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In February 2024, Millani published its eighth Institutional Investor Sentiment Study,! where it observed a desire by capital
markets to understand and measure the impact of organizations, an increased interest in double materiality assessments and
generally, a move towards impact.

Several strategies exist as mechanisms to support this move towards impact. One such approach steadily gaining traction is that
of blended finance. This paper helps shed light on this concept, as well as key insights shared from the Blended Finance Summit
which took place in Toronto in February 2025.

What is blended finance?

Blended finance is a structuring approach that leverages public and philanthropic funds as catalytic capital to improve the risk-
return profile of sustainable development projects, with the aim of mobilizing greater private sector investment. This approach
enables organizations with diverse objectives to co-invest, aligning their efforts to achieve financial returns, social or environmental
impact, or a combination of both.?
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Source: UBS Group AG, The Power to Scale Impact, December 2024.

The concept is relatively recent, but the idea of merging public and private finance particularly used by international development
institutions and regional development banks surfaced in the 1950s. In the 2010s and 2020s, the rise of impact investing and
the initiative from muiltilateral development banks, governments and philanthropic organizations to create dedicated facilities and
frameworks have supported blended finance initiatives.?

In terms of the current size of the market, according to its 2024 State of Blended Finance report, Convergence — the global network
for blended finance — reports that cumulative blended finance transactions have reached a total deal volume of USD $213 billion.
Over the past decade, the market has averaged approximately 85 deals annually, with a median yearly financing volume of
USD $15 billion. Notably, activity has accelerated in recent years, with an annual average of 122 deals recorded between
2021 and 2023.%

As far as mechanisms to support sustainable development go, blended finance is anticipated to remain an important lever. The
United Nations’ 2024 Financing for Sustainable Development Report: Financing for Development at a Crossroads underscores
the urgency of mobilizing financing at scale to bridge the widening gap in funding the Sustainable Development Goals (SDGs), now
estimated at USD 4.2 trillion annually, compared to the USD 2.5 trillion gap reported prior to the COVID-19 pandemic.®

1. Millani, 8th Semi-Annual ESG Sentiment Study of Canadian Institutional Investors, February 2024.
2. Convergence, Blended Finance 101.

3. UBS Group AG, The Power to Scale Impact, December 2024.

4. Convergence, State of Blended Finance 2024, April 2024.

5. United Nations, Sustainable Development Goals, April 2024.
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https://www.millani.ca/_files/ugd/66e92b_f15bc0c6b93b4b81bcc84af26194f6a3.pdf
https://www.convergence.finance/blended-finance
https://www.convergence.finance/api/file/386e78d174d1503541a108985609db42:4bf0e900b97636c30234437cdb9a7189075ceaae269f971a523b341c9613310167e9c48c76fe8e65d3ce25283c79e7ee0fee90071031ae3f12f7e850cf5445c1f7cf72d6bddb5fd99018ac5e55a73f87b2ab3cf177dbc70ce028209589b9fc315678f5827bd3be9bfdb44784b928b57fb287c903801f422ccb21fb6809df0f56c682fab12bb30ccaedc17c3254f7e149ca794020fed741f31fcbfca83b7b217f
https://www.convergence.finance/api/file/8cec105a8a19259c717c76a57d9afec3:fd5ee8f16a015a67b5d769bf6bc6a463d6df072837102dcce9e5de2aa1147d3918585489cbcffe0dbfab4df30bcdd66307d880e77b8a89308cded16b9caaa57c7eb17927264ab1d53c63827d29cd69d8a8087686a46c34be8a7fb96cd7d040a11ff25a751dc648c6222efe9acd16be8155caa5a9e002eae80b6f4bf1bc634610f914f2be2fc3be6581b85c172838236a
https://www.un.org/sustainabledevelopment/blog/2024/04/press-release-fsdr-2024/#:~:text=The%202024%20Financing%20for%20Sustainable,before%20the%20COVID%2D19%20pandemic.
https://www.convergence.finance/api/file/386e78d174d1503541a108985609db42:4bf0e900b97636c30234437cdb9a7189075ceaae269f971a523b341c9613310167e9c48c76fe8e65d3ce25283c79e7ee0fee90071031ae3f12f7e850cf5445c1f7cf72d6bddb5fd99018ac5e55a73f87b2ab3cf177dbc70ce028209589b9fc315678f5827bd3be9bfdb44784b928b57fb287c903801f422ccb21fb6809df0f56c682fab12bb30ccaedc17c3254f7e149ca794020fed741f31fcbfca83b7b217f
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Understanding the role of impact investing in blended finance

Impact investing sits under the broader scope of Responsible Investing and plays a key role in the blended finance ecosystem.
Responsible investment encompasses a wide range of approaches, from screening out sectors, to integrating environmental,
social, and governance (ESG) considerations, to using shareholder influence to drive change. Impact investing is an investment
approach sitting at the most proactive end of this spectrum. It involves placing capital into organizations, funds, or projects with
the explicit intention of generating measurable social or environmental benefits alongside financial returns. Impact investors tend
to participate in blended finance structures,® often providing the initial flexible or risk-bearing capital that allows deals to come
together.

This investment approach is defined by four key characteristics. First, intentionality, which refers to the deliberate aim of generating
positive social or environmental impact through investment. Second, measurability, which requires that outcomes be tracked
and reported using defined indicators, ensuring transparency and accountability. Third, financial performance, which remains
an essential component, with investments targeting financial returns that may range from below-market to at-market or even
above-market levels. Finally, additionality, which emphasizes that the impact achieved must be a direct result of the investment
— outcomes that would not have occurred without it.

and select

This approach has been gaining traction among foundations, high-net-worth individuals, and increasingly, retail

institutional investors who seek alignment between their organizations’ values and their portfolios.

Overview of instruments used in blended finance

Going back to an overview of the blended finance ecosystem, the following table summarizes commonly used instruments in
blended finance structures, organized into five broad categories. Each includes examples, common use cases, expected financial

characteristics, and practical considerations:’

Category Examples of instruments Typical applications Risk/return profile Key benefits or challenges
Grants, technical Early-stage Unlocks innovation and enables
. . assistance, repayable development, capacity No financial return / experimentation; but is not sustainable
Philantropic S . . , ,
grants, venture building, research high catalytic value without follow-on capital or long-term
philanthropy pilots funding mechanisms
Altemahvg underwriting, . . Offers flexible repayment options
concessionary rates, Scaling social . ) .
: | : . Moderate return / linked to revenue; may require patient
Debt flexible terms, mezzanine/ enterprises, managing AR . )
) : ) medium impact lenders willing to accommodate variable
subordinated debt, working capital
repayment schedules
revenue-based loans
Redeemable shares, Enables long-term ownership and
) Market or below- . ) o
. preferred equity, Early-stage and growth . alignment of interests; requires investor
Equity ; . ; market return / high : .
concessionary equity, SAFE capital ) patience and can involve complex
; impact ; }
notes, VC equity governance considerations
Reduces downside risk for private
investors, making deals more attractive
Leverage Loan guarantees, first-loss Attracting private T and feasible for commercial financing;
. o . . . Varies; indirect return . :
mechanisms capital, insurance capital, risk reduction requires careful structuring and strong
partnerships to ensure credibility and
proper execution
Community or employee
ownership, supply chain . Encourages focus on outcomes and
. ) s . Incentivizing - = ; .
Innovative financing, impact-linked } Conditional or accountability; can be resource-intensive
y ) measurable impact, ;
finance finance, outcome-based . outcome-based returns to structure, implement, and measure
. shared risk models .
contracts, community and effectively
impact bonds

6. Convergence, Blended Finance 101.
7. Built leveraging information from Spring, Blended and Catalytic Capital: Elevating the Work, February 2025.
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An effective blended finance approach often relies on combining several of these tools to create the right structure for a specific
project, depending on the stakeholders involved, the maturity of the investee, and the intended outcomes.

Blended Finance Summit: Key insights and trends

On February 20 and 21, 2025, over 130 professionals from philanthropy, finance, government, and the social impact sector
convened in Toronto for the Blended Finance Summit. The event offered a platform for participants to share experiences and
challenges, explore tools, and engage in dialogue about unlocking capital to support initiatives where conventional finance may
not be present. The summit brought forward a set of important insights into how blended finance is being applied in practice, the
conditions that support its success, and the complexities of coordinating diverse capital sources in pursuit of shared impact goals.

One key insight of the event was the strategic use of concessional capital.® It was discussed that grant funding and subsidies
should be deployed carefully and sparingly to avoid inefficiencies and market distortion. Participants also emphasized that risk-
sharing is critical, noting that mechanisms such as guarantees or first-loss capital can help crowd in private investors when they
are clearly structured and aligned with performance expectations. Another recurring theme was that blended structures often
evolve over time as many models take shape organically during due diligence rather than being branded as blended from the
outset, as doing so prematurely can deter traditional investors. Importantly, market viability must also be demonstrated. While
blended finance plays a role in supporting early innovation, there is a shared expectation that these models should progress toward
financial sustainability in the medium to long term. Lastly, participants highlighted the importance of tailoring financial tools to
context, emphasizing that effectiveness depends on matching structures to the unique needs, timelines, and operating realities
of the investee.

Looking ahead

The Blended Finance Summit offered key lessons that can serve as important guideposts for continued progress in the ecosystem. A
central theme was the value of creating dedicated forums for ecosystem-building and matchmaking, with participants emphasizing
the importance of regular, intentional spaces where funders, intermediaries, and practitioners can connect. These forums help
surface new opportunities, share insights, align expectations, and forge partnerships that might not otherwise materialize.

Another priority was the establishment of consistent impact measurement frameworks and shared language, as standardizing
how outcomes are defined, measured, and reported is critical for building trust, simplifying reporting, and enabling effective
collaboration. Participants also called for expanded access to skilled intermediaries who can structure and manage blended
finance and catalytic capital transactions. These professionals play a crucial role in designing viable deals, sourcing appropriate
capital, and managing investor relationships, and increasing their availability is key to scaling financing efforts.

Lastly, there was strong recognition of the importance of designing catalytic tools — such as guarantees and first-loss capital — that
can attract traditional investors by mitigating risk. However, such tools must be deployed responsibly, ensuring accountability and
avoiding long-term reliance.

Blended finance represents one of several approaches being used to align different sources of capital toward sustainable
development objectives. As the landscape develops, greater clarity around structures, roles, and impact measurement may support

informed decision-making for stakeholders exploring this area.

8. According to Convergence Capital, concessional capital is when: “public or philanthropic investors provide funds on below-market terms within
the capital structure to lower the overall cost of capital or to provide an additional layer of protection to private investors”.

About Millani

Millani provides responsible investing, sustainable finance and sustainability advisory services, including ESG and impact integration and engagement strategies,
through both a financial and a double materiality lens, to both investors and corporates.

For the past 16 years, Millani has become the partner of choice for institutional investors and corporations alike. By providing advisory services on integrating
material sustainability/ESG issues into investment strategies and decision-making processes, Millani helps reduce risks, increase returns and create value. Millani
also regularly develops leading thought leadership on investor and disclosure trends. The firm leverages this expertise and experience to help corporations,
both public and private, create strategies, engage with stakeholders and strengthen their disclosures, supporting the organizations in their access to capital and
optimization of market value.

Millani’s success is founded on a bespoke, client-centric approach that focuses on material issues, practical implementation, and independent advice. Our
extensive capital market experience and unparalleled expertise in sustainability/ESG, and its connection to value creation, position Millani at the nexus between
investors and companies - making us unique in the Canadian market.

o
For more information, contact us at info@millani.ca or visit our website: www.millani.ca °
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