate Change, Atituda, IDEAAS
(Fabio Rosa)

Bank/Credit Banco Itau, Banco Bardesco, Banco Real (part of
Unions Santander)

Foundations/ Avina Foundation

Grantors

Other Natura, McKinsey (active in social entrepreneurship in
(Private Sector) Brazil), Instituto Akatu

Brazil Strengths: Large network of capacity builders to support blended value

enterprises. In addition, a very active private sector interested in BVES.




Representative Stakeholder Map

ﬁ South Africa

Academic African Institute of Corporate Citizenship, Graduate
School of Business (Cape Town University)

Capacity Builders | South Africa Stock Exchange, Greater Good, NBI
(National Business Initiative)

Government Department of Trade and Industry
Investment Keystone Capital

Management

Firms

South Africa Strengths: Strong interest in developing social innovation at

highest level of government.
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Representative Stakeholder Map
I*I Canada — What is Missing?

Social o A social investment bank would help drive deal flow,
Investment lead financial product/instrument innovation, perform
Bank social and financial return analysis, underwrite social

venture deals, and assist with deal due diligence.

Social . This team would be essential to driving policy
Investment change in the government (e.g. tax-based incentives)
Task Force and could potentially mirror the Social Investment

Task Force in the UK.

Legal o/ Canada might follow the lead of the US and UK in

Framework developing a legal framework to help foster the
growth of social enterprises and hybrid public-benefit
enterprises. Canada could provide tax incentives to
these enterprises and simplify how foundations make
program-related investments in these enterprises.



Representative Stakeholder Map
I*I Canada — What is Missing?

Social Stock
Exchange

Large-Scale
Social Venture
Fund

Limited
Partners /
Investors

. Canada lacks a stock exchange for blended value
Investments that would help expand capital available
to social enterprises and create increased liquidity for
Investors in the social finance space.

o/ This fund would demonstrate the ability to generate
both financial and social/environmental returns.

o A large fund would encourage the development of
blended value companies in Canada and help attract
additional human capital to the social finance space.

. Canada lacks a well-developed group of limited
partners committed to the social finance space.
o LPs would include financial institutions, private-
sector corporations, foundations, pension funds,
endowments, and high net-worth individuals.
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Role of Enablers
Academia

There is a spectrum of programming that can support the growth of social finance

< >

University of

Waterloo

%

) oxford O 2xge
N ( ) social

SAID BUSINESS SCHOOL \\~—// entrepreneurs

Research programs  Specific courses offered Academic institutions are Non-Academic

at universities on social finance to investing in graduates models teach
explore different prepare future social interested in developing  entrepreneurs how
models of social investors. blended value to properly manage
finance. Example: Said enterprises. their finances.
Example: University Business School at Example: Loan Example: School
of Waterloo Master  Oxford, part of forgiveness and awards  for Social
Program in Social programs offered for Harvard Business Entrepreneurs
Innovation through the Skoll School graduates

Centre for Social starting social

Entrepreneurship enterprises



Role of Enablers
“Honest Brokers”

Innovation intermediaries have six main functions...

Sharing Best

Expert Consulting Practices

Brokering

Diagnosis and

Problem Solving Benchmarking Training

Specialist brokers can help investors to find the right blended value investments.

19
Adapted from: Horne, Matthew. ‘Honest Brokers: Brokering Innovation in Public Services’. The Yong Foundation. 2008.



Role of Enablers
Private Sector

Lending human capital to help enterprises
effectively deploy their financial capital to
maximize returns (e.g. IBM Service Corps)

Providing in-kind resources such as marketing
support, hardware, office space (e.g. incubation
of Ashoka within McKinsey offices)

In-Kind Support

Economic
Development

Providing financial capital to social enterprises
through sponsorship, grants or loans (e.g. Novo
Nordisk’s investment in Oxford Health Alliance)

Providing investment to encourage local level
growth (e.g. Vancity)



Role of Enablers
Foundations

“Foundations should fund the R&D necessary to build a strong social sector”

US Foundations have many ways of investing in the community.

Grant-l\/laking o/ Investing in specific projects or

processes
. | Investing in programs that support PSS il
Program Related philanthropic causes, while still gg"mt;bu”rfﬁi;?s
Investment receiving tax benefits

Endowment o Investing endowments socially
Investment responsible Investments (SRI Funds)

Foundations in Canada are currently limited in their capacity to invest in

PRI. This needs to change.

21



Role of Enablers
Government

Driving awareness
Providing public with understanding of social enterprise through profile at highest level of
government (e.g. Office of the Third Sector in UK)

Setting incentives for investment
Developing tax breaks for investment (US), specialised legal structures (CICs in UK)

Providing Infrastructure
Ensuring healthy ecosystems of activity by recognizing the need for ‘clusters’

Funding
Dedicating resources for investment in social enterprises (i.e. US$50mm Social Innovation
Fund in US)

Procurement
Buying products and services from social enterprises where possible
(Www.supply2.gov.uk)

Coordination
Aligning activities of different organisations for shared action (e.g. Ontario Poverty
Reduction Strategy)

Clear stories and a narrative will engage politicians.

A deep dive of the nuts and bolts will get policymakers on side.

Torjman, Sherri. ‘Shared Spaces: The Communities Agenda’. Caledon Institute of Social Policy. 2007.
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Financial Tools

Financial Products

. Numerous financial products in the social
finance market have been developed over the
past ten years

o/ EXisting product examples across include:
—l Alterna Community Alliance Housing Fund
—ICalvert Community Investment Note
—!Deutsche Bank Eye Fund
—Edmonton Social Enterprise Fund
—!First Nations Finance Authority Bonds
—Green Bonds



Financial Tools
Alterna Community Alliance Housing Fund

o/ Created to address Ottawa’s affordable housing shortage

o/ Provides low-cost financing for second-mortgage financing, and as
necessary, primary-mortgage financing

o/ Structured as investment grade instrument offering a five-year GIC

rate of return

Public Service

Alterna Savings

Ottawa Community

Alliance of Canada

o/ Invested C$2mm to
create the Alterna fund

o/ Sought a market return
but also committed to
socially-responsible
investing

Credit Union

o/ Structured an
investment vehicle to
provide market rate of
return as well as direct
social impact

' Provides operational /
administrative support

Loan Fund

! A non-profit responsible
for screening projects so
they are: (i) affordable to
those most in need, (ii)
affordable in long term,
and (iii) constructed by
unionized workers

The fund demonstrates the meaningful partnership of a pension fund, credit

union, and non-profit to develop a social finance product with market return.




Financial Tools
Calvert Community Investment Note

o/ Pools individual investment to create affordable loan fund

/. Lends to over 200 non-profit organizations and blended value
enterprises working in over 100 countries focusing on alleviating
poverty in key sectors

Minimum Investment

US$1,000

Terms

1-10 years

Fixed Rate of Return

0-3% Investor selected interest rate. Some
iInvestors choose lower rates to make capital to
underserved communities more affordable

Target Investment

Clients’ choice from among eight US
geographic regions, international microfinance,
gulf coast recovery, social enterprise

The investment note demonstrates the opportunity to create social finance

products that could be distributed to retail investors.




Financial Tools
Deutsche Bank Eye Fund

Created in 2006 to finance the Capital Structure:
expansion of eye care hospitals in Eye Fund | — $20 MM
developing countries

. Provides loans and guarantees to

support the development of - soclally
. nior .
affordable, sustainable, and i Commercial

Debt
: Investors
accessible eye care $12.6 MM (5.8% Return)

o/ Uses of Financing:
—! Capital for equipment or building
—I Program expansion

. . . Subordinated PRI/Social
—! Bridge financing Debt Investors
. _ k
—I Replication of program in new $7.4 MM (1% Return)

region
Source: IAPB. The Eye Fund.

The fund demonstrates the opportunity to create tiered capital structures to

attract both social and commercial investors.




Financial Tools
Edmonton Social Enterprise Fund

o Launched in 2008, the Social Enterprise Fund provides flexible
filnancing at near-prime rates to non-profit organizations in Edmonton

o Five-year goal is to secure C$11lmm in capital to invest in loans to
social enterprises and affordable housing projects

Loans for Social
Enterprises

/Available for start-up of new social enterprises or
expansion of existing social enterprises

/Finances operating and equipment needs, building
purchases, and franchise acquisitions

|Loans may range up to C$50k for start-ups and C$150k
for expansions, with typical terms of 5-8 years

Loans for
Housing Projects

«/Short term financing, designed to bridge to conventional
and other sources of financing

s[Finances construction, renovation, or property purchase

Loans may range up to C$500k

The fund demonstrates the ability to provide flexible financing to non-profits

at near-prime rates.




Financial Tools

First Nations Finance Authority Bonds

o FNFA issues investment grade bonds backed by property tax, other
revenue sources, and collective credit of pool

o Proceeds are used to build community infrastructure

/By pooling, First Nations receive cheaper financing (approx. 2%-2.5%
lower annual interest rate on 15-yr loan)

First Nation Syndicate/
! Investors
Governments Underwriter
. Borrowing o Issues bonds and | e!Underwrites o Investors include
members receive | distributes proceeds | bond offering pension funds,
bond proceeds to members o/ Sells bond to institutional
o Members pay /5% of proceeds investor base investors, and
FNFA semi- deposited in Debt First Nations
annually from Reserve Fund
revenues . Pays bondholders

The FNFA bonds demonstrate the opportunity to sell social finance bonds

to traditional investors while achieving cheaper rates for First Nations.




Financial Tools
Green Bonds

. In November 2008, the World Bank issued a Green Bond to attract
new investment in low-carbon technology

o/ A national poll by Nanos Research in 2007 revealed 82% of
Canadians supported idea of Green Bond and 62% would buy it at
similar interest as Canada Savings Bond

Issuer

International Bank for Reconstruction and Development

Lead Manager

SEB (Swedish Bank)

Size of Offering

SEK 2.7 billion (Approx. C$415 million )

Credit Rating Aaa/AAA
Term 6 years
Promised Yield 3.15%

Green bonds demonstrate the opportunity for mainstream banks to develop

large-scale social finance products that offer market returns.




Financial Tools
Social Finance Investments

. Social finance tools enable a wide range of blended value
enterprises and projects to be financed

o/ These tools enable investors to generate financial returns while
also having a social and/or environmental impact

Financial Tool Uses of Funds
Alterna Housing Fund | Affordable Housing

Calvert Community Affordable Housing, Microcredit, Small Business
Investment Note Development, Community Facilities, Social Innovations
DB Eye Fund Affordable Eye Care Hospitals in Developing Countries
FNFA Bonds Basic Infrastructure (e.g. Water and Sewer Systems)
Edmonton SEF Non-profit Organizations and Cooperatives

Green Bonds Solar/Wind Installations, GHG-Reducing Technologies,

Food Security Projects, Waste Management



Financial Tools
Investment Structures

. Blended value investment funds employ similar
financial instruments as typical private equity
and venture capital firms

. Financing Is typically unrestricted and used to
finance the overall business rather than a
specific program

. Equity-like structures are often used to provide
return upside in organizations that can’t issue
share capital



Financial Tools

Investment Structures

Patient

Grants Capital Loans Quasi-Equity Pure Equity
Financial o o Fixed Variable up to o
Return (100)% (50)-c. 10% 5-18% 30% No limit
Expected
100% 20-50% 1-8% 10-20% 10-20%
Loss %0
Undefined,
Term of Often short Repayment Fixed term 5-7 yrs, depends depends on
Investment periods holidays on success
success
Low (except Some . .
Involvement High (through High (through
. . venture (through Low
in Business . board) board)
philanthropy) partners)
Royalty,
SIS @] N/A Repayment Repayment repayment, or re EO?/na;]){[, or
Investment pay pay Alternative Public P yAPO ’
Offering (APO)
Liquidation None / . o . .
Rights None subordinate First priority Subordinate Residual
Voting Rights No No No Structured in loan Through
agreement ownership

Adapted from: BCV Interviews, Home Office report on Patient Capital, Social enterprise in the balance CAF 2004.
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Blended Value Investment Fund
Introduction

o/ Blended value investment funds seek to generate both
financial and social / environmental returns

. Blended value funds invest through a variety of
structures involving debt, quasi-equity, and equity

. Fund managers select investments based on:
—I Strength of Management Team
— Market Opportunity
—I Growth Potential
— Existence of Competitive Advantage
—! Sustainability of Business Model
—! Social and Environment Impact
—I Associated Investment Risk



Blended Value Investment Fund
Examples and Return Overview

Name

Bridges
Ventures

Investeco

Renewal
Partners

CAPE
Fund

Description

o/ UK-based blended value fund that invests in most deprived
parts of England

' Raised £40mm for Bridges CDV Fund | in 2002 and
£75mm for CDV Fund Il in 2007

' Recently raised £4mm for Social Entrepreneurs Fund

| Toronto-based fund investing in companies specializing in
alternative power, water technologies, organic/natural
foods, and environmental technologies

o/ Raised C$12mm fund in 2004 and C$15mm in 2007

' VVancouver-based fund targeting companies in organic/
natural foods, green consumer products, green building,
environmental innovation, social media, and social finance

s/ Has invested C$7mm in equity in these critical sectors and
C$20mm in areas such as conservation financing, social
purpose non-profit real estate, social enterprise business
lending, and education.

o Montreal-based fund focused on mid-market opportunities
with strong degree of Aboriginal involvement and
connection to Aboriginal communities

o/ Raised C$50mm in 2009

Returns

o Exits: Harlands (3.3x
ROI, 84% IRR),
SimplySwitch (22.0x ROl,
165% IRR), and HS Atec
(>2.0x ROI, 29% IRR)

o/ As of 3/31/2009, Gross
IRR of 9% for Fund | and
8% for Fund II, with no
write-offs to date

*|As of 7/31/2008,
Renewal’s portfolio had
generated a 12% IRR,
with 32 of 40 investments
either successfully exited
or still active

*/No investments to date



Blended Value Investment Fund
Investment Focus

o/ The blended value investment fund could invest

exclusively in for-profit BVEs, exclusively in non-profit
BVES, or some balance

—I Bridges Ventures, Investeco, and Renewal Partners serve as
strong examples of for-profit focused funds

—I Nonprofit Finance Fund (NFF) is a leading non-profit focused
fund in the US. The table below provides additional details:

NFF NFF provides non-profits with loans (including facilities,

Focus working capital loans, and lines of credit), grants, and
asset-building programs as well as advisory services
(including workshops, referrals, and business analysis)

NFF NFF has lent over US$160mm and leveraged US$1bn
Track Record | of capital investment on behalf of its non-profit clients
NFF Interest rates vary according to market and sector.

Loans Loans are typically repayable over 5-7 years



Blended Value Investment Fund
Market Opportunity and Deal Flow

o Canada has strong latent demand for capital from
blended value enterprises (“BVES") as well as a limited
supply of capital from existing funds

o/ Arobust deal flow for BVEs exists in Canada as
demonstrated by the following:
—! A BC-based blended value fund indicated that it reviews
approximately 300 new opportunities per year

—I An Ontario-based blended value fund indicated that it reviews
200 new BVEs per year and another 200-300 that it has seen

before
—I In Quebec, for example, there are 6,200 social economy

enterprises that together employ 65,000 people and generate
annual sales in excess of C$4 billion according to HRSDC



Blended Value Investment Fund
Deal Example - k&Y simplyswitch

Company Description. Based in the UK, SimplySwitch is a free online-
and telephone-based price comparison and switching service that offers
customers immediate, impartial information on the most economical and
appropriate gas, electricity, home phone, broadband, and mobile phone

suppliers.

Deal Description. Bridges Ventures invested a total of £345k between
December 2002 and August 2006. SimplySwitch was a start-up at the time
of Bridges’ investment and only had a telephone-based comparison service
for utilities. With Bridges’ backing, the company developed a phone and
online comparison service to cover financial and other services. Bridges
Ventures sold the company to DMGT (a UK media group) in 2006.

Financial Return Overview. Social/lEnvironmental Impact.
Returned £7.5mm, representing The company created 80 jobs in a low-
approximately 22x ROl and 165% | income area and raised over £500k for
IRR. charity through the creation of a
charitable affinity partnership.



Blended Valtie Investment Fund
Deal Example - § ORCANIC

Company Description. Organic Meadow is the oldest and largest organic
dairy brand in Canada. Its roots stretch back to 1989 when a group of dairy
farms joined together to form OntarBio (now Organic Meadow Co-
operative), Canada’s largest dairy cooperative. In 1995, they developed the
Organic Meadow brand to distribute and market their products.

Deal Description. Investeco, a Toronto-based blended value fund, invested
C$1.5mm in Organic Meadow in 2004. Investeco was attracted to the
cooperative’s strong relationship with distributors and the opportunity to
grow the company with the help of expansion capital. In 2008, Investeco
sold the company back to the dairy farm cooperative. Organic Meadow now
produces over 50 different certified organic products

Financial Return Overview. Social/lEnvironmental Impact.
Returned C$2mm with C$3.9mm | The company is dedicated to

to be paid over five years, encouraging ecologically sound,
representing a 4x ROI. diverse, self-reliant farms as well as

building unity among farmers.



Blended Value Investment Fund
Deal Example -/

Company Description. Atira provides a range of financial, administrative,
and physical property management services to residential and commercial
property owners throughout the Vancouver area. Its parent company, Atira
Women’s Resource Society (a non-profit dedicated to helping women and

children experiencing violence), receives all profits.

Deal Description. Social Capital Partners, a Toronto-based blended value
fund, invested in Atira alongside Vancity, a Vancouver-based credit union.
Social Capital Partners provided C$90k in loans in May 2005 and C$76k in
December 2005. Both loans had five-year terms, with the first one earning
an interest rate of 10% and the second one earning a rate of 6%.

Financial Return Overview. Social/lEnvironmental Impact.

SCP'’s first loan was repaid in full | Profits support Atira Women’s Resource
(interest rate of 10%). Society. A condition for both loans was
The second loan is completely that 50% of employees of Atira Property
current and will be fully repaid Management had to be social hires.

next year (interest rate of 6%).



Blended Value Investment Fund
Investment Objective

Investment Objective:

The blended value investment fund would invest In
blended value enterprises across Canada that generate
both financial and environmental/social returns.

The fund would seek to achieve market or near-market
financial returns while targeting measurable social and/
or environmental impact.



Blended Value Investment Fund
Investment Strategy

Sourcing

Target Sectors

Investment
Structures

Investment Size

Holding Period
Exit

The fund will partner with capacity builders, foundations,
banks, and existing investment funds to source deals,
and will closely monitor the Social Venture Registry

launched by MaRS

Affordable Housing, Clean Technology and Green
Energy, Community Development, Education, Fair
Trade, Health and Home Care, Sustainable Agriculture

The fund will invest using debt, quasi-equity (e.g.
subordinated debt with revenue participation), and
equity structures in both non-profit and for-profit BVES

The target investment size will depend on the ultimate
fund size; however, the investment size will likely be
subject to a minimum of C$500k per transaction

Target of 5-10 years

Exit via repayment, royalty, strategic sale, or IPO



Blended Value Investment Fund
Due Diligence Objectives

Due Diligence — The fund will conduct extensive due diligence in
conjunction with advisors and consultants to determine:

o  Strength of Management

o  Market Opportunity and Competitive Positioning

o  Strength and Sustainability of Business Model

o  Growth Potential and Scalability

o Financial Returns and Scenario Analysis

o  Opportunity for Social and/or Environmental Impact

o Investment Considerations and Concerns

o  EXxit Strategy

100-Day Plan — The creation of a 100-day plan will be a key
outcome of the due diligence process.
o  The plan will outline the steps necessary to achieve
financial, strategic, and operational goals as well as
environmental/social goals.



Blended Value Investment Fund
Investment Process

. Team
Initial ) Due Investment
: Meeting . :
Screening . Diligence Committee
Presentation

' o [nvestment

professionals investment memo deal team is favorable, the
screen deal flow IS created for an conducts due deal team
for potentially attractive deal diligence in creates a

oA brief /A dedicated o If due diligence

attractive
transactions

/A database is
updated with new
deals and any
relevant info

opportunity

*/ The investment
IS presented to
broader team to
obtain feedback
prior to in-depth
due diligence

conjunction with
advisors and
consultants

o/ Time required
will depend on
size & complexity
of deal

comprehensive
Investment memo
' The investment
IS presented to
the Investment
Committee for
formal approval




Blended Value Investment Fund
Management Team

Management Team Qualifications — The fund management team will
together possess the following characteristics:

Seasoned Investment Experience

Successful Investment Track Record

Demonstrated Operational Expertise

Extensive Network in Canadian Financial Community
Proven Leadership in Social/Environmental Sectors
Extensive Network in Social/Environmental Sectors

Management Team Responsibilities — Although the size of team will
depend on ultimate fund size, responsibilities will include:

For Senior Investment Professionals: sourcing deals,
determining deals to pursue, guiding due diligence and analysis,
making investment decisions, and managing portfolio investments
For Junior/Mid-level Investment Professionals: helping source
deals, evaluating potential deals, leading due diligence and
analysis, creating investment memoranda, presenting investments
to broader team, and assisting with investment monitoring



Blended Value Investment Fund
Investment Considerations

Limited Supply of A new blended value investment fund would be able to take
Blended Value Funds | advantage of the supply / demand imbalance for capital for
BVEs, potentially exploiting market inefficiencies

Attractive Risk- The fund has the potential to generate strong returns with an
Adjusted Returns attractive risk profile, especially if government and some
foundations agree to subordinate their investment capital

Ability to Make Social | The fund would enable investors to create large-scale and

and Environmental sustainable social / environmental impact, helping further
Impact prove the ability to generate blended returns in Canada
Benefits of Acquired | The knowledge/expertise gained from the creation of a fund
Knowledge / could lead to future commercial opportunities

Expertise

Brand Benefits and The fund would have positive brand benefits for associated
Cross-Selling companies and could generate revenue synergies from cross-
Opportunities selling opportunities

Access to Large The fund would be able to access large investment pools as

Investor Base mission-related investing becomes more mainstream



Blended Value Investment Fund
Investment Concerns

Quality of Deal Flow

Limited Proof of
Concept in Canada

Liquidity Risk

BVE’s Capacity to
Scale

Regulatory Risk

The quality of the deal flow has not been established,;
however, the large number of potential deals increases the
probability that a sufficient number of high-quality deals exist

Canada has only a small number of blended value funds;
however, performance of funds like Bridges Ventures in the
UK suggests that strong financial returns are achievable

Some blended value deals may require longer holds than
traditional private equity deals; however, investment can be
structured like debt so that capital can be repaid quicker

Various BVEs may not have the skills required to scale;
however, advisors and consultants can help complement
existing management talent to achieve desired growth

Some investments such as green energy deals could be

impacted by government regulations; however, it is more
likely that government regulations related to tax incentives
and legal structures will change to facilitate social finance



Blended Value Investment Fund
Actions Steps

Stakeholder  Proposed Actions

Academics Develop more sophisticated metrics methodology, help identify
areas for government reforms

Capacity Create advisory services for BVESs, build enterprising capacity of
Builders BVEs, lobby government to create enabling environment

Governments Create legal framework for BVEs, facilitate mission-related
investments for foundations, invest in fund at subordinate level,

develop tax incentives

Grantors Contribute capital alongside fund to enable higher risk / higher
impact projects to occur, help source deals

Foundations Invest in blended value fund (potentially subordinating some capital
to attract mainstream investors), help source deals

Banks/Credit  Invest in blended value fund, help source deals, provide advisory
Unions services for fundraising and deal transactions

Investment Create fund, invest in fund, co-invest in deals, create liquidity for
Mgmt Firms fund through purchasing portfolio companies or LP stakes
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Want to know more?

Contact:
Allyson Hewitt

ahewitt@marsdd.com
Director, Social Entrepreneurship
MaRS Discovery District
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Building a Case for
Green Bonds

www.greenbonds.ca



What is a Green Bond?

A government-backed financial instrument designed to engage
the public by raising capital to accelerate renewable energy
production.

Why ?

o Provide low-cost debt capital to producers of renewable energy

o/ Assist in fulfilling Canada’s commitments to a low-carbon
economy

o Build public awareness of climate change and provide a positive
“action” step



History of Green Bonds

Existing Climate-Related Bonds

o/ 2008 — World Bank Green Bond (C$415mm offering with
promised yield of 3.15%)

o/ 2007 — European Investment Bank Climate Awareness Bond
(Finances up to 75% of European renewable energy projects)

Other Bonds

. France’s Special National Bond (Pending, targeting ! 80 billion
with AAA rating)

. The International Finance Facility for Immunization (IFFIm)
‘Immunization Bond’ (US$1.6 billion through 3 offerings)



Appetite for Green Bonds in Canada

In 2009, the Ontario Savings Bond was 100% oversubscribed
with approximately C$1 billion raised (C$500 million target) with
3% interest rate

Ontario Savings Bonds are
building blocks for our province.

Let's build a stronger Ontario.

Poll by Nanos Research, 82% of Canadians support the Green
Bond initiative and 62% say they would purchase at interest rate
similar to a Canada Savings Bond

Canadians are interested in bonds and willing to invest in Green Bonds.
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Green Bond Investments

Uses of Funds:

. Threshold Technologies

—! Low risk technologies already proven in the
marketplace

—! Currently producing energy and reducing emissions

Borrowers represent three phases of company:
. Large-scale, single-source energy producers

o Smaller-scale energy producers

o/ “Early adopter” energy producers

Adapted from: Green Bonds: A Public Policy Proposal. www.greenbonds.ca



Green Bond Borrowers
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Geothermal Power
Utilities and Exchanges

Solar Power
Utilities and Local Units

Wind Power

Building Retrofits
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Green Bond Borrowers
Geothermal Power

Geothermal Power — Utilities

o/ The total accessible heat energy beneath the
populated areas of Canada is 102> Joules (i.e.
3 kW for each Canadian for 4 million years)?

/ In BC alone, there is a potential capacity of
3,000 MW (25% of potential supply)?

Geothermal Power — Exchanges

o/ Geothermal exchanges on new buildings
alone is estimated at $7 — 8 billion annually,
and the retrofit market is significantly higher?

o/ Geoexchange technology can save developer
or consumer up to 70% on their heating bills

1. ‘Geothermal research Opportunities’ Presentation by Mory Ghomeshi and John Meech. UBC Dept. of Mining Engineering.

2. ‘Geothermal research Opportunities’ Presentation by Mory Ghomeshi and John Meech. UBC Dept. of Mining Engineering.

3. Clean Energy Developments and Canada Mortgage and Housing Corporation. Residential is $3.5 billion annually, commercial is $800
million, Light industrial is $220 million and Municipal Buildings, Universities, Schools and Hospitals is estimated between $3-4 billion.
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Green Bond Borrowers
Solar Power

Solar Power — Utilities

o/ Solar energy production in the high solar
resource regions of the world is projected to
grow at an annual rate of over 40%*

ol By 2025, Solar PV will have the capacity to
produce 1,226 GWh>

Solar Power — Local Units

. The market in Canada for localized solar
power generation is estimated at $3.6 billion
for multi-residential units and $8.9 billion for
healthcare and socially assisted housing®

4. Press Release: ‘Vancouver, BC, Canada: GreenWing Energy Signs CPV Agreement with SolFocus.” July 23 2009.
5. Pollution Probe. A Clean Power Vision and Strategy for Canada. November, 2005
6. Mondial Energy’s commercial internal review
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Green Bond Borrowers
Wind Power

Wind Power

o The Canadian grid is capable of accepting a
20% load from distributed wind power, which
equates to many tens of billions of dollars’

o The number of wind power installations in
Canada continues to grow at an annual
average rate of 35%8

/ The cost/kwWh has dropped from over 40 cents
(CDN) in the 1980s to less than 5 cents (CDN)
today. The installation costs have dropped
from $6,000/kW to approximately $1,500/kW
today?®

7.! SDTC Business Case, Renewable Electricity, January 2006.
8. SDTC Business Case, Renewable Electricity, January 2006.
9. SDTC Business Case, Renewable Electricity, January 2006. 60



Green Bond Borrowers
Building Retrofit Specialists

Building Retrofits

/. The average Canadian home uses between
700-1500 kWh per month. A highly efficient
home can reduce this to 60-500 k\Wh*° by
replacing insulation, sealing windows and
other “weatherisation” activities

o/ Incentives exist to motivate businesses to
undertake building retrofits — ecoEnergy (a
program of Natural Resources Canada) will
provide up to 25 percent of project costs to a
maximum of $50,000 per application and
$250,000 per company to implement energy-
saving projectst!

10. ‘Energy Efficiency’ Alternative Energy Ltd. http://www.energyalternatives.ca/content/GridTie.htm
11. ‘ecoEnergy Retrofit Incentive for Industry’. : http://oee.nrcan.gc.ca/industrial/financial-assistance/retrofit/index.cfm?attr=0
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Green Bond Mechanics

Borrower

Canadians buy GREEN
1 BONDS Energy Producers

Fund manager lends to
2 renewable energy 2 3
prOdUCtlon prOIeCtS Government guarantee

+ investment objectives Loan for project Amortization Carbon credits

s

5 Fund repays lenders I GREEN BOND I I Principle |+ I Variable interest I

Borrowers earn profit and
3 repay loans to fund (along
with carbon credits)

The Fund
Fund Manager(s)

Government

Government guarantees

4 return to ‘lenders’ Social good:
Carbon reduction

Bond Holders

Canadians
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Investment Returns

In exchange for investment, bondholder
receives:

o Principle return

o VVariable interest (no upper-limit)

The green bond is designed to replicate the
return of the Canadian Savings Bond.
. Rolling term

o/ Variable interest rate set to
Canadian Savings Bond



Why should you be involved?

1. Attractive Return with Low Risk

. Government underwrites majority of the risk. In addition, the use of
specialist screens limits downside

2.! Recurring Management Fee for Fund Manager

. Fund manager will receive a base of 0.75% with an opportunity to claim up
to a more attractive management fee (assuming 5% default rate)

. The management fee is tied to the default rate in order to align incentives.
The fee is based on the amount currently outstanding, rather than total
funds under management

3. Public Goodwill

. Win back the trust of the public with something they want to invest in for
the future



Investment Risks and

Countermeasures
. |SpecificRisk |Mitigating Factors

Project Risk Recovery Rate o Lien and/or equipment based
collateral and fixed PPA

Default Risk o/ Dollar for dollar matching by borrower
Exposure | Fee incentive to fund manager for low
default rate
Management Mismanagement */ Independent board with private sector
Risk representation
o/ Clear investment objectives
Government | Independent board with private sector
Interferences representation
Misuse of Funds o/ Clear investment objectives

Technology Failure of Technology ¢ Target proven technologies using
Risk to Perform SDTC screening

Robust countermeasures make Green Bonds a low-risk investment.

Adapted from: Green Bonds: A Public Policy Proposal. www.greenbonds.ca



Roles for Financial Stakeholders

o Fund Manager

Manage the Green Bond and lend your expertise in due diligence
and applying liens to mitigate risk while earning a management fee

and building trust with the public

o/ Advisor
Join the Board of Directors and provide advisory services to assist
with investment, audit, and risk management

o Dealer
Distribute Green Bonds though retail channels

o/ Investor
Co-invest in the Green Bond to ensure additional capital reaches the
market as it surges towards maturity



Green Bond
Actions Steps

Stakeholder Proposed Actions

Academics Provide financial analysis on default rates and the effects of
feed-in tariffs on different business models.

Capacity Support entrepreneurs and provide market analysis, provide
Builders brokering function between enterprises and capital

Governments Provide capital backstop and market product

Grantors Provide funding to continue research on how to improve the
Green Bond business model

Foundations Invest in Green Bonds (through program-related investment)

Banks/Credit Provide fund management and advisory services, market
Unions bonds through retail channels

Investment Provide fund management and advisory services, lend
Mgmt Firms  expertise in loan dispersal
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Want to know more?
VIsiIt:
www.qgreenbonds.ca

Contact:
Tom Rand - trand@marsdd.com

Green Bond Project Manager &
MaRS Practice Leader for CleanTech



Building a Case for a
Blended Value Deal Opportunity

WWW.pukwis.ca



Blended Value Deal Opportunity

Introduction

. Organisations create value that consists of economic,
social, and environmental components

. Blended value enterprises (“BVES”) are typically mission-
driven and seek to generate both financial as well as
environmental/social returns

. BVEs are typically found in the following sectors:
—I Affordable Housing
—I Clean Technology and Green Energy
— Community Development
—! Education
— Fair Trade
—I Health and Home Care
—I Sustainable Agriculture



Blended Value Deal Opportunity

Pukwis — Ove
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Blended Value Deal Opportunity

Pukwis — Location

The wind turbines will be
sited on Georgina Island, a
1291 hectare First Nation
Reserve located 1.5km off
the southeast shore of Lake
Simcoe and one hour from
Toronto

The specific sites have been
selected for their access to
strong wind resource, as
well as benign impact on the
the island’s natural
environment



Blended Value Deal Opportunity
Pukwis — Opportunity

. The first phase will consist of 10 utility scale wind
turbines with nameplate capacity of 2 MW each

. The wind turbines will be connected to the Ontario grid
and produce enough electricity to power 7,500 homes
and displace 15,000 tonnes of greenhouse gas annually

. Project construction will be financed through:
— Equity raised through a cooperative share offering

—I Traditional loans backed by a power purchase agreement with
the Government of Ontario, through the new feed-in tariff

rThe Ontario Green Energy Act was passed in May 2009. The Act
includes the development of a feed-in tariff system to provide guaranteed
prices for renewable energy projects. The Ontario Power Authority has
proposed a guaranteed contract price of 13.5¢ per kWh for onshore wind
farms with a 11% price increase for aboriginal projects.




Blended Value Deal Opportunity

Pukwis — Development to Date and Next Steps

Major Milestones

o/ Secured GTA site with capacity for 20 MW wind farm

o Compiled three years of wind resource data

o/ Secured grid access with two Connection Impact
Assessments (10 MW each)

o Initiated Environmental Assessment (long lead time bird

study is completed)
o Initiated co-op development (funded by Ontario Trillium

Foundation)
Next Steps

o/ Seek approval of 20-year feed-in tariff contract with OPA
. Determine equipment purchase and scheduling



Blended Value Deal Opportunity

Pukwis — Financing Needs

Sources of Funds (C$) Uses of Funds (C$)
Project Debt $35,138,881 Feasibility Study $314,000

Project Equity | $23,425,921 Development $334,000
Engineering $171,000
Energy Equipment | $43,731,262
Balance of Plant $10,386,000
Miscellaneous $3,628,540

TOTAL $58,564,802 TOTAL $58,564,802



Blended Value Deal Opportunity

Representative Cash Flow to Equity
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Blended Value Deal Opportunity

Representative Assumptions and Returns

Key Assumptions:

Debt Ratio 60%

Debt Interest Rate 5.5%

Debt Term 15 years
Project Life 20 years
Contracted Energy Price 0.135 $/kwWh*
Energy Price Escalation Rate 0.5%
Inflation Rate 2.5%

Key Financial Data from Model Output:
After-tax IRR (Equity) 9.5%+
Cumulative Cash Flow Breakeven Date | 9 years
Debt Service Coverage Ratio 1.70+

* Note: Price does not include potential “Aboriginal Adder” of 0.015 $/kWh



Blended Value Deal Opportunity

Pukwis — Environmental / Social Impact

Environment Impact

o Reduction in Greenhouse Gases — Project will displace 15,000 tonnes annually.
. Production of Green Energy — Pukwis will power 7,500 homes with green energy.
*/New Local Source — The project will serve as a new source of local generation for
energy-constrained Northern York Region, adding renewable energy to the grid while
reducing transmission losses.

o Educational Benefits — Pukwis will serve as a highly-visible environmental
education tool, which the community can use to teach environmental concepts.

Social Impact

. Meaningful Partnership — Pukwis will connect the First Nation and wider
community in a meaningful and mutually-beneficial partnership.

' Local Job Creation — Pukwis will spur job creation for members of First Nation and
broader community. Indirect employment will also accrue locally due to project.

o Revenue for First Nation Programs — Revenue from Pukwis will help the First
Nation better support its existing social programs and develop new ones.

o Community Engagement — Pukwis will engage York Region residents in creating a
more sustainable energy system while increasing support for renewable energy.



Blended Value Deal Opportunity

Pukwis — Investment Considerations

Reliable Wind
Resource

Long-term Price
Certainty

Price Premium over
Traditional Wind
Projects

Known Equipment
Costs / Low
Maintenance Risk

Inflation Protection

Tax Benefits for
Investors

Pukwis is a proven wind opportunity based on three years of
wind resource data collected at the site

Power will be purchased via a 20-year power purchase
agreement with the Government of Ontario

Pukwis will be able to sell power at a higher guaranteed rate
(11% premium) due to an “Aboriginal Adder” from the
Government

Pukwis has known equipment costs and the ability to enter into
a maintenance contract with the manufacturer that guarantees
turbines will almost always be available to generate electricity
(with the manufacture providing compensation if they are not)

The price contract with the Government has full CPI indexation
prior to Commercial Operation Date and 20% for the remainder
of the contract, with price guaranteed not to decrease

Investment in Pukwis is RRSP eligible, which increases the
after-tax rate of return



Blended Value Deal Opportunity

Pukwis — Investment Concerns

Inflation Risk

Regulatory Risk

Operational
Challenges

Limited Liquidity for
Investors

The contracted purchase price is not fully indexed to inflation;
however, the contract provides full inflation protection until the
Commercial Operation Date. In addition, the project has largely
upfront capital expenditures and operation & maintenance
expenses are relatively small. Furthermore, US and Canadian
central banks have shown commitment to targeting low inflation

The investment could be impacted by government regulations;
however, it is more likely that changing government regulations
will benefit Pukwis as evidenced by the Green Energy Act

The project may experience operational challenges which could
decrease the available energy to sell; however, Pukwis has the
ability to enter into a contract with the equipment manufacturer
to guarantee turbines will almost always be available to
generate electricity (with compensation provided otherwise)

Shares in Pukwis will not be traded on any stock market, and
specific rules regarding purchase, transfer, and redemption will
apply; however, Pukwis provides a stable, long-term return with
low risk and a potential ability to sell earlier to a takeout fund



Blended Value Deal Opportunity

Pukwis — Actions Steps

Stakeholder Proposed Actions

Academics Help identify areas for government reform to enable future
growth of community wind projects

Capacity Help provide advisory services, link potential supplies of capital
Builders with deal opportunity, generate awareness

Governments Finalize power purchase agreement, invest in deal opportunity,
provide guarantees

Grantors Contribute capital for environment assessment studies

Foundations Invest in deal opportunity (potentially subordinating some
capital to other investors)

Banks/Credit Invest in deal opportunity, provide advisory services for deal
Unions structuring, broker relationships with potential investors

Investment Invest in deal opportunity, create takeout fund
Mgmt Firms
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Want to know more?
VisIt;
Wwww.pukwis.ca

Contact:
Michael Lewkowitz

michael@igniter.com
Director, Community Power Fund




