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This case was written solely to provide material for learning. It does not illustrate either effective or
ineffective handling of a managerial situation. Certain names and identifying details are fictionalized.

Quick Facts
Canada’s nonprofit and charitable sector contributes over $192 billion annually to the economy,
representing 8.3% of GDP.
The sector employs 2.5 million people, more than the manufacturing or transportation industries.
There is increasing interest in earned revenue models across the social sector, with many
nonprofits exploring hybrid models to strengthen long-term sustainability.
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Introduction
In April 2024, an Executive Director of a nonprofit based in Calgary, was facing a pivotal decision.
Over the last decade, the nonprofit had developed numerous programs funded by diverse grants
addressing digital literacy, youth entrepreneurship, and community innovation. In recent years, its
social enterprise, which is a platform providing discounted software and tech solutions for
nonprofits, had grown exponentially, now generating over $1 million annually.

Yet, despite the success, the executive team was grappling with strategic uncertainties. The social
enterprise operated under the umbrella of its larger nonprofit, effectively subsidizing its other
mission-driven programs. The  board was now questioning whether they should remain integrated
within the non-profit or be spun off into a separate legal entity. This raised significant considerations
around financial management, CRA regulations, operational efficiency, and long-term sustainability.

This case explores the critical decision-making points nonprofits face when deciding if and how to
spin off social enterprises, balancing mission integrity, regulatory compliance, and growth
opportunities.



From Vision to Reality
This community-based organization began as a grassroots nonprofit aiming to bridge the digital
divide in marginalized communities across British Columbia. The Executive Director, whose
background was in community economic development, emphasized creating impactful and
sustainable programs, often funded through multiple grants from provincial and federal
agencies.

By 2020, the organization had diversified significantly, running youth entrepreneurship training,
digital literacy workshops, and innovation incubators funded by multiple sources including the
Government of Canada, Community Foundations, and corporate sponsors. Each program had
robust tracking and reporting requirements aligned with grant stipulations, showcasing
transparent and accountable financial management practices.

The Birth and Expansion of the Social Enterprise 
In 2017, identifying an unmet need for affordable technological solutions in the nonprofit sector,
the ED piloted a social enterprise idea within the larger nonprofit. Modeled similarly to TechSoup
Canada, the organization sourced software donations and secured discounted licenses from
major tech firms, redistributing them at significantly lower costs to nonprofits across Canada.

Initially modest, the social enterprise initiative quickly gained traction due to its clear value
proposition and effective execution. Revenues grew rapidly from $100,000 in the first year to
surpassing $1 million annually by 2023. Profits generated directly supported the nonprofit’s
mission-driven programs, creating financial sustainability and reducing dependency on uncertain
grant funding.
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Navigating CRA Regulations and Financial Accountability
The Executive Director frequently fielded questions from nonprofit leaders about the legality of
revenue-generating activities within nonprofits. The organization operated safely within Canada
Revenue Agency (CRA) regulations because its revenues directly funded its charitable activities,
reinforcing the nonprofit’s core mission and vision.

Under CRA rules, nonprofits must demonstrate that revenue from social enterprises supports the
organization's charitable purposes. The ED regularly consulted with financial experts to ensure
compliance, meticulously documenting the flow of revenues into program budgets and maintaining
transparent financial records.

However, growing revenues from the social enterprise initiative raised questions about accounting
and financial transparency. The board wondered if independent financial structures or distinct entities
could simplify reporting, reduce perceived financial risks, and enhance operational clarity. 
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Strategic Crossroads: Integrated or Independent?
By early 2024, the ED and the Board faced critical decisions:

Keeping the social enterprise initiative integrated maintained simplicity, ensured mission
alignment, and leveraged existing infrastructure and staffing.
Separating the social enterprise initiative into a new legal entity could clarify financial reporting,
potentially attract impact investment, mitigate risk exposure, and allow greater entrepreneurial
flexibility.

Yet, spinning off posed significant challenges. Separate incorporation meant additional administrative
burden, creating a new Board of Directors, increased complexity in accounting and legal compliance,
and risked diluting the organizational mission. The ED was concerned about whether the change
would create confusion among funders and partners, impacting long-term stability and credibility.

The ED recalled case studies of organizations like the Centre for Social Innovation, which had
successfully kept social enterprises integrated, contrasting with others who faced complexities 
post-spinoff.
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Decision Point
Sitting in her office, the ED reviewed feedback from staff, legal advisors, and accounting consultants.
She knew the decision would profoundly impact the non-profit’s trajectory. She considered:

Would spinning off the social enterprise initiative enhance clarity and future growth potential or
merely create unnecessary complexity?

Could remaining integrated inhibit the social enterprise’s growth and innovation?
What would stakeholders—funders, board members, and community partners—perceive as most
effective and mission-consistent?

As she prepared for the decisive board meeting, the ED knew she had to articulate clear
recommendations, supported by strategic, financial, and regulatory justifications.



Discussion Questions
1.What are the primary considerations nonprofits should evaluate when deciding

whether to spin off a social enterprise?
2.How can nonprofits ensure compliance with CRA regulations while maximizing

social enterprise revenues?
3.What financial and operational impacts should nonprofits anticipate when spinning off social

enterprises into separate entities?
4.How can nonprofit leaders effectively communicate and manage stakeholder expectations

during strategic transitions?

Detailed Considerations and Answers for Structure
1) Primary Considerations for Spin-off Decisions

Mission alignment: Evaluate how separation affects organizational mission.
Financial clarity: Consider benefits of clear, separate financial statements.
Risk management: Assess legal and financial risks associated with independent entities.
Administrative complexity: Understand additional operational burdens.

2) Ensuring CRA Compliance:
Clearly document revenue allocation to charitable programs.
Engage regular professional audits for transparency.
Maintain robust financial controls and clear documentation demonstrating mission-driven 

       revenue use.

3) Financial and Operational Impacts of Spinning-off:
Initial increased costs in legal, accounting, and administration.
Potential enhanced clarity and attractiveness to impact investors.
Risks of mission drift and loss of brand coherence.
Required development of independent governance structures and systems.

4) Communicating and Managing Stakeholders:
Transparent communication highlighting clear rationale and expected outcomes.
Stakeholder engagement through consultations and discussions.
Ongoing education on regulatory, financial, and strategic implications.
Demonstrating long-term strategic alignment and benefit clearly.
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