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Introduct ion 

The Rise of Institutional Investors 
In 1999, the Canadian Labour and Business Centre (CLBC, formerly known as the 
Canadian Labour Market and Productivity Centre) published Prudence, Patience and 
Jobs: Pension Investment in a Changing Canadian Economy, a first-ever report on the 
relatively new position of pension funds as key players in Canada’s financial system and 
economy. Prudence, Patience and Jobs considered the rapid asset accumulation of 
trusteed pension plans, especially over the past decade, and their ever-increasing 
influence in an array of capital markets. 

The issues raised in Prudence, Patience and Jobs remain of key importance to business, 
labour and public policymakers in Canada – not just as they pertain to pension funds, but 
to all institutional investors – trusteed and other pension funds, insurance companies, 
investment companies, philanthropic funds, endowments and other groups.  These 
investors share not only growth rates in common, but an affinity for specific types of 
capital market participation, based on similar organizational mandates, structures and 
long-term investment horizons. 

This fact was recognized by the Organization for Economic Co-operation and 
Development (OECD), when in a 1998 report (Institutional Investors in the New 
Financial Landscape), it commented on the rise of the institutional investor sector in 
most industrialized countries, including Canada.  Among other things, the OECD found 
that the so-called “institutionalization” of savings has led to “an increased supply of long-
term funds” that should also lead to “an increase in the supply of risk capital”. National 
governments were urged to pay close attention to this phenomenon, given the many 
public policy implications of greatly enhanced institutional clout. 

Indeed, when taken as a whole, institutional investors may already form the largest 
source of financial resources in the Canadian economy.  At between $600-700 billion at 
the beginning of 2001, trusteed pension funds were the second largest pool of capital in 
this country’s financial system, after the banks.  However, at an estimated minimum of 
$1.5 trillion, the combined assets under management by Canadian pension funds and 
other institutional investors may currently exceed the total assets of Canadian banks. 

In light of these statistics, pension funds and other institutional investors cannot help but 
register an impact, one way or another, on Canada’s ability to convert savings into 
productive investment and capital formation that, in turn, generate economic output, jobs 
and incomes. Of course, as they grow, individually and collectively, the real and 
potential impact of these investors on economic outcomes grows commensurably.  For 
instance, with growth, the very largest private and public sector pension funds are 
continually challenged to locate new sources of portfolio diversification that will 
maximize returns.  With portfolio diversification usually comes more diffuse capital 
market participation and still more indirect effects on the economy. 
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Institutional Barriers to Investing in the Economy 
As Prudence, Patience and Jobs discovered, however, the new economic relevance of 
pension funds and other institutional investors in Canada is limited by certain factors that 
are also worthy of public policy attention. 

In a survey undertaken in conjunction with the Pension Investment Association of 
Canada (PIAC) in 1998-99, the CLBC found that pension funds face significant barriers 
to entry or sustained engagement in private investment activity of varying degrees of risk, 
such as term lending, venture financing and other types for privately-placed debt and 
equity.  For this reason, most Canadian pension funds have little or no exposure to related 
capital markets. This was a critical finding as such activity is closely linked to growth 
and productivity in Canada’s fast-changing economy – investing in small and medium-
sized businesses, in restructuring traditional sectors, or in emerging technology sectors. 

Table 1 summarizes the findings of the CLBC survey of PIAC membership of 350 
pension fund organizations (of which, 53% responded). Of fourteen identified barriers to 
pension fund participation, and submitted to pension managers for their comment, nine 
received an overall rating of “important” or “very important”.  Six of these barriers, all 
pertaining to impediments implied in the complex and prohibitive structures of private 
capital markets, were so rated by very wide margins – from two-thirds to three-quarters 
of total respondents. The apparent suggestion is that, experienced in them or not, 
Canadian pension managers believe these market venues present clear and daunting 
challenges to involvement by their funds. 

Table 1:  Key Barriers to Canadian Pension Fund  

Participation in Venture Capital 


Investing is management-intensive, costly 78% 

Lack of critical market information 69% 

Returns are inadequate, unreliable 66% 

Potential high-profile failures, liabilities 64% 

How to measure long-term performance 64% 

Insufficient trustee support 61% 

Source: 	 Prudence, Patience and Jobs, CLBC, with the co
operation of the Pension Investment Association of 
Canada, 1999 

The results of the CLBC survey raise serious concerns.  What will be the consequence if 
pension funds – and, doubtless, other institutional investors – feel they must remain on 
the sidelines as the Canadian economy negotiates fundamental changes in the years 
ahead?  Will there not be lost opportunities for growth, employment, wealth and higher 
living standards if one the country’s largest pools of capital is not engaged in financing 
the necessary long-term investments? 
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Such questions have been posed in other countries – the United States, the United 
Kingdom, Australia and New Zealand, to name a few – where, it must be readily 
observed, pension funds face precisely the same hurdles to engagement in private 
placement as those encountered at home. Interestingly, pension funds and other 
institutional investors in some of these countries, particularly the United States, have 
developed creative organizational strategies for overcoming barriers that invite 
investigation, and may be worthy of emulation, even in comparatively small, and perhaps 
less evolved, capital markets in Canada. 

Prudence, Patience and Jobs highlighted several strategies that have been introduced 
over time to venture financing, private equity and quasi-equity markets in the United 
States, frequently at the behest of leading American pension funds.  Such strategies have 
immediate applicability to a Canadian context and, with modification, are equally 
pertinent to other kinds in private placement activity in both countries, including term 
lending and investing in real estate and infrastructure development.  Examples include: 

• 	 Introduction of “best practices” that bring transparency and some alignment of 
the interests of the institutional suppliers of capital and those of market 
professionals who manage capital externally (e.g., in limited partnerships or 
other limited liability structures). 

• 	 Rendering of market institutions and resources “pension-friendly” by greater 
appreciation of pension fund organization, trusteeship, fiduciary responsibility 
and legal restrictions. 

• 	 Development of the local stock of skilled investment specialists, agents and 
intermediaries, including those market experts that operate strictly on behalf 
of pension funds (e.g., “gatekeepers”). 

• 	 Greater use of alternative pooling vehicles (e.g., fund-of-funds) that 
intermediate cost-effectively between institutional investors and external 
managers. 

• 	 Creation of private placement returns databases, performance assessment and 
measurement tools. 

• 	 Improvement of private capital market education for pension managers and 
trustees. 

• 	 In some cases, a role for government in investment partnerships, leveraging 
and cost-sharing or advancement of any of the above initiatives. 

• 	 Development of the concept and practice of “targeted investing”. 

These and other strategic solutions have enfranchised pension funds and other 
institutional investors in the United States in establishing a “comfort zone” in the rocky
terrain of private investment and, eventually, a long-term stake in diverse private capital 
markets. 

Perhaps a good illustration of this “comfort zone” is revealed in markets for long-term 
loans, mezzanine financing and other varieties of debt and quasi-debt financing, in which 
American insurance companies currently occupy a dominant supply position.  American 
pension funds, of all types and sizes, are equally integral to the ebb and flow of capital 
supply conditions in a broad range of private equity markets.  Evidence of the latter is 
seen in venture capital during the 1990s, when private and public sector pension funds 
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south-of-the-border were typically responsible for approximately 50% of all new capital 
commitments on an annual basis. 

Needless to say, this is not the experience of Canadian pension funds and other 
institutional investors. Exceptions include a handful of extremely large public sector 
pension funds, or their money managers, such as the Caisse de dépôt et placement du 
Québec (CDP), the Ontario Municipal Employees Retirement System (OMERS), the 
British Columbia Investment Management Corporation (BCIMC), the Ontario Teachers 
Pension Plan Board and the Hospitals of Ontario Pension Plan (HOOPP).  By dint of 
sheer size, these entities have developed the capacity to overcome barriers and enter 
markets for private placement of above average risk, both domestic and international. 

The Concept of Targeted Investing 
In the everyday business of investing, regardless of the marketplace venue, pension funds 
and other institutional investors will often generate what economists refer to as “collateral 
benefits”, or positive effects in the Canadian economy that are ancillary to the primary 
aim of obtaining optimal earnings in a prudent manner. 

In the majority of instances, collateral benefits will happen incidentally, meaning that 
while pension funds, et al, have allocated assets solely in the pursuit of financial returns, 
they have inadvertently created non-financial ones.  These can include growth or jobs, 
among other social goods, and can be elicited due to involvement in multiple private or 
public capital markets and market segments.  Of course, being incidental doesn’t make 
benefits any less valuable. 

A high profile example of private investment undertaken by institutional investors for its 
superior earnings, but also renowned for its collateral benefits, is venture financing. At 
the end of 1999, Canadian companies backed by venture capital achieved growth rates 
that outstripped performance in the rest of the economy by wide margins – 39% growth 
per year in jobs, 31% in sales, 38% in exports and 52% in research and development 
spending, with young firms in emerging technology sectors expanding at an even more 
accelerated pace.  Impressive as these economic outcomes are, for most venture 
investors, they are incidental to the main purpose of sharing in the profits of successful 
deal-making. 

Collateral benefits can also be obtained with more deliberation.  Among pension funds, 
this activity is sometimes described as “asset-targeting” and entails a calculated and 
strategic intention on the part of trustees and managers to produce certain ancillary 
effects from investment while continuing to treat responsibility to plan members, prudent 
behaviour and risk-adjusted returns as the first and over-riding priorities.  To guarantee 
this, successful targeting of investments is directed within a strict fiduciary framework.  

A clear illustration of the targeted approach is provided in the American idea and 
movement known as “economically targeted investments” (ETIs).  While there is no 
common, universally-accepted definition of ETIs, in general terms, these refers to 
programmatic initiatives of financial institutions, and particularly pension funds and other 
institutional investors, to identify so-called financing “gaps” – also know as challenges to 
“access to capital”, predominantly in private placement markets – that can lead to under-
investment in key economic sectors. 
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In so doing, institutions are encouraged to focus on collateral benefit objectives of their 
asset allocations, such as job creation or protection, community economic development, 
affordable housing or development of infrastructure, public works and social services. In 
theory and practical application, ETI proponents argue, these can be secured by targeting 
financing to such investees as small and medium-sized businesses, technology company 
start-ups, restructuring manufacturing plants, minority, women or disadvantaged 
entrepreneurs, residential or non-residential real estate, or locales within a fixed 
geographic area. 

Over many years of existence in the United States, ETI programs have met with both 
notable success and, on occasion, notable failure.  With respect to the latter, several ETI 
experiments have floundered due to disregard for sound fiduciary and market principles. 
On the other hand, a great number of ETIs have flourished, attracting tens of billions of 
dollars from public sector pension funds and single or multi-employer pension funds in 
the private sector (e.g., the so-called “Taft-Hartley” funds, or jointly-trusteed funds 
established under legislation), as well as other investors, based on a win-win formula of 
attaining both risk-adjusted returns and collateral benefits.  According to ETI observers, 
this formula is tenable when the act of targeting is linked unambiguously to marketplace 
signals and disciplines, and especially those integral to strategies for overcoming barriers 
to private investment activity, as previously discussed. 

The ETI phenomenon was given a major boost by American pension fund regulators in 
the mid-1990s. During that period, the federal Department of Labor (DOL), agency for 
the Employee Retirement Income Security Act (ERISA), provided ETIs with an official 
definition, acknowledging their focus on collateral benefits, such as “expanded 
employment opportunities, increased housing availability, improved social service 
facilities and strengthened infrastructure”. 

With this action, ERISA thereby countenanced a pension plan’s selection of an 
investment “for the economic benefit it creates”, so long as that investment has a risk-
adjusted, market-grade rate of return that is equal or superior to a comparable investment 
(of comparable risk) and otherwise supports a plan’s fiduciary imperatives.  In other 
words, a violation of ERISA would occur only if, in attempt to ensure collateral benefits 
from investing, the governing or managing fiduciaries of a pension plan compromised its 
financial bottom line, by tolerating “reduced returns or greater risks.” 

The effective consequence of this DOL action – which has largely been reinforced at the 
state level – has been some validation of ETI programs, in part because government 
regulators have clarified the legal parameters for designing and implementing these 
programs in the context of the “prudent person rule.” 

Understanding of ETIs has also been furthered advanced by pension funds themselves. 
For instance, the largest pension fund in the United States, the $175 billion California 
Public Employees Retirement System (CalPERS), has crafted its own ETI guidelines. 
Adopted in 1993, the “Economically Targeted Investment Policy” defines ETIs of 
interest to CalPERS as those “intended to assist in the improvement of the economic 
well-being of the State of California, its localities and residents.” For CalPERS, this goal 
includes “job creation, development and savings, business creation, increases or 
improvement in the stock of affordable housing and improvement of the infrastructure.” 
Perhaps not surprisingly, CalPERS is currently one of the biggest sponsors of ETI 
initiatives. 
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Based on a similar philosophy and set of guidelines, other top American pension funds 
and institutional investors have crafted formal ETI programs.  Some of the best known 
have existed for several decades, and have been documented and studied for their relative 
prowess in generating both collateral benefits and risk-adjusted returns, by a range of 
government bodies and independent agencies, including the DOL, the federal Small 
Business Administration, the Washington-based Center for Policy Alternatives, as well as 
scores of academics and researchers. 

Outside of formal ETI programs, there are more informal versions of targeted 
investments, or what may be described as “ETI-like” activity.  For instance, a significant 
number of major American public sector pension funds (e.g., the Public Employees 
Retirement Association of Colorado, the New York City Employee Retirement System, 
the Pennsylvania State Employees Retirement System and the State of Wisconsin 
Investment Board) have suggested that “where feasible” or “all things being equal”, they
will invest locally to positively affect economic growth or jobs – at the municipal, state or 
regional level, depending on the entity engaged.  In some instances, this mandate is 
expressed in written statements of investment policy, and in others, it is simply the
unexpressed practice that is apparent. 

Targeted Investing in Canada? 
As stated previously, pension funds and other institutional investors in Canada have very
limited exposure to private capital markets, at least as compared to their American 
counterparts. Given that most examples of asset-targeting in the United States – be they
under the auspices of a formal ETI program or otherwise – occur in such market 
environments, it should not be surprising to find relatively little history of initiatives 
reflecting comparable objectives and strategies in this country.  And, of course, there is 
no broad legal framework in Canada that clarifies, and establishes parameters for, the
targeted investing concept, as exists for pension funds south-of-the-border. 

This said, there exist several important Canadian models that share many of the principles 
and practical elements of ETIs or ETI-like programs in the United States and that involve 
a similar mix of institutional investors. 

For instance, like CalPERS and other American public sector pension funds, CDP has for 
almost forty years invested in a manner consistent with economic growth and job creation 
goals in Quebec – an activity that justifies its extensive and long-term participation in 
venture financing and other markets for privately-placed debt and equity.  In recent years, 
pension funds in some other Canadian provinces have sought to follow CDP’s lead in this 
direction. In addition, in British Columbia, the pension fund-supplied Concert Properties 
and Mortgage Fund One mirror in mandates and design features, those massive American 
ETI pools that offer financing to build affordable housing and commercial real estate, 
with the backing of Taft-Hartley and public sector funds, such as the Housing and 
Business Investment Trusts sponsored by the American Federation of Labor-Congress of 
Industrial Organizations. 

In other words, despite the much more limited experience of Canadian pension funds in 
the highly risky terrain of private placement, there are a handful of pioneers of the still
more-complicated act of targeting investments according to the collateral economic and 
social benefits they produce.  Similarly, there are a few established precedents, 
particularly in Quebec and British Columbia, for pension funds and other institutional 
investors in Canada to pursue such ends within a rigorous prudential framework of first 
attaining optimal, risk-adjusted returns that are satisfactory to fulfilling obligations to 
plan members. 
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Targeted Invest ing:  
Case  Prof i les  

The following are brief profiles of cases in Canada and the United States (five in Canada, 
eight in the United States) illustrating programs through which pension fund 
organizations, or money managers of both pension and other institutional assets, have 
embarked on private investment activity, by directly addressing structural barriers – and 
with the additional caveat of targeting specific economic outcomes.  In each case, the 
collateral benefit objectives of activity have been clearly expressed by key informants as 
ancillary to the pursuit of risk-adjusted returns, according to marketplace benchmarks 
established for distinct asset classes.  While collecting data on these financial returns was 
outside of the scope of this survey, it must be stated that all key informants for each of 
the case examples reported meeting, or more frequently, greatly exceeding their 
benchmarks. 

All case profiles are presented in a similar fashion, and reflect broadly comparable data – 
supplied by key informants – to give the reader a very general sense of their mandate, 
partners, history and current investment activity.  Where possible, data relevant to the 
collateral economic or social benefits achieved over a span of several years are also 
highlighted.  In most instances, these data also came from key informants. 

For sake of clarity and comparative analysis, case write-ups are organized under four 
headings (which are further detailed in the introductory notes that follow): 

I. Investing in Small Business and Traditional Sectors; 
II. Investing in Emerging Technology Sectors; 
III. Investing in Housing and Real Estate, and; 
IV. Investing in Local Economic Development. 

Finally, it should be noted that all dollar amounts cited in the profiles are in American 
currency for cases situated in the United States and in Canadian currency for those 
residing in this country. 

I. Investing in Small Business and Traditional Sectors 
For the vast majority of small and medium-sized companies (i.e., less than 500 
employees) that comprise approximately 99% of industry in Canada, “access to capital” 
means relative access to short-term credit for basic investment needs, according to terms 
and conditions that are fair.  In recent years, loans to the small business sector have 
averaged around $100,000, though very small firms generally require more modest dollar 
amounts. Small business loans of this type are generally in the purview of banks, which 
over the years have developed the internal capacity for credit analysis, account 
management and risk control.  Such information-intensive and management-intensive 
functions, especially in relation to the moderate financial sums required by most small 
firms, seem quite beyond the reach of an institutional investor. 

A similar challenge exists in financing medium-sized and larger companies situated in 
Canada’s traditional sectors – manufacturing, natural resource extraction, transportation 

7 




and utilities, wholesale and retail trade and services – which have endured structural 
changes in the 1990s, brought on by multiple factors, such as economic globalization, 
liberalized trade and deregulation. Sometimes referred to as clients of the “middle 
market”, such firms also encounter problems accessing private debt or equity financing to 
facilitate their restructuring, consolidation, turnaround, modernization, ownership change 
or some other transition strategy.  Despite the risk and complexity associated with these 
deals, the middle market is often attractive to institutional investors because of the 
potential for superior returns and the fact that it is well-established businesses needing 
sizeable sums (e.g., $50-100 million or more). 

Four case profiles contained here briefly highlight how several institutional players 
tackled these challenges in the United States, in part through a targeted approach. The 
“Invest in Wisconsin” program of the State of Wisconsin Investment Board features a 
unprecedented amount of debt financing in traditional, state-based businesses.  The 
Public Employees Retirement Association of Colorado provides comparable backing 
to small business in its home state, but in partnership with a government-initiated agency. 
With the support of public sector pension funds, the Texas Growth Fund has also filled 
a key gap in financing for middle market companies at the local level. Also with 
institutional supply, the KPS Special Situations Fund focuses on rescuing viable firms, 
often with unionized workforces, across the country. 

II. Investing in Emerging Technology Sectors 
Increasingly, growth and job creation in Canada’s economy are being determined by the 
rate at which new technology-intensive sectors emerge.  Indeed, in an era of 
globalization, industrialized countries facing major economic changes have counted on 
new employment in technology sectors to offset that lost to older, more traditional ones. 
To an extent, this promise has materialized, in scores of recent technology firm start-ups, 
particularly in cutting-edge internet, computer products, communications and 
networking, electronics and life science fields. 

And yet the financing necessary to technology investments cannot be taken for granted. 
Early stage enterprises are often based on innovations that are untested in the 
marketplace. This quality, plus the frequent lack of experienced managers, company 
infrastructure, or even collateral, makes young technology firms unsuitable to most 
conventional small business lenders. For this reason, technology entrepreneurs mostly 
turn to the Canadian venture capital market and its ability to nurture new businesses 
through rapid expansion and evolution over the long-term.  Indeed it is the unique 
relationship between technology sectors and venture financing helps to explain the 
latter’s disproportionate significance as an economic development tool.  And yet, there 
are challenges, not the least of which has been adequate and stable sources of venture 
capital supply – including from pension funds and other institutional investors – overall 
in certain regions of the country. 

Four case profiles contained here briefly highlight the means by which institutional 
players overcame barriers to venture financing in Canada and the United States.  In the 
fund-of-funds California Emerging Ventures, the California Public Employees 
Retirement System found a mechanism for targeting emerging technology sectors, 
including those at home.  Similarly, the Pension Reserves Investment Trust of 
Massachusetts found it could have a local economic impact by partnering with local 
venture professionals. Alternatively, the Caisse de dépôt et placement du Québec has 

8 




developed unparalleled in-house subsidiaries, such as CDP Sofinov, for backing new and 
developing innovative companies in that province.  Finally, the British Columbia 
Investment Management Corporation played an important supply role in one of the 
earliest examples of commercializing promising research ideas, targeted to the region – 
the Western Technology Seed Investment Fund Canada. 

III. Investing in Housing and Real Estate 
Investment activity in Canadian and international real estate markets have undergone 
dramatic cyclical and structural shifts in recent years and especially since the boom-and
bust period of the 1980s.  The major factors influencing current supply and demand 
trends in real estate include demographic and economic changes, the rate of technological 
advancement on business properties and, in Canada at least, a sustained reduction in the 
government presence in key areas of supply throughout the past decade. All of these 
factors have contributed to the general neglect of developmental real estate – new 
construction, substantial renovations and upgradings of existing stock – as is often 
observed for the realms of affordable rental and owner-occupied housing, infrastructure 
and public works. 

Pension funds and other institutional investors have always had some exposure to real 
estate assets, though this exposure has tended to emphasize fairly passive activity, usually 
following a pattern of buying, holding and selling very large commercial properties in 
major urban centres.  Investment in real estate development, by contrast, involves 
significant upfront costs and risks, as well as the necessary investment specialization. In 
an effort to improve the quantity and quality of residential and non-residential stock, and 
elicit some of the related economic and job multipliers linked to such projects, some 
institutions have looked to alternative strategies for risk-adjusted investing in different 
niches of real estate and infrastructure development, both on a direct and indirect basis. 

Two case profiles (involving four distinct investment vehicles) contained here briefly 
highlight the strategies deployed by institutional players to target real estate activity in 
Canada and the United States. In the AFL-CIO Housing Investment Trust and the 
AFL-CIO Business Investment Trust, literally hundreds of American private and 
public sector pension funds have pooled their resources to finance development of 
affordable housing and diverse forms of commercial property in locales across the 
country. In Canada, pension funds have backed two comparable vehicles – Concert 
Properties and Mortgage Fund One – which similarly concentrate on job-creating 
projects for building affordable housing, industrial sites and infrastructure in British 
Columbia. 

IV. Investing in Local Economic Development 
If access to capital remains an issue for entrepreneurs and the owners/managers of small 
and medium-sized companies across Canada, be they in traditional or technology sectors, 
this issue is even more meaningful at the local level.  Many communities in Canada and 
other industrialized countries, particularly those that are rural, remote or otherwise 
disadvantaged, confront pronounced obstacles to economic growth, diversification, job 
creation or protection – a situation that is compounded by few regional sources of 
financing for productive, long-term investment.  This is also the circumstance for other 
local requirements, such as the provision of affordable housing, physical plant and 
infrastructure. 
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Addressing community economic development through targeted investing implies 
enormous strategic challenges.  Given the barriers that pension funds and other 
institutional investors face to engagement in private investment activity of varying 
degrees of risk, such as term lending, venture financing and other types for privately-
placed debt and equity, it is hard to fathom how they take the additional step of entering 
local sub-markets. Nonetheless, several public sector pension funds with considerable 
experience in private capital markets have taken this step, if only quite recently in most 
instances. 

Three case profiles contained here briefly highlight how several institutional players dealt 
with the special challenges linked with investing locally, in Canada and the United States. 
In what is perhaps the longest-standing model, the New York City Employees 
Retirement System and other public sector funds have developed several, municipally-
based economically targeted investment programs in the realms of real estate and small 
business. In Canada, the Caisse de dépôt et placement du Québec has created its 
unique CDP Accès Capital network for targeting small and medium-sized business 
opportunities in diverse regions of that province.  And in Atlantic Canada, public sector 
pension funds associated with the New Brunswick Investment Management 
Corporation have in recent years assumed on a mandate for private investment activity 
involving small, provincially-based companies. 
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I .  Invest ing in  Smal l  Business  
and Tradit ional  Sectors  

1. Invest in Wisconsin Program – Private Placements 


Sponsor/Manager(s):  State of Wisconsin Investment Board (SWIB). 

Pension Fund and Other Participant(s): Wisconsin Retirement System Trust 
Funds the State Investment Fund, the assets of which are managed and 
invested by SWIB.  SWIB also handles the assets of government/public sector 
compensatory, insurance and endowment trusts. 

Location:  Madison, Wisconsin. 

Total Assets Under Management:  Approximately $3-4 billion in debt 
financing. 

Year of Inception:  SWIB has made private placements for nearly four 
decades, however, Invest in Wisconsin was identified as a distinct program in 
the 1980s. 

With more than $70 billion in total assets at the beginning of 2001, the State of 
Wisconsin Investment Board (SWIB) is one of the ten largest pension funds in the United 
States. It also has the distinction of being one of the very few North American funds with 
a quite sizeable stake in national and local markets for term loans and other types of 
private debt placement (another is Retirement Systems of Alabama).  In fact, since the 
1960s, SWIB has developed a capacity for debt financing that currently assumes multiple 
forms and is aimed at a diverse variety of commercial borrowers, many of them based in 
the state. Consequently, privately-placed debt has emerged as a key strategic component 
of its “Invest in Wisconsin” program, whereby viable small, medium-sized and larger 
companies, at various stages of growth or development, are the targets. 

Under “Invest in Wisconsin”, SWIB provides debt financing on both a direct and indirect 
basis. Under the Private Loan Program, investments are made directly utilizing in-house 
resources – and above all, an account management unit (comprised of skilled credit 
analysis and monitoring staff) that is largely unprecedented for the internal operations of 
a pension fund organization.  SWIB managers undertake fixed-rate intermediate and 
long-term loans (that may be secured or unsecured) in predominantly mid-sized and 
larger companies.  Loan sizes can range between $3-40 million, but tend to average 
around the $10 million mark. Direct debt placements are also facilitated through other 
means, including sale-and-leaseback arrangements, asset-based financing and other 
securitized structures. 

For the most part, SWIB borrowers are well-established firms in manufacturing, retail 
and service sectors and with significant roots in Wisconsin.  SWIB reports that 
approximately 100 such businesses obtained financing totaling $1.2 billion since 1982 
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and that, at any given time, the portfolio of outstanding loans to in-state companies runs 
around $300-400 million.  This activity is important, as it addresses a gap pertaining to 
fixed-rate, long-term debt, not just at the local level, but throughout the United States. 
Clients tend to require acquisition financing for physical plant assets (e.g., equipment, 
machinery or real estate) over a long horizon (SWIB loans average 10-15 years duration) 
– demand that is not typically met by conventional lenders. 

At present, 30 Wisconsin companies borrow from the Private Loan Program. 
Interestingly, one of the portfolio’s newest additions is Johnson Bank (owned by SC 
Johnson, the state-based manufacturer of business and home cleaning products) in which 
SWIB invested $10 million in subordinated debt to permit an increase in the volume of 
commercial loans on offer. 

SWIB also has developed indirect debt financing mechanisms.  Like several other 
American public sector pension funds, it purchases certificates of deposits (CDs) from 
lending institutions.  Under the Wisconsin CD Program, administered in partnership with 
the Bankers’ Bank since 1997, SWIB has made $400 million in CD purchases in 150 
banks and thrifts in the state (in 94% of state counties), which tend to acquire up to 
$10 million for periods of months, up to a maximum of three years. 

By way of these fully-insured CDs, SWIB indirectly capitalizes loans that will generally 
be extended to small and medium-sized businesses, while leaving the management-
intensive creditor tasks to specialists in the participating bank or thrift.  SWIB is thereby 
able to participate in short-term, small-sized loans to very small companies.  This 
approach also helps to stimulate more such commercial lending among Wisconsin 
financial institutions, including small, locally-owned community banks (with assets of 
$50 million or less) that otherwise face considerable challenges in providing this service. 

Taken as a whole, SWIB debt financing activity represents about one-third of all asset 
holdings related to the Invest in Wisconsin Program, which also features private equity, 
real estate and investment in initial public offerings and small-cap stocks. 

Collateral Benefits Achieved: An economic impact analysis of debt financing under 
“Invest in Wisconsin” has not been performed, however, SWIB’s unique programs have 
been recognized by the federal government’s Small Business Administration (1995) and 
other independent sources. 
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2. PERA of Colorado and the Colorado Housing and 
Finance Authority’s ACCESS 

Sponsor/Manager(s):  Colorado Housing and Finance Authority (CHFA). 

Pension Fund and Other Participant(s):  CHFA’s Access Program is 
capitalized by the Public Employees Retirement Association (PERA) of 
Colorado, the pension plan for employees of state and local governments, as 
well as schools. 

Location:  Denver, Colorado. 

Total Assets Under Management:  Close to $60 million. 

Year of Inception:  1987. 

The Colorado Housing and Finance Authority (CHFA) was initiated by the state 
government in 1973, originally to finance affordable housing, but later with the additional 
mandate of facilitating local economic development and jobs, chiefly through 
investments in small and medium-sized companies.  In the mid-1980s, CHFA introduced 
several commercial lending programs, including ACCESS, which was designed to assist 
small Colorado-based firms acquire fixed assets (e.g., buildings, land, equipment, 
machinery, etc.) or modernize existing facilities.  In conjunction with the federal 
government’s Small Business Administration, and local financial institutions, ACCESS 
offers firms up to a maximum of $3 million in loans for such purposes, for a period of 
between 10-20 years. 

CHFA obtains the capital resources it needs for ACCESS-related lending through issuing 
bonds, by way of forward investor commitments, and in increments of $10 million, a 
process allowing for full, up-front investigation of loan features and rates. Over the 
years, the exclusive buyer of such bond issues has been a pension fund – the $30 billion-
plus Public Employees Retirement Association (PERA) of Colorado, which views this 
activity as part of its prescribed allocation to fixed income assets. 

Support for small business financing through ACCESS – which PERA formalized in a 
CHFA agreement for $50 million in total commitments during the program’s lifetime – 
also satisfies the pension fund’s policy to invest throughout the economy of this mid-
sized state, where possible, and according to fiduciary and return goals. Indeed, it was 
with this policy in view that CHFA officials first approached PERA managers about 
participating in ACCESS in the mid-1980s. 

According to the CHFA, ACCESS was intended to fill a marketplace gap identified in the 
supply of fixed-interest loans available to small business in the state for major capital 
purchases over a long time horizon.  There is considerable evidence this has been 
accomplished, in part by stimulating more activity among privately-owned banks through 
the mechanism of fully-insured loan participation.  In general, the benefits of enhanced 
access to long-term credit has accrued to older, well-established companies in a great 
diversity of traditional sectors in the Colorado economy – predominantly manufacturing, 
but also services, retail, tourism and some technology sectors.  Loans have tended to 
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average around $250,000 in size (in overall projects averaging $500,000) and, in some 
cases, have been as low as $50,000-70,000. 

With PERA’s financial backing, the ACCESS program has managed an impressive 
record of cumulative lending since 1988.  To date, 121 firms in Colorado have received 
loans from ACCESS, for a total value of over $49 million.  Better than 95% of these 
borrowers have been particularly small commercial operations, averaging 100 employees 
or less per company workforce. In addition, these businesses are situated in a variety of 
state communities – in other words, not just in the Greater Denver region, but in smaller 
cities, towns and rural districts, which in combination absorb 60% of ACCESS portfolio 
loan dollars at present. 

Illustrative of recent ACCESS borrowers is the Denver-headquartered CEAVCO Audio 
Visual Corporation, which sells and services video production and audio-visual products 
in regions of the American Midwest. 

Along with its participation in the CHFA’s ACCESS program, PERA makes other 
targeted investments in Colorado.  Indeed, such local investing, which spans markets for 
real estate, publicly-listed securities, venture capital and other types of private placement, 
is authorized by trustees to reach up to 20% of PERA’s aggregate portfolio at-cost. 

Collateral Benefits Achieved:  The CHFA estimates that, as of the beginning of 2001, 
total lending activity under the ACCESS program has succeeded in creating over 2,200 
jobs, and retaining over 3,100 jobs, in Colorado. 
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3. Texas Growth Fund 


Sponsor/Manager(s):  TGF Management Corporation. 

Pension Fund and Other Participant(s):  Texas public sector pension funds, 
including the Teacher Retirement System of Texas and the Employees 
Retirement System of Texas as well as university endowment funds located in 
the state. 

Location:  Austin, Texas. 

Total Assets Under Management:  Close to $580 million. 

Year of Inception:  1988. 

The Texas Growth Fund got its start in the late 1980s, at a moment when the state 
economy was experiencing a downturn, particularly in core sectors, and capital resources 
for investment in new and developing companies were limited or non-existent. Indicative 
of this situation was a so-called “credit crunch”, whereby the majority of lending 
institutions in Texas severely restricted their supply of debt financing, and especially 
loans that were unsecured or involved a high degree of risk, complexity or specialization. 
Out of concern, the Government of Texas responded with creation of a legal framework 
to effect the involvement of public sector pension funds in private placements that 
directly serve local economic growth, development and jobs – and, along with it, an 
alternative vehicle in the form of the Texas Growth Fund. 

Not long after the passage of this statute, the Teachers Retirement System of Texas (TRS, 
with current assets of $90 billion) and the Employees Retirement System of Texas (with 
current assets of around $20 billion), among others, initiated their own, voluntary 
collaboration with the Texas Growth Fund and its independent management company, 
TGF Management Corporation. A premiere limited partnership was launched in 1991 
with capitalization of Texas Growth Fund I-1991 Trust at $52 million. 

With its new source of pension fund supply (up to 1% of total assets per plan), the Texas 
Growth Fund embarked on an objective of investing in small, medium-sized and larger 
businesses with head offices or a major organizational presence at the local level.  For the 
most part, target clients are established, well-managed, middle-market firms based in 
sectors indigenous to the Texas economy, and particularly manufacturing, services and 
distribution. The fund does not invest in the oil patch or real estate. 

Companies of primary interest to the Texas Growth Fund typically seek financing to 
expand, modernize, merge or acquire another business entity, gain competitive advantage 
in their industry, or otherwise make a significant new investment . Such demand is 
satisfied by the fund through private equity and quasi-equity instruments, though 
financings predominately feature subordinated debt.  In general, portfolio firms have 
annual revenues in excess of $15 million, and will obtain financing up to a maximum of 
$30 million per transaction, for a duration of between 3-7 years. Some of these will 
complete the investment process by going public, while other companies will remain 
private and closely-held. 
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Three years after the first partnership, the $75 million Texas Growth Fund I-1995 Trust 
emerged as the second struck between pension funds and management professionals. 
Like the first, this pool invested in traditional sectors, though increasingly, attention has 
also been diverted towards mature companies in communications, Internet and other 
technology-oriented sectors, as well as conducting some venture financing. With 
inception of Texas Growth Fund II-1998 (capitalized at $450 million), the fund has 
become one of the largest merchant banking operations in the state.  In keeping with its 
original mandate, however, the Texas Growth Fund perseveres in focusing on the lower 
end of the deal size spectrum, where the financing need is greatest. 

Since 1992, the Texas Growth Fund has provided financial backing to approximately 40 
state-based businesses. Among these have been some notable success stories, including 
the Dallas-headquartered Lofland Company, a leading fabricator and distributor of steel 
products in the Southwestern United States, the sales for which climbed from $70 million 
to $200 million during the period of fund investment. 

Since their introduction to private equity investing through the Texas Growth Fund and 
other experiences, public sector pension funds have enhanced their participation in 
related markets. For instance, in 2000, TRS determined to raise its involvement in 
American and international markets for venture capital, private equity and quasi-equity to 
3% of total plan assets. Apart from the Texas Growth Fund, TRS has committed capital 
to other state-based market players, such as $3.1 billion Austin Ventures, which 
specializes in financings in information technology companies. 

Collateral Benefits Achieved: As well as preserving existing jobs as part of its activity, 
the Texas Growth Fund estimates having helped create up to 1,500 new jobs in investee 
companies. The fund also leveraged around $500 million in non-resident capital through 
its deal syndications. 
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4. KPS Special Situations Fund 


Sponsor/Manager(s):  KPS General Partners and Managers. 


Pension Fund and Other Participant(s):  Among other institutional 
investors, several American private and public sector pension plans, including
 
one Taft-Hartley plan, and other plans represented through a fund-of-funds. 


Location:  New York City, New York. 


Total Assets Under Management: Over $210 million. 


Year of Inception: 1998. 


A key segment of private equity markets specializes in businesses undergoing financial 
distress or threat of closure, but which possess integral viability that can be recovered 
with adequate financing and management.  In the United States, traditional sectors, such 
as manufacturing, services and distribution, have been forced to restructure because of 
competitive shifts in a global economy and other factors, leaving some firms with 
problems of this magnitude.  As such companies often have large, unionized workforces, 
financial failure can result in huge job losses and serious dislocation in communities, 
particularly those of low economic diversification. 

Private equity investors with experience in this realm, such as Keilin and Company, can 
be instrumental in such circumstances. Deploying a “buy and build” approach, whereby 
a controlling interest is usually taken in the troubled company, these investors act to 
restore profitability by cutting costs, reducing liabilities, effecting re-organization and 
refinancing and, in the process, by injecting considerable value-added.  In certain 
instances, this includes offering employees a share in ownership, an outcome that has 
sometimes been expedited by Keilin in its function as an advisor and intermediary in 
turnarounds and related activity since the early 1980s.  Indeed, Keilin was central to job-
protecting worker buyouts of Weirton Steel (1983), United Airlines (1994) and, in 
Canada, Algoma Steel (1992). 

In 1998, Keilin expanded its function to include direct investment, with creation of KPS 
Special Situations, a limited partnership involving 10 institutional suppliers, including 
pension funds. Essentially a merchant bank, KPS targets well-established and mostly 
privately-held small, medium-sized or larger companies in mature sectors, such as 
manufacturing and services.  Most such firms are in the midst of a crisis, such as a 
bankruptcy, a loan default, or a recent history of recurring losses, and require an 
immediate and substantial capital infusion to ensure rescue or turnaround. Other KPS 
interests include corporate divestitures or “orphans”, restructurings, worker buyouts, out
of-favour sectors and candidates of failed financial auctions, often involving firms with 
limited access to capital. 

KPS typically contributes $5-35 million – in deals beginning at $20 million and reaching 
as high as $400 million – however, for especially sizeable investments, it may also rely 
on another pool, KPS Supplemental Fund, and alternative sources (e.g., other financial 
partners, employee groups).  Most such transactions last for up to 5 years or more, at 
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which point KPS aims to exit, leaving a reconfigured, independent and profitable 
business entity. 

This was certainly the case in the first KPS portfolio company, the Asheville, North 
Carolina-based Blue Ridge Paper Products, an unsold divestiture of Champion 
International Corporation, which reflected a $200 million-plus transaction involving 
KPS, General Electric and other partners in 1999.  To keep Blue Ridge fully operational, 
KPS used its majority control to introduce fresh management, to modernize or acquire 
machinery, tools and equipment and to add a converting plant. One year later, mill 
production was back up (by 6%) and liquidation avoided.  This helped save 2,200 jobs, 
an important achievement in the local economy, given that Blue Ridge is the single 
largest privately-owned employer in the western region of the state. 

A vital aspect of KPS investing in turnarounds is the effort put into improving firm-level 
labour-management relations, generally, to realize productivity gains, and specifically, 
where a poor relationship may be impeding necessary change.  Unions and workers are 
consulted throughout the investment process and frequently provided an equity stake (and 
hence, representation on boards of directors) through tax-assisted Employee Stock 
Ownership Plans (ESOPs) – that are currently found in 11,000 companies in the United 
States – or similar vehicles.  Employees sought a major role in a re-organized Blue Ridge 
and, as a consequence, achieved a 40% minority position. 

At the start of 2001, the still-evolving KPS portfolio consisted of 5 manufacturers or 
service firms across the United States, along with Blue Ridge, in which the partnership 
has invested over $80 million to date. KPS reports a very steady flow of potential deals 
(including deals identified by American unions) that has only intensified with indications 
of an economic slowdown in late 2000 and early 2001.  Due to this and returns 
performance, KPS managers expect commensurate growth in activity, as well as a further 
limited partnerships in the near future. 

Collateral Benefits Achieved: At the present time, there are over 6,000 employees in 
firms forming the KPS portfolio.  Most of these jobs have been maintained due to 
investment by KPS and its partners, and a high proportion protected from all-but-certain 
company shutdown. 
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II .  Invest ing in  Emerging 
Technology Sectors  

1. California Emerging Ventures 


Sponsor/Manager(s): Grove Street Advisors, on behalf of the California 
Public Employees Retirement System (CalPERS). 

Pension Fund and Other Participant(s): CalPERS, the pension plan serving 
members among government and other public sector employees in California. 

Location: Grove Street Advisors is based in Lexington, Massachusetts.  The 
head office of CalPERS is in Sacramento, California. 

Total Assets Under Management: $2.7 billion. 

Year of Inception: 1998. 

Today, California’s venture capital industry is the largest and most robust in the global 
economy. Last year, 41% of total venture disbursements in the United States flowed to 
companies on the West Coast, a circumstance that attests to the quality of technology 
entrepreneurship and new business formations in such familiar locales as Silicon Valley. 
To a significant degree, activity in the California market over the past decade has been 
fuelled by institutional investors, including the $175 billion California Public Employees 
Retirement System (CalPERS) and the $113 billion California State Teachers Retirement 
System. 

Indeed, CalPERS is deeply engaged in private placement markets, including venture 
financing – with over $15 billion in commitments, it is currently one of the biggest 
private equity investor groups in the United States – where it and other pension funds 
have exercised considerable influence, shaping investment trends and developing market 
infrastructure, to render both more conducive to fiduciary needs.  This is reflected in the 
Alternative Investment Management (AIM) program of CalPERS, which sets out the 
terms and conditions of participation in limited partnerships across the country and 
abroad, including the clear specification that a fraction of investing occur locally. 

In the late 1990s, CalPERS-AIM channeled billions into external pools, with the lion’s 
share of resources in leveraged buyouts and other large private equity transactions, but 
with less than $300 million reaching venture investments.  This situation arose due to the 
costs and risks endemic to such activity and the intense investor competition to join top 
American partnerships, such as those sponsored by California’s Kleiner, Perkins, 
Caufield and Byers.  Concerned that it was missing out on superior returns and a chance 
to invest in high growth companies mostly likely to have a tangible impact on the state 
economy and jobs, CalPERS launched a new strategy in 1998, titled California Emerging 
Ventures (CEV). 
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CEV is, essentially, a fund-of-funds, managed by Grove Street Advisors, custom-tailored 
to raise the exposure of CalPERS to venture financing. Fund-of-funds are efficient 
vehicles for pooling institutional assets, wherein “gatekeepers”, or expert intermediaries 
conduct due diligence on various partnerships and make strategic dispersals.  As such, 
fund-of-funds and “gatekeepers” give critical support to pension funds and other 
institutional investors trying to navigate challenging private equity markets. 

CEV is a “captive” fund-of-funds, with Grove Street performing the “gatekeeping” 
function solely on behalf of CalPERS, using AIM criteria to select quality venture 
professional partners (with commitments to pools averaging $5-35 million), but retaining 
some discretionary authority over key decisions.  Grove Street has several assigned goals, 
among them ensuring between 40-60% of total CalPERS-backed activity is in California. 
In general, investments are diversified according to new and mature venture professional 
teams, as well as by stage and sector (e.g. Internet, other information technology, life 
sciences) being financed. 

CalPERS initially supplied $350 million to CEV, an amount that has multiplied almost 
five times in three years. In this short period, Grove Street has established a CalPERS 
stake in pools managed by 75 venture capital institutions, many of them first-time 
specialty operations (and direct co-investments in 20-30 portfolio firms).  Along with top 
performers like Audax Ventures, CEV-facilitated partners include prominent California-
based institutions, such as the Pasadena-based idealab! Capital Partners, a supplier of 
seed financing, as well as access to an incubator environment for start-ups, particularly in 
the Los Angeles region. A successful spawn of idealab!’s premiere $105 million fund, 
was the Internet innovator NetZero, which completed an initial public offering in 2000 
and entered into a strategic alliance with General Motors. 

Ultimately, with CEV as a spearhead, CalPERS aims to broaden its private equity 
exposure from 4% of plan assets in 2000 to potentially as high as 8% – of which, roughly 
one-quarter will be focused on venture capital. 

CalPERS estimates 10% of total plan assets are targeted to investments in its home state, 
at present. Along with CEV, programs exist with a concentration on other types of 
private equity, debt and real estate markets.  One of the pension fund’s newest efforts is 
the $500 million California Initiative, a program that will direct venture financing and 
other private placements, in amounts of $1-5 million, to very small businesses in urban, 
rural and underserved communities of the state. 

Collateral Benefits Achieved: Given its recent introduction, there has been no study 
performed concerning the economic and employment effects of aggregate investment 
activity generated by CEV’s placements on behalf of CalPERS. 
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2. Massachusetts PRIT, MTDC and Commonwealth 
Capital Ventures 

Sponsor/Manager(s): Massachusetts Technology Development Corporation 
(MTDC); Commonwealth Capital Ventures. 

Pension Fund and Other Participant(s): MTDC has welcomed participation 
from state-based pension funds, including the Pension Reserves Investment 
Trust (PRIT) Fund, which aggregates assets of the Massachusetts State 
Teachers and Employees Retirement System, as well as many other local and 
regional plans.  PRIT has also supplied Commonwealth Capital, along with 
other institutional investors. 

Location: MTDC is based in Boston, while Commonwealth Capital is in 
Wellesley, Massachusetts. 

Total Assets Under Management: MTDC assets total $36 million, while 
Capital Commonwealth has over $300 million. 

Year of Inception: MTDC and Commonwealth Capital were established in 
1978 and 1995, respectively. 

Capital Commonwealth Ventures and the Massachusetts Technology Development 
Corporation (MTDC) are two very distinct, but equally important, venture capital 
institutions with headquarters in Massachusetts.  The former is privately-held, while the 
latter was created by state government legislation.  A quality they have in common, 
however, is the role public sector pension funds assumed at an early point in their capital 
supply and investment directions. 

Today, Massachusetts has a thriving venture capital industry, accounting for the second 
largest share of all disbursements (approximately 5-10%) in the United States. This 
situation reflects change since the 1980s, however, when there was a relative scarcity of 
venture capital resources in the state, especially for certain activity, such as investment in 
early stage, technology and small dollar projects.  Evidence of a capital gap caused 
government authorities to be concerned about the potential for lost economic growth and 
job opportunities. In response, the federal and state governments funded the inception of 
MTDC and its mandate for supporting new and young technology firms rooted in 
Massachusetts, with financings starting at $250,000. 

Early in its history, MTDC also began leveraging pension fund participation. In 1986, 
the Pension Reserves Investment Management (PRIM) Board of Massachusetts – the 
money manager for the $31 billion Pension Reserves Investment Trust (PRIT) Fund – 
supplied $2 million to MTDC for the purpose of financing portfolio companies as they 
entered later stage development. More recently, MTDC has been a vehicle for small 
pension funds interested in venture investment, but perhaps having less access to high 
profile American limited partnerships.  This is apparent in the Essex Regional Retirement 
Board’s activity in MTDC’s Commonwealth Fund Investment Programs I – along with 
BancBoston Investments – in 1995.  As in the past, this pool focuses on technology start
ups and early stage expansions, but within an initial range of $300,000-600,000. 
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At the beginning of 2001, the at-cost value of current MTDC investments was almost 
$19 million, backing 35 companies, about half of which are Internet or computer-related 
in orientation, with the balance in such sectors as telecommunications, environmental 
technologies, industrial automation and life sciences.  Several major technology 
businesses have graduated from the MTDC portfolio, such as Concord Communications, 
a provider of network management systems for health care organizations.  Between 1980 
and the present, cumulative deployments by MTDC totaled over $45 million in 105 
businesses. 

PRIT-PRIM experience with venture professionals at MTDC and elsewhere led to market 
exposure over time.  This, and some appreciation among Massachusetts pension funds for 
CalPERS’ example in promoting California venture investment, encouraged PRIM to 
assist in the establishment of Commonwealth Capital Ventures. Indeed, PRIM was 
integral in this mid-1990s event, contributing over 80% of the supply for the first 
$61 million limited partnership – on the condition that the investments be made 
exclusively in Massachusetts-based companies. 

A second pool was launched three years later with comparable PRIM backing 
($50 million, of a total $80 million), this time with the proviso that 80% of investing 
occur in the home state, with the balance spread throughout the New England region. In 
case of both partnerships, Commonwealth Capital used resources to target early stage 
deals in diverse information technology sectors, and particularly in communications, 
computer software products/services and Internet infrastructure. 

In a short while, Commonwealth Capital has emerged as a leading industry player, 
managing between $300-400 million in assets.  It also remains integral to the technology-
driven economies of Massachusetts and New England, with its latest $185 million 
partnership concentrating on deal flow in the region, and investee firms that have already 
exhibited considerable growth.  These include the communications-related Altiga 
Networks, recently acquired by Cisco Corporation, and Internet-related Centra Software, 
which recently completed an initial public offering. 

Collateral Benefits Achieved: MTDC calculations suggest long-term portfolio activity 
has produced in excess of 10,500 jobs, $570 million in business payrolls and 
$200 million in government tax revenues.  No similar economic assessment has been 
made of Commonwealth Capital’s track record. 
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3. CDP Sofinov 


Sponsor/Manager(s): The Caisse de dépôt et placement du Québec (CDP). 

Pension Fund and Other Participant(s): Several Quebec pension funds, 
including the Government and Public Employees Retirement Plan(s) of 
Quebec, the Quebec Pension Plan, the Supplemental Pension Plan for 
Employees of the Quebec Construction Industry, municipal pension funds, 
and other public compensatory and insurance funds, the assets of which are 
invested by CDP. 

Location: Montreal, Quebec. 

Total Assets Under Management: $1.9 billion. 

Year of Inception: 1995. 

Since its legislative creation in 1964, the Caisse de dépôt et placement du Québec (CDP) 
has pursued an official goal of fostering Quebec economic growth and jobs, within a 
context of prudent investing and risk-adjusted returns.  To this end, the $125 billion-
money manager initiated the earliest and most sustained engagement of Canadian pension 
funds in term lending, venture capital and other markets for privately-placed debt and 
equity. 

Today, CDP continues to be highly active in these realms, through the CDP Private 
Investments Group, which at the end of 2000 constituted 6 main internal subsidiaries, 
5,831 investments made, and disbursement streams in excess of $15 billion, the bulk of 
which is geared to Quebec-based small and medium-sized businesses. Consequently, 
private investment activity conducted by the Group represents approximately 12% of 
CDP’s total assets. The Group approaches its task in a strategic fashion, positioning 
subsidiaries at all points of the financing continuum.  A flagship of the Group is CDP 
Sofinov, société financiere d’innovation, established to assist new and expanding firms in 
key innovative sectors, including information technology, life sciences (e.g., 
biotechnology, pharmaceuticals and medical devices) and industrial goods, such as 
aeronautics and environmental technology. 

Like other venture capital institutions, Sofinov focuses on companies that are very young, 
but that are also following a rapid growth path, often to initial public offering or 
acquisition. As such, Sofinov provides technology entrepreneurs with substantial value-
added, including sector-specific resources in the form of venture professionals, expert 
advice and networks. Depending on their development needs, investee firms are also 
given access to support services, from business incubators (for company start-ups) to 
partnership with another CDP subsidiary – such as CDP Capital International, where an 
export-oriented company in Quebec or elsewhere may be seeking exposure to the global 
marketplace. 

Much of Sofinov’s activity is conducted on a direct basis, relying on in-house personnel 
with growth management experience, along with skills relevant to technology investing– 
resources that are considerable and, consequently, quite unique for a pension fund 
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organization.  Sofinov also invests indirectly, by committing capital to external 
syndicates. 

One illustration of Sofinov’s external participation is seen in the comparably-mandated 
Technocap, in which CDP is joined by two other pension funds, Bombardier Pension 
Trust and Desjardins Pension Fund. Another is Transfert Technologies 
Commercialization Capital (T2C2), a $60 million pool established by Sofinov, the 
Business Development Bank of Canada, Société Innovatech du Grand Montréal and 
others to finance seed projects emerging from university laboratories, research centres 
and entrepreneurs. Since 1997, T2C2 has featured two limited partnerships, spawning 
numerous start-ups in information technology and life science sectors, with combined 
disbursements of nearly $36 million to date, close to half of which took place in 2000. 
Finally, Sofinov was critical to the 1997 initiation of Fonds de Capital de risqué 
Genechem Technologies, a pool dedicated to commercializing research ideas in the up
and-coming field of genomics. 

In 2000, the Sofinov portfolio in aggregate had a market value of $1.9 billion, with 
investments reaching a total of 168 companies.  Of total portfolio investing, around one-
half is currently situated in biotechnology and health or medical-related sectors, and close 
to one-third in information technology, while the balance reflects miscellaneous activity 
in industrial goods. Among other things, this portfolio breakdown suggests Sofinov’s 
pivotal role in promoting life sciences as a source of comparative advantage in Quebec’s 
changing economy.  This is also evident in Sofinov’s backing of Cryocath Technologies, 
a major new producer of bio-medical cardiology equipment, based in Kirkland, Quebec. 
Such activity has recently contributed to Quebec accounting for close to 50% of venture 
capital flowing to Canadian life science companies. 

A second CDP subsidiary, CDP Capital Communications, also invests in technology-
intensive companies, and particularly those in communications, e-commerce, Internet-
related and multimedia sectors. 

Collateral Benefits Achieved: An analysis of Sofinov’s economic impact in Quebec has 
not been done, however, the CDP subsidiary is widely recognized for its role in the 
Canadian venture capital market and for contributing to the 55% annual growth rates 
achieved by technology firms in the market in recent years (Macdonald & Associates, 
Limited/Business Development Bank of Canada, 2000). 
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4. BCIMC and the Western Technology Seed Investment 
Fund 

Sponsor/Manager(s): Western Technology Seed Fund Management, on 
behalf of Ventures West Management and other partners. 

Pension Fund and Other Participant(s): Among others, several public sector 
pension funds in British Columbia, including the British Columbia Municipal 
Superannuation Fund, the British Columbia Public Service Basic 
Superannuation Fund, and the British Columbia Teachers Pension Fund, the 
assets of which are invested by the British Columbia Investment Management 
Corporation (BCIMC). 

Location: Vancouver, British Columbia. 

Total Assets Under Management: $25 million. 

Year of Inception: 1997. 

Seed financing is the earliest phase of venture investing, when the fruits of applied 
research or technical innovation suggest commercial potential, but no comprehensive 
business structure or strategy yet exists.  Such activity usually involves small financial 
sums and high risk, challenges that can be addressed by the value-adding management of 
venture professionals. And the economic rewards can be huge – in the event a seed 
project becomes a rapidly expanding firm, as has occurred with increasing frequency in 
technology sectors as of late. 

Early in its history, Canada’s venture capital market witnessed very few seed financings. 
This situation changed in the late 1990s, when the rate of seed investment accelerated 
sharply, hitting a high of 89 deals and $230 million – or about 4% of total venture capital 
invested – in 2000. This represents a major step in the promotion of emerging 
technology sectors, a central contributor to which has been the Western Technology Seed 
Investment Fund (WTSIF). Initiated in 1997 by a collaboration between Ventures West 
Management, the Business Development Bank of Canada (BDC) and Cascadia Pacific 
Management, this specialty pool advances promising ideas found in universities, 
government or private sector research centres, or those developed by independent 
entrepreneurs, in British Columbia, Alberta, Saskatchewan and Manitoba. 

Along with initial seed capital ranging from $100,000-500,000, WTSIF offers vital 
supplementary resources.  For instance, fund gives sponsored seed projects access to 
“company creators”, or seasoned entrepreneurs hired to form a comprehensive business 
entity around the product concept and its originators.  “Company creators” focus on key 
developmental factors, such as the drafting of a business plan, market analysis, mentoring 
of the initial management team, employee recruitment, fund-raising and cultivation of 
customer and strategic corporate relationships. Such hands-on activity support 
commonly results in start-up and subsequent growth of a new firm, through follow-on 
investments. The latter may come from a variety of sources, including other pools 
managed by Ventures West and BDC. 
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A decisive role in WTSIF’s inception was undertaken by the $62 billion British 
Columbia Investment Management Corporation (BCIMC), which operates on behalf of 
provincial public sector pension plans and government compensatory and insurance 
trusts.  BCIMC weighed into venture financing and other types of private placement in 
1995 and is currently involved in more than 60 limited partnerships in Canada, the United 
States and abroad.  Like Quebec’s CDP, BCIMC attempts to locate a portion of the 
economic growth and job spin-offs of this activity in British Columbia, of which WTSIF 
is an important example.  To this end, BCIMC has certainly made an overall difference in 
the West Coast’s venture capital industry, contributing close to one-quarter of new supply 
in recent years. 

In 1999, WTSIF reached full capacity, with 18 portfolio investments, roughly half of 
which have already graduated to the company start-up stage.  In a short space of time, 
some have grown even further – such as Calgary, Alberta-based AudeSi Technologies, a 
developer of software tools for intelligent consumer appliances, which was acquired by 
Wind River Systems (Alameda, California) last year. 

In addition to raising the level of seed investing in Western Canada, and especially 
British Columbia (and stimulating comparable activity elsewhere in the country), WTSIF 
has given its partners valuable experience and expertise for the future. Partly as a result, 
Ventures West has introduced seed financing as a core aspect of its 2000 initiative, the 
$235 million Ventures West 7 Fund, to which BCIMC has once again provided capital 
commitments. This new fund builds on Ventures West’s record as a major technology 
investor in the Canadian market since 1968. 

Collateral Benefits Achieved: No formal assessment of the economic effects produced by 
WTSIF activity has been conducted. 
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III .  Invest ing in  Housing 
and Real  Estate  

1. AFL-CIO Housing and Business Investment Trusts 


Sponsor/Manager(s): Mercantile Safe Deposit and Trust Company, on behalf 
of the American Federation of Labor-Congress of Industrial Organizations 
(AFL-CIO). 

Pension Fund and Other Participant(s): The AFL-CIO Housing Investment 
Trust (HIT) and Business Investment Trust (BIT) are capitalized by over 440 
pension funds and other institutional investors, the bulk of which are Taft-
Hartley (multi-employer, private sector) pension plans and public sector plans. 

Location: Washington, DC. 

Total Assets Under Management: HIT assets total $2.5 billion, while BIT has 
over $1.2 billion. 

Year of Inception: HIT and BIT were established in 1965 and 1988, 
respectively. 

Founded over three decades ago, the AFL-CIO Housing Investment Trust (HIT) was one 
of the earliest attempts in the United States to strategically syndicate pension fund assets 
for investment in affordable housing stock – much of which was neglected by other real 
estate developers and investors – and simultaneously create jobs for union members in 
building trades.  Its long-term success in meeting these objectives, as well as risk-
adjusted returns, is evidenced in the growing numbers of pension plans that have joined 
in backing HIT investing, as well as fairly wide emulation of HIT’s mandate and design 
characteristics. 

Today, HIT maintains an essential focus on residential development projects in all 50 
American states, activity that is rooted in mortgage-backed securities, mortgages, and 
variously-structured loans, the bulk of which are insured or secured by the federal 
government, via such guarantor entities as Fannie Mae and Freddie Mac, and by state-
based guarantor agencies.  Since 1983, key decisions of the trust have been taken by a 
joint administrative body made up of labour and management representatives. 

These HIT financial instruments, combined with the resources of other lending 
institutions, make investments possible for construction and renovation of single and 
multi-family housing properties, both rental and owner-occupied.  In other instances, 
bonds are issued to facilitate the development of housing geared to low and middle-
income families, while loans may also be extended to help build or upgrade social service 
infrastructure, including hospitals, nursing homes, intermediate care facilities and 
retirement centres for seniors.  Much of the time, HIT assistance is put into the hands of 
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local developers, public housing agencies, and community and non-profit organizations 
that share its investment perspective. 

Typical of HIT’s approach is its role in the National Partnership for Affordable Housing 
(NPAH), begun in 2000, to which HIT has committed $250 million to leverage 
supplementary contributions for the building or refurbishing small developments (12-200 
units) across the country. Specific NPAH goals include creation of 5,000 units for low 
and middle-income families and attention to special needs populations, including the 
disabled, AIDS patients, single parent households and the homeless. 

Close to 20 years after its inception, HIT was joined by the AFL-CIO Building 
Investment Trust (BIT), which engages in direct debt and equity financing (60% of BIT 
investments are equity-based), ranging from $5 million to $20 million, of commercial and 
industrial real estate developments across the United States. Such developments 
frequently include rental apartments, office buildings, retail outlets, supermarkets, 
industrial properties, warehouse and distribution facilities and hotels.  Like HIT, BIT 
makes exclusive use of union contractors and, where possible, encourages pro-union 
policies on the part of investee companies. 

HIT and BIT are currently engaged in diverse housing and real estate initiatives, often 
utilizing their combined resources.  For instance, in 1993, both trusts joined the National 
Partnership for Community Investment – in collaboration with the federal Department of 
Housing and Urban Development and other investors – to generate almost $1 billion in 
investment in both residential and non-residential development in 30 American cities.   

Since it was established, HIT has undertaken literally hundreds of affordable housing and 
related real estate projects.  Since 1991, this has included disbursements of approximately 
$2.2 billion in multi-family properties and $700 million in single-family properties.  One 
example of this activity in 2000 was the extension of loans to the RealLife Co-operative 
in Eau Claire, Wisconsin, which is geared to housing for seniors. 

To date, BIT has backed 66 projects covering over 9 million square feet of commercial 
property, close to 4,000 multi-family units, and with invested or committed dollars of 
close to $1.5 billion. 38% of the BIT portfolio is in offices, 29% in multi-family units, 
14% in industrial sites, 11% in retail and 8% in hotels and other types of real estate.  Last 
year, this activity included BIT support for conversion of the historic Bell Building into a 
193-unit, multi-family rental complex in Philadelphia, Pennsylvania, a city currently 
known for its exceptionally low vacancy rate. 

Collateral Benefits Achieved: HIT calculates having produced just over 64,000 housing 
units in nearly 30 years of investing in projects – one-third of which emerged during the 
period 1996 to 2000 alone.  These projects have, in turn, created approximately 50,000 
jobs. BIT investments are estimated to have had comparable real estate development and 
job creation impacts. An independent study (Rudd and Snow Spalding, 1997) confirmed 
HIT-BIT impacts on housing stock and jobs localized to Los Lirios, California. 

28 




2. Concert Properties and Mortgage Fund One 


Sponsor/Manager(s): Concert Real Estate Corporation, managed by Concert 
Properties; Mortgage Fund One (MFO) is managed by ACM Advisors. 

Pension Fund and Other Participant(s): Concert Properties is capitalized by 
22 British Columbia-based and national pension funds, including the 
Telecommunications Workers Pension Plan, the IWA-Forestry Industry 
Pension Plan, the Pulp and Paper Industry Pension Plan, the Teamsters 
Canadian Pension Plan and the United Food and Commercial Workers Union 
Pension Plan, as well as other building trades plans.  MFO is supported by 13 
pension funds, most of which also participate in Concert. 

Location: Vancouver, British Columbia. 

Total Assets Under Management: Concert Properties has assets totaling $245 
million (though assets are expected to rise to $500 million in early 2001), 
while MFO has $220 million. 

Year of Inception: Concert Properties and MFO were established in 1989 and 
1992, respectively. 

In the 1980s, British Columbia was the scene of the first major effort in Canada to 
establish a vehicle pooling pension fund assets for targeted investing in real estate 
development that was, in many aspects, comparable in goals and design features to such 
long-standing American programs as the AFL-CIO Housing Investment Trust and 
ULLICO’s J for Jobs.  In a collaboration involving British Columbia’s labour movement, 
multi-employer private sector pension funds, the City of Vancouver and provincial 
governments, and various privately-owned developers and investors, Concert Properties 
was born with initial capitalization of over $27 million. 

An original aim of Concert Properties was to finance the construction of new, affordably
priced rental and other residential properties in British Columbia, with close attention 
paid to the needs of the Greater Vancouver region.  This latter focus was based on a 
seemingly intractable problem of low vacancy rates in the city, due to chronic shortages 
of affordable housing, particularly rental apartments, then current.  Municipal 
government concern about this issue encouraged an offer to lease unused, government-
owned land (among other forms of support) for one of Concert’s premiere initiatives – 
the building of new for-rent units in several Vancouver neighbourhoods in 1990-1995. 

With such activity, Concert Properties emerged, almost overnight, as the leading investor 
in new rental properties in Vancouver and British Columbia, including during cyclical 
downturns in real estate markets – a fact acknowledged at the time by Canada Mortgage 
and Housing Corporation. It also became recognized for employing unionized 
contractors in projects, which gave local union members in construction and related 
sectors (including members of some of the pension plans supplying Concert) full benefit 
of the jobs created. 

After 1992, Concert Properties was re-organized, an event also marked by increased 
financial resources, as well as diversification of its real estate investments.  Over the past 

29 




decade, Concert continued to back construction and upgrading of rental housing stock, 
but also extended activity in multi-family and for-sale properties, as well as commercial 
and industrial real estate, in both urban and rural communities of British Columbia.  This 
overall mandate is increasingly full-service, with Concert Properties supplying financing 
(i.e. loans and mortgages) and guiding projects across all phases of development. This 
includes comprehensive community planning for residential projects, such as has 
occurred in the Collingwood Village district of Vancouver.  In 2000, Concert also entered 
the field of specialized seniors housing, starting with a 177-unit project of condominiums 
and rental apartments – the sixth of 7 projects in the master-planned neighbourhood of 
Arbutus Walk, on the city’s west side. 

In early 2001, the portfolio of Concert Properties comprised 30 projects, totaling $260 
million, with developments oriented to both rental and owner-occupied housing and 
commercial real estate. 

Mortgage Fund One (MFO) was established in 1992, partly as a partner institution to 
Concert Properties, acting to finance between 30-50% of total loans behind the Concert 
portfolio, thereby reducing the latter’s reliance on other lenders.  In addition, MFO 
provides loans underwritten by mortgages to its own investing in commercially-oriented 
constructions and renovations, also using 100% union labour, in British Columbia. Since 
inception, it has been engaged in 37 projects, totaling $270 million, with about half of the 
activity reflecting developments in offices, one-quarter in residential properties (e.g., 
rental apartment buildings) and one-fifth in industrial sites.  Recently, MFO determined 
to advance its operation across the country, starting with real estate markets in Calgary, 
Toronto and Ottawa. 

Collateral Benefits Achieved: According to Concert Properties, approximately 1,400 new 
rental housing units have been created by portfolio activity since the early 1990s. In 
addition, Concert has produced, on a cumulative basis, close to 8 million hours of work, 
while MFO reports generating 6.7 million hours. 
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IV.  Invest ing in  Local  

Economic Development  


1. New York City Pension Funds – Targeted Investment 
Programs 

Sponsor/Manager(s): Bureau of Asset Management, Office of the 
Comptroller, New York City. 

Pension Fund and Other Participant(s): New York City pension plans 
established for a range of municipal government and public employees, 
including the New York City Employees Retirement System, the Teachers 
Retirement System, the New York City Police Pension Fund, Subchapter 2, 
New York City Fire Department Pension Fund, Subchapter 2, and the New 
York City Board of Education Retirement System. 

Location: New York, New York. 

Total Assets Under Management: Approximately $1 billion. 

Year of Inception: The first targeted investment program was implemented in 
1981. 

With collective assets totaling over $100 billion, led by the $41 billion New York City 
Employee Retirement System (NYCERS), New York City’s five major public sector 
pension funds have been highly active in the local economy for over three decades. In so 
doing, they have contributed substantially to urban development and jobs – with the 
support of their fiduciary manager, the Bureau of Asset Management, in the municipal 
government’s Office of the Comptroller – by sponsoring a series of targeted investment 
programs that are unique, even in this international financial centre and home to the New 
York Stock Exchange and some of the world’s largest banks. 

Early on, NYCERS and the other pension funds determined to give priority to strategic 
investing that closed gaps in the city’s otherwise massive flows of capital.  This includes 
“red-lined” communities, or inner-city neighbourhoods (e.g.,, Harlem), where household 
incomes fall well below the local median and which have been neglected by some 
privately-owned financial institutions. Concerned about the need to revive these 
neighbourhoods, the five funds devised a matrix of programs aimed at spurring growth 
and development at the local level, including financing for housing stock, infrastructure 
and physical plant, social facilities and small and medium-sized companies, as well as aid 
directed to special needs populations in New York City. 

Several of the earliest and most innovative of these initiatives reflect partnerships with 
the Community Preservation Corporation (CPC), an organization established in 1974 to 
finance affordable housing by drawing on supply from banks, insurance companies and 
other sources. Beginning in 1984, New York City pension funds joined in this effort, 
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with NCYERS, the New City Police Pension Fund and the Teachers Retirement System 
supplying forward commitments to buy loans that would, in turn, back the rehabilitation 
of multi-family rental accommodation, as well as some retail properties, in low and 
middle-income neighbourhoods.  Such activity, which totaled $385 million in 2000, is 
fully-insured by Fannie Mae and state mortgage guarantor agencies. 

Later on, this model of pension fund-leveraged, publicly-guaranteed loans was extended 
to broaden capital supply for CPC-like investments.  For ten years, the Bureau of Asset 
Management has directly administered the $140 million Public-Private Apartment 
Rehabiliation (PPAR), a program also aimed at improving rental apartment and 
commercial space in moderate-income locales, by stimulating increased resources from 
New York City’s commercial and savings banks.  With forward commitments for 
permanent financing from NYCERS, PPAR ensures origination of the necessary 
construction loans from such participants as Chase Manhattan Bank.  Among recent 
projects realized to a significant degree by PPAR was the 2000 conversion of the 
Manhattan-based Kenmore Hotel into a 326-unit residence for the homeless or persons 
living in poverty, who, as tenants, will also benefit from on-site services and access to 
health care and other social assistance.  Millions of PPAR-expedited dollars have also 
been injected into childcare facility renovations, such as was achieved for Brooklyn’s 
Saint Marks Daycare Center and the Merrick Daycare Center in Queens in 1999. 

By similar means, CPC and PPAR have also collaborated on over $77 million in 
financing for construction or refurbishing of stores and services that will expand 
economic opportunities in disadvantaged locales.  Other targeted investing has focused 
on developing certain types of properties, such as co-operatives and historic mixed-use 
buildings, as well as promoting home ownership among low-income families. In 
addition, the Police Pension Fund helped introduce a $50 million Small Business Loan 
Program for close to 90 borrowers, whereby shares of federal government-guaranteed 
term loans (up to 90%), originating with banks and other lending institutions, are 
purchased. 

To date, over $1 billion had been committed or disbursed by New York City pension 
funds through combined CPC, PPAR and other programs. 

Collateral Benefits Achieved: According to the Bureau of Asset Management, targeted 
programs undertaken by New York City pension funds have financed nearly 24,000 
housing units and hundreds of thousands of square feet of commercial real estate in low 
and middle-income communities. No estimate has been made of cumulative job creation 
impacts. 
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2. CDP Accès Capital 


Sponsor/Manager(s): The Caisse de dépôt et placement du Québec (CDP). 

Pension Fund and Other Participant(s): Several Quebec pension funds, 
including the Government and Public Employees Retirement Plan(s) of 
Quebec, the Quebec Pension Plan, the Supplemental Pension Plan for 
Employees of the Quebec Construction Industry, municipal pension funds, 
and other public compensatory and insurance funds, the assets of which are 
invested by CDP. 

Location: Accès Capital has offices in 11 regions across Quebec and one in 
New Brunswick.  CDP’s head office is in Montreal, Quebec. 

Total Assets Under Management: $107 million. 

Year of Inception: 1996. 

Quebec has a unique tradition of mobilizing capital resources at the local level for 
investment in new and developing small and medium-sized companies – and one that 
includes all major privately-owned and government financial institutions in the province, 
including the Quebec pension money manager, the $125 billion-plus Caisse de dépôt et 
placement du Québec (CDP).  One example was Sociétés régionale d’investissement, a 
network of regional pools operating in the early 1990s, based on a partnership between 
CDP, the Quebec government and three other financial institutions, including the Fonds 
de solidarité des travailleurs du Québec (FTQ). 

In 1996, CDP determined to establish its own network to act as an independent arm of its 
Private Investments Group, which manages term lending, venture financing and other 
forms of private placement for CDP, in and outside of Quebec.  This program, titled CDP 
Accès Capital, was intended to extend the reach of investment activity into urban and 
rural communities in Quebec, find investment opportunities, and thereby assist the 
economy and jobs at the local level. 

Accès Capital uses an array of financial instruments and resources to advance local 
economic development.  For example, staff in individual Accès Capital offices receive 
small business plans and offer financing, usually within a spectrum of $50,000 to 
$2 million, much of which is satisfied using term loans.  The required credit analysis, 
account management and risk control are functions CDP has mastered internally over 
time – a remarkable achievement for a pension fund organization.  Borrowers dealing 
with Accès Capital tend to be well-established companies, at different stages of growth or 
development, in manufacturing, service and retail sectors that are indigenous to a given 
Quebec region. 

As in most communities where family-owned companies are prevalent, a major strategic 
focus of Accès Capital is succession financing which permits the transfer of firm 
ownership from aging founders to younger family members or new management in 
Quebec. Such activity is especially vital to rural and remote communities where the 
economic base is not diversified. 
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Accès Capital also supplies venture financing, frequently to start-up or early stage 
companies in non-traditional sectors, and particularly those whose products are 
innovative in nature or suggest considerable value-added to production. Particular 
attention is given to new business formations that have successfully passed through 
recognized enterprise development centres or incubators, such as Inno-Centre Québec, or 
whose owners/managers have otherwise obtained mentoring from seasoned 
entrepreneurs. 

Accès Capital also acts as a link between local Quebec businesses and the full line of 
commercial support services made available by CDP and its partners at home and abroad. 
For instance, when firms in the network’s aggregate portfolio demonstrate significant 
growth, or otherwise require debt or equity financing of greater amounts, Accès Capital 
often partners with other subsidiaries in the Private Investment Group, such as the 
technology investors CDP Sofinov and CDP Capital Communications, or those that 
specialize in certain traditional sectors.  Along these lines, Accès Capital and Sofinov in 
2000 jointly created the $30 million-InnovAccès, a vehicle which seeks to further 
advance high growth opportunities found in different communities across Quebec.  For 
export-oriented firms backed by Accès Capital, there are also CDP Capital International 
and Group Expordev, which together foster co-investments and strategic alliances 
facilitating entry into markets overseas.  More recently, a network-specific source of 
global economic leverage has been initiated in the form of Accès Capital International. 

Since its inception, Accès Capital has established offices in 11 Quebec regions – Abitibi-
Témiscaminque, Bas-St. Laurent, Centre du Québec, Estrie, Gaspésie-Les-Illes, Laval
Laurentides-Lanaudiére, Montérégie, Montréal, Outaouais, Québec and Saguenay-Lac 
St-Jean – all of which were supplied with an initial pool of $10 million.  Interestingly, 
CDP has opened an 12th office in Moncton, New Brunswick, to expedite CDP investment 
throughout Atlantic Canada. 

Between 1996 and today, combined regional offices under the Accès Capital program 
have financed 134 Quebec-based companies in investments totaling close to 
$107 million.  Over half of investments were in the manufacturing sector, while close to 
one-quarter were in financial services, 6% in consumer products and distribution sectors, 
respectively, and the balance in real estate, transportation, communications and forest 
products. One example of an existing investee firm (since 1997) is ID Group of 
Chicoutimi, Quebec, a research-intensive and export-oriented designer of specialized 
computer software, which in 2000 received a supplementary $1.5 million from Accès 
Capital in a deal done with another subsidiary, CDP Capital d’Amerique. 

Collateral Benefits Achieved: An evaluation of the regional economic and employment 
benefits of CDP Accès Capital track record has not been conducted as yet. 
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3. New Brunswick Investment Management Corporation – 
Private Placements 

Sponsor/Manager(s): The New Brunswick Investment Management 
Corporation (NBIMC). 

Pension Fund and Other Participant(s): Several New Brunswick pension 
plans, including the New Brunswick Public Service Superannuation Plan, the 
New Brunswick Teachers Pension Plan and the Pension Plan for New 
Brunswick Provincial Court Judges, the assets of which are administered by 
NBIMC. 

Location: Fredericton, New Brunswick. 

Total Assets Under Management: Over $73 million in private placements. 

Year of Inception: 1996. 

The New Brunswick Investment Management Corporation (NBIMC) is a crown agency, 
established by provincial legislation in the mid-1990s to invest on behalf of public sector 
pension funds. As such, NBIMC resembles in origins and design the Caisse de dépôt et 
placement du Québec (CDP) and the British Columbia Investment Management 
Corporation, as well as numerous American money managers of state-based funds.  And 
while overriding criteria for investing remain fiduciary obligations and risk-adjusted 
returns, also like its counterparts, NBIMC identifies “economic development” at the local 
level as a factor for consideration. 

One feature distinguishing NBIMC from other statute-initiated pension money managers 
is its location in a small Maritime province (over 700,000 in population) that historically 
has dealt with major impediments to mobilizing capital resources for productive, job-
creating investment.  To ensure a tangible impact on the local economy, NBIMC has 
ear-marked 2% of assets as a long-term disbursements goal for private investment 
activity. Such activity will primarily reach, and should improve financing conditions for, 
new and developing small and medium-sized firms, as well as other private placement 
targets, such as infrastructure and public works, in communities in New Brunswick and 
Atlantic Canada. 

Of this long-term allocation, I% is geared to private equity, some of which will be 
channeled into venture capital transactions, with the balance in debt or quasi-debt 
financing, such as term lending and mezzanine financing.  In the majority of cases, 
private placements are conducted as syndications, to share due diligence and the costs 
and risks of deal management.  In addition, no single financing is permitted to assume 
more than 0.5% of total NBIMC portfolio assets. 

At over $6 billion in assets, NBIMC has quickly become the largest institutional investor 
in the Atlantic provinces, while its private investment strategy suggests a potential, 
alternative model for promoting economic growth and jobs in the region. Indeed, its 2% 
disbursements objective may well help form a “critical mass” of capital supply for this 
purpose in the near future. 
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At this juncture, portfolio evolution is in its very early stages, with NBIMC officials 
investigating a range of business opportunities in both traditional and technology sectors 
in Eastern Canada. Part of this exercise involves evaluating the region’s comparative 
advantages and prospects for adding value in indigenous manufacturing, resource or 
service sectors, as well as the nature of local entrepreneurship and innovative capacity. 
With regard to the latter, NBIMC foresees high growth spin-offs from its province’s 
nascent communications and networking sector, driven to some extent by the recent 
introduction of call centers to Fredericton, Moncton and Saint John.  In this case, venture 
financing may be expedited through co-investments with local angel investors or such 
regionally-active institutions as ACF Equity Atlantic, the Business Development Bank of 
Canada, CDP or one of several labour-sponsored venture capital corporations. 

This said, in early 2001, the NBIMC portfolio consisted of around a dozen investments in 
New Brunswick-based companies, totaling close to $73 million at-cost.  All of these 
involve privately-placed debt or equity, with the exception of a handful of publicly-listed 
small-cap firms. 

One of earliest of these NBIMC initiatives (1998) was bond purchases to help in 
financing major infrastructure development of the 195-kilometer highway along the 
Fredericton-Moncton corridor.  This project was a collaboration with the Maritime Road 
Development Corporation and financial partners, expected to create over 20,000 
construction and affiliated jobs. 

Collateral Benefits Achieved: No internal or independent analysis of the economic and 
job effects of cumulative private placements by NBIMC has been undertaken as yet. 
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Conclusion 
The everyday business of institutional investing often generates “collateral benefits”, or 
positive effects in the economy that are ancillary to the primary aim of obtaining optimal 
earnings in a prudent manner. 

In the majority of instances, collateral benefits will happen incidentally, meaning that 
while pension funds and other institutional investors have allocated assets solely in the 
pursuit of financial returns, they have inadvertently created non-financial ones.  These 
can include growth or jobs, among other social goods.  Of course, being incidental 
doesn’t make benefits any less valuable. 

The attraction of targeted investment programs developed in Canada and the United 
States is that the considerable assets of large institutional investors can be directed 
strategically so as to bring specific benefits to targeted communities, populations and 
economic sectors. Thus, the successful targeted program can be seen as both a financial 
instrument that achieves market-grade returns and as a tool of social and economic 
development. 

Economically targeted investments, or ETIs, are an American invention, and as such is 
most widely practiced in capital markets in the United States. Nonetheless, Canadian 
institutional investors, including some of the larger public sector pension funds, are 
beginning to venture into this field.  

As illustrated by the examples profiled in this report, targeted investing may bring 
optimal returns to institutional investors. At the same time, such investments may, for 
example, contribute to bridging financing gaps that hinder the growth of small companies 
in technology sectors (CDP Sofinov; Western Technology Seed Investment Fund) or 
provide much-needed capital to small businesses, either to finance critical 
"modernization" activities such as restructuring, consolidation, turnaround, 
modernization, and so on (Texas Growth Fund) or to rescue viable firms, often with 
unionized workforces (KPS Special Situations Fund). 

So, too, may targeted investing add value to local economic and/or social development, 
including affordable housing (Concert Real Estate Properties and Mortgage Fund One of 
British Columbia), support for local development (New Brunswick Investment 
Management Corporation), or job creation (virtually all examples). As stated earlier, 
addressing community economic development through targeted investing implies 
enormous strategic challenges.  Given the barriers that pension funds and other 
institutional investors face to engagement in private investment activity of varying 
degrees of risk, such as term lending, venture financing and other types for privately-
placed debt and equity, it is hard to fathom how they take the additional step of entering 
local sub-markets. Nonetheless, several pension funds with considerable experience in 
private capital markets have taken this step, if only quite recently in most instances. 

In Canada, there is growing interest in labour, management, and public policy circles 
about the role institutional investors could play in the Canadian economy. Indeed, 
trusteed pension funds form the second largest pool of capital in this country’s financial 
system, after the banks. Pension funds and other institutional investors cannot help but 
register an impact, one way or another, on Canada’s ability to convert savings into 
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productive investment and capital formation that, in turn, generate economic output, jobs 
and incomes. 

Pension funds, however, face significant institutional barriers that limit their participation 
in private investment activity of varying degrees of risk. These barriers, which are 
discussed in detail in an earlier report by the Canadian Labour and Business Centre 
(Prudence, Patience and Jobs: Pension Investment in a Changing Canadian Economy, 
CLBC, 1999) and summarized in this report, merit urgent attention at the public policy 
level as well as by the institutions themselves, as such activity is closely linked to growth 
and productivity in Canada’s fast-changing economy. 

Moreover, given the many public policy implications of greatly enhanced institutional 
clout, the federal government would do well to pay close attention to the role such 
investors could -- and probably will -- play as investors in the economy. 

38 



	Cover Page
	Table of Contents
	Introduction
	The Rise of Institutional Investors
	Institutional Barriers to Investing in the Economy
	The Concept of Targeted Investing
	Targeted Investing in Canada?

	Targeted Investing:�Case Profiles
	I.	Investing in Small Business and Traditional Sectors
	II.	Investing in Emerging Technology Sectors
	III.	Investing in Housing and Real Estate
	IV.	Investing in Local Economic Development

	I.	Investing in Small Business and Traditional Sectors
	1.	Invest in Wisconsin Program – Private Placements
	2.	PERA of Colorado and the Colorado Housing and Finance Authority’s ACCESS
	3.	Texas Growth Fund
	4.	KPS Special Situations Fund

	II.	Investing in Emerging Technology Sectors
	1.	California Emerging Ventures
	2.	Massachusetts PRIT, MTDC and Commonwealth Capital Ventures
	3.	CDP Sofinov
	4.	BCIMC and the Western Technology Seed Investment Fund

	III.	Investing in Housing�and Real Estate
	1.	AFL-CIO Housing and Business Investment Trusts
	2.	Concert Properties and Mortgage Fund One

	IV.	Investing in Local Economic Development
	1.	New York City Pension Funds – Targeted Investment Programs
	2. CDP Accès Capital
	3.	New Brunswick Investment Management Corporation – Private Placements
	Conclusion


