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Ottawa, Canada K1A 0H5

Minister of Industry Ministre de lʼIndustrie

It is my honour to present to Parliament the Canada Small Business Financing (CSBF)
Program Annual Report for 2008–09, pursuant to section 20 of the Canada Small Business
Financing Act.

For many businesses and for the Canadian economy, this past year was difficult owing in
part to an unprecedented tightening of credit markets. This report details how Industry Canada,
working in partnership with lending institutions across the country, helped small and medium-
sized enterprises (SMEs) access over 7800 loans worth more than $916 million last year, leading
to the creation of more than 16 900 jobs in Canada.

Small and medium-sized businesses are dynamic and drive economic growth and job creation.
Budget 2009 continued the Government of Canada’s long-term economic plan made clear in
Advantage Canada. The Budget seeks to improve access to financing under the CSBF Program
by allowing Canadian businesses to obtain the financing they need to invest, grow and create
new jobs.

The CSBF Program is one of the government’s programs that encourages entrepreneurship in
SMEs. The program aims to ensure that firms with difficulty in accessing financing have a fair
chance to get the financing they need to start up, expand, enhance their productivity and
innovate. To further assist SMEs, Budget 2009 has increased the maximum eligible loan amount
under the CSBF Program and the limit for which lenders are reimbursed on losses for loans made
after March 31, 2009.

The Government of Canada recognizes and values the important contribution to our economy
made by SMEs and remains fully committed to helping them grow and prosper. This commitment
continues to be important given the changing national and international economic environment in
which Canadian businesses operate.

Tony Clement
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Highlights for 2008–09
Lenders granted small businesses loans worth more than
$916 million.
There were 7846 small business loans made under the Canada Small Business Financing Act. The
average loan size was $116 801. Small businesses used the funds to start up, make improvements,
purchase equipment and modernize.

$106.4 million in claims was paid to lenders.
There were 1979 claims on loans settled, averaging $53 787 per claim. These claims were for
loans registered during the period of 1999–2009.

Start-ups and new businesses received the largest share of
available financing.
Start-ups and new businesses borrowed more than $550 million, or 60 percent of the total loan
value. The largest industry sector was food and beverage services with 33 percent of the total
loan value.

More than 16 900 new jobs were created.
Borrowers estimated that the loans enabled them to create 16 908 new jobs across Canada, an
average of 2.2 new jobs per loan.

Lending is available in every province and territory.
A total of 1139 private sector lenders — in every province and territory — are eligible to
participate in the program to extend financing to small businesses.

The Canada Small Business Financing Program website
continues to be popular.
The Canada Small Business Financing Program website recorded 184 929 visits and is one of
Industry Canada’s most visited sites, evidence of a high level of interest in access to financing.
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The purpose of the Canada Small Business Financing (CSBF) Program is to help small and medium-
sized enterprises (SMEs) get access to financing that they may otherwise have difficulty in obtaining.
By sharing the burden of risk on loans, the Government of Canada and private sector lenders are able
to increase the amount of financing extended to small businesses.

Nature of the CSBF Program
The CSBF Program facilitates loans up to $250 000 (as of April 1, 2009, this increased to
$500 000 of which a maximum of $350 000 can be used to finance the purchase of equipment
and leasehold improvements) made by lenders to SMEs in Canada. A loan registered under the
program must satisfy certain requirements (see Section 2 “Key Program Parameters”).

Loans under the program are available for the financing of real property and equipment and for
leasehold improvements. The assets financed must be used to carry on business in Canada.

The Role of the Federal Government
Industry Canada administers the CSBF Program, registers loans, collects fees and pays lenders
eligible portions of losses on defaulted loans. However, the CSBF Program does not approve the
borrower loan applications and is not involved in the administration of the loans. By registering
loans with the CSBF Program, lenders are entitled to submit claims to Industry Canada in the
event of default.

The Role of Lenders
Lenders include some 1139 chartered banks, credit unions and Caisses populaires. These lenders
provide service to Canadians in all provinces and territories.

Lenders are responsible for all credit decisions — approving the loans, disbursing the loan
proceeds, registering the loans with Industry Canada, administering the loans and, in the event
of default, realizing on the security. Each lender establishes its own lending criteria subject to the
requirements of the CSBF Program. Once the loan is approved, the funds that are advanced to the
borrower are the funds of the lender and not the government.

How Lenders Are Compensated on Defaulted Loans
When a loan is in default, the lender must realize all security taken for the loan before forwarding
its claim for loss to the CSBF Program, together with all the necessary documentation to justify
the claim. Once the lender’s information is analyzed and the claim is approved, the lender is paid
85 percent of its eligible loss. The claim can be adjusted or rejected if there is failure to comply
with program requirements.
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The CSBF Program operates according to the following major parameters.

Parameter Definition
Small business • for-profit Canadian businesses carried on in Canada
eligibility • annual gross revenues of $5 million or less

• excluded are farms and charitable or religious institutions

Assets financed • equipment
• real property or immovables
• leasehold improvements
• program registration fees

Maximum A borrower cannot have more than $250 000 in total loans and capital
financing amount leases outstanding under the CSBF Program. For loans made on or after

April 1, 2009, this maximum has been increased to $500 000 of which
a maximum of $350 000 can be used to finance the purchase or
improvement of equipment and the purchase of leasehold improvements.

Percentage of asset The maximum amount of financing available is 90 percent of the eligible
financed cost of the assets.

Maximum interest • Floating rate: the maximum is the lender’s prime rate plus 3 percent
rate (includes the 1.25-percent administration fee)

• Fixed rate: the maximum is the lender’s single family residential mortgage
rate plus 3 percent (includes the 1.25-percent administration fee)

Length of term The maximum term for any loan is 10 years from the date the first
principal payment is scheduled to be made.

Fees • A fee of 2 percent of the amount financed is paid at the time of
registration. This fee can be included in the CSBF loan.

• An annual administration fee of 1.25 percent is paid on outstanding loan
amounts. This fee may be included as part of the interest rate charged
on loans.

Loss-sharing ratio Eligible losses on loans are shared as follows: 85 percent government and
15 percent lender.

Cap on claims For each five-year period commencing April 1, 1999, the Government
of Canada’s obligation to an individual lender is to pay eligible claims
(i.e., 85 percent of the eligible losses) on defaulted loans up to a maximum
of the aggregate of:
• 90 percent of the first $250 000 in loans registered; plus
• 50 percent of the next $250 000; plus
• 10 percent of all loans in excess of $500 000 for loans made before
April 1, 2009 (12 percent for loans made on or after April 1, 2009).



Incrementality and Cost Recovery
The CSBF Program has two objectives: incrementality and cost recovery.

Incrementality means that SMEs have access to financing that otherwise would not have been
available to them or available only under less favourable conditions.

Research shows that new businesses and start-ups have the greatest difficulty of any business in
accessing capital.1 Therefore, an indicator of incrementality is the number of start-ups and new
businesses that receive loans. Over the period 1999–2009, these businesses borrowed on average
58 percent of the total loan value, a strong indicator that the program is achieving incrementality.

Cost recovery is the ability of the CSBF Program to balance the program’s costs (claims paid to
lenders) with its revenues (registration and administration fees). The program costs in this
equation exclude the salary and operating expenses for the program.

For the period of 2004–09, CSBF Program revenues amounted to $207.2 million while the total
claim expenses were $220.8 million resulting in a net cost of $13.7 million as at March 31, 2009.
For the first five-year period of the CSBF Program (1999–2004), expenses were $122.8 million
greater than revenues as at March 31, 2009. This difference in net cost is attributable to the
longer period over which claims have been paid for the first five-year period. Details of the
revenues and claim expenses on a year-by-year basis are outlined in Tables 1a and 1b in the
Appendix.

The extent to which the program is expected to meet its objective of cost recovery will be further
elaborated upon in the 2004–09 Comprehensive Review Report to be tabled in Parliament before
March 31, 2010.

Job Creation
Loans made to small businesses under the CSBF Program have resulted in increased employment in
Canada, an indication that SMEs continue to be engines of job creation. Information provided by
borrowers on the loan registration form enables the CSBF Program to measure the gross effect on
employment. In 2008–09, borrowers estimated that loans would help their businesses create a total
of 16 908 new jobs, or 2.2 jobs per loan. In the previous year, 2007–08, borrowers estimated job
creation at 2.3 new jobs per loan.
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3. Program Objectives and Impacts

1 Source: SME Financing Data Initiative, Key Small Business Financing Statistics, December 2006.
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4. Program Performance Analysis
4.1 Program Activity
The CSBF Program Directorate is responsible for the administration of the program (loans
component) and the Capital Leasing Pilot Project (CLPP). Although discontinued on March 31,
2007, the CLPP still generates claims and revenues from leases that were made on or before
March 31, 2007 (see Section 5 “Capital Leasing Pilot Project” for information on the CLPP).

The directorate employed 27 full-time staff and operated with an annual budget of about
$2.9 million. There were 3128 telephone, email and letter inquiries received through the info-line
and website from small businesses and lenders. The program’s website received 184 929 visits,
making it one of the most visited websites at Industry Canada.

The table below illustrates the loan and claim activities of the program for the last two years.
For details on an annual basis, refer to Table 2 in the Appendix.

From 1999 to 2009, there have been 113 850 loans made under the CSBF Program with a value
of over $10.4 billion.

CSBF Program Activity

TTrraannssaaccttiioonnss 22000088––0099 22000077––0088

NNuummbbeerr VVaalluuee NNuummbbeerr VVaalluuee
(($$000000)) (($$000000))

CSBF Program loans 7 846 916 428.1 8 930 987 663.9

CSBF Program claims 1 979 106 445.0 1 835 96 914.2

CLP Project claims 105 3 893.7 36 690.7
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*The CSBF Program began on April 1, 1999. Claims are typically submitted within three to four years after loans are
made. This explains the rising number of claims later in the life of the program.

For further details, see the Appendix, Table 2.
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Lending and Claim Volumes
In 2008–09, the value of loans made under the CSBF Program by private sector lenders was more
than $916 million. Although somewhat lower than last year, this represents a significant injection
of new financing for SMEs. Loans numbered 7846, about 12 percent less than the previous year
(see Figure 1a). Average loan size increased by 4.6 percent to $116 801. It took an average of less
than two days to register loans.

In 2008–09, 1979 claims were paid with a value of $106.4 million, averaging $53 787 per claim.
These claims were associated with defaulted loans registered during the 10-year period from
1999–2009 (see Figure 1b). The value of claims paid to lenders in 2008–09 rose approximately
9 percent from the previous year. The number of claims paid was about 93 percent of all claims
received from lenders. The CSBF Program rejected roughly 7 percent (153) of claims received,
which is consistent with the previous year. For the CLPP, 89 percent (105) of claims were
accepted during 2008–09. Provided all the necessary documentation was received from the lender,
it took an average of 23 days to process a claim.



The directorate received 18 appeals of decisions made related to the CSBF Program. Each appeal
is being considered in light of any additional information or clarifications. As of March 31, 2009,
these appeals were in the process of being reviewed.

Lending and Claims by Asset Type
Small businesses seek financing under the CSBF Program for equipment, real property and
leasehold improvements. Figure 2 shows the distribution of the total value of CSBF Program
loans and claims by asset type for 2008–09:

• The purchase of equipment accounted for the largest percentage of the total value of both loans
(45 percent) and claims (57 percent).

• Real property represented the smallest percentage of the total value of loans (20 percent) and
the total value of claims (10 percent).

• Leasehold improvements accounted for 35 percent of the total value of all loans and 33 percent
of the total value of claims.

7
CSBFA Annual Report 2008–2009

For further details, see the Appendix, Table 3.
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Loans and Claims by Province and Territory
In every part of the country, the CSBF Program serves Canadian small businesses through the
large network of private sector lenders. The program is driven by demand, and variations in its
use reflect choices made by lenders and borrowers.

In 2008–09, the provinces of Quebec and Ontario registered the largest share of the total loans
made under the CSBF Program, for a total of $632 million or 69 percent of the total value. The
majority of all Canadian SMEs operate in Ontario and Quebec. Ontario and Quebec together
accounted for $95 million or 89 percent of the total value of claims during 2008–09 (see Figure 3
and Table 4, in the Appendix, for further details).
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Figure 3: Percent of Total Value of CSBF Loans and Claims
by Province and Territory, 2008–09

Lending and Claims by Industry Sector
In 2008–09, the top four industry sectors by value were the following: food and beverage services
(33 percent), retail trade (15 percent), transportation and warehousing (7 percent), and
manufacturing (5 percent).

During this same reporting period, the value of claims paid to these sectors was as follows: food
and beverage services (35 percent), retail trade (17 percent), transportation and warehousing
(3 percent), and manufacturing (9 percent).
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For further details, see the Appendix, Table 5.
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Lending and Claims by Age of Business
In 2008–09, start-ups and new businesses borrowed $550.9 million in loans, or 60 percent of
the total value of loans under the program (see Figure 5 and Table 6 in the Appendix). These
businesses accounted for 77 percent of the claims during this same period. These percentages
have been fairly consistent over the 10-year period of the program.

For further details, see the Appendix, Table 6.
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These top four industry sectors together accounted for 60 percent of the total value of loans and
64 percent of the value of claims (see Figure 4).
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Lending and Claims by Type and Size of Business
In 2008–09, non-franchise businesses accounted for 76 percent of the total value of loans, which is
slightly lower than the 10-year average and 79 percent of the value of claims, which is consistent
with the 10-year average. Franchise businesses accounted for 24 percent of the total value of loans,
which is slightly higher than the 10-year average, and 21 percent of the total value of claims, which
is consistent with the 10-year average. For more information, see Table 7 in the Appendix.

Businesses with annual revenues of up to $1 million accounted for 77 percent of the value of all
loans made in 2008–09 (see Figure 6). These businesses also accounted for 78 percent of claims
that were paid. This remains consistent with the 10-year trend.

* Based on borrower's estimates at time of loan registration.

For further details, see the Appendix, Table 8.
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4.2 The Crown’s Program Liability
The Canada Small Business Financing Act established a $1.5-billion maximum liability2 ceiling for
each consecutive five-year period for claims paid on defaulted loans. For loans made between
April 1, 2004, and March 31, 2009, the current five-year period, the maximum liability was
$667.4 million as at March 31, 2009, well below the statutory limit.

Contingent liability is the maximum amount of money that the government may be called upon to
pay to lenders if all loans were to default simultaneously at a certain point in time. The contingent
liability is calculated as the lesser of the maximum liability less reimbursement of losses by the
government and 85 percent of the outstanding loan balance amount. For loans made between
April 1, 2004, and March 31, 2009, the Crown’s contingent liability balance was $461.1 million
as at March 31, 2009.

2 The Government of Canada’s maximum liability is calculated as the sum of the contingent liability to each lender, per
lending period, capped by the 90–50–10 formula. This cap limits the Crown’s payments with respect to any lender. See
Section 2 “Key Program Parameters” for the calculation of this formula.
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5. Capital Leasing Pilot Project
On March 31, 2007, the five-year Capital Leasing Pilot Project (CLPP) was discontinued. In testing
the viability and utility of the CSBF Program for capital leasing, CLPP research demonstrated that
Canadian small business’ capital leasing needs are being met in the marketplace without government
assistance. However, the CSBF Program Directorate continues to process claims and collect
administration fee revenues from leases registered on or before March 31, 2007.

5.1 Revenues and Expenses
For the 2002–09 period, revenues totalled $6 million and total claim expenses were $5.5 million,
resulting in a net balance of $0.5 million. There were 105 claims paid in 2008–09 representing
$3.9 million. For further information, see Table 9 in the Appendix.

5.2 The Crown’s Program Liability
The CLPP established a $400-million maximum liability ceiling to limit the Government of
Canada’s exposure. However, when the CLPP was discontinued, the maximum liability was
determined to be $15.7 million, well below the established limit. As at March 31, 2009, the
Crown’s contingent liability was calculated at $10.9 million.

Contingent liability is the maximum amount of money that the government may be called upon
to pay to lessors if all leases were to default simultaneously. The contingent liability is calculated
as the lesser of the maximum liability less reimbursement of losses by the government and
85 percent of the outstanding balance amounts of capital leases.

6. CSBF Program Changes
On April 1, 2009, a number of changes to the CSBF Program came into effect, including
the implementation of a package of regulatory amendments, an increase to the maximum loan
size and an increase to the liability ceiling for each lender using the program.

The regulatory amendments are part of ongoing improvements to the CSBF Program and
respond to concerns raised in the last Comprehensive Review (1999–2004) of the program. The
amendments were primarily focused on reducing administrative burden, streamlining processes to
be more in line with conventional lending practices, and providing further clarity to some sections
of the existing regulations.

The maximum amount for CSBF Program loans was increased from $250 000 to $500 000 of
which a maximum of $350 000 can be used to finance the purchase of equipment and leasehold
improvement. Since the maximum loan size has not changed since 1993, this increase will allow
more small businesses to have access to the financing they need, for an amount that is more
in line with current market prices. This will allow SMEs to start, modernize and expand their
businesses, thus increasing benefits for the Canadian economy.

Finally, the liability ceiling for each lender using the program was increased from 10 percent to
12 percent of the value of its portfolio in excess of $500 000 (see Section 2 “Key Program
Parameters” for the details on the calculation). By increasing the cap, the Government of Canada
has accepted greater risk and exposure for loans that may default, thereby making the CSBF
Program a more attractive option when lenders are evaluating financing alternatives for SMEs.
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7. Second Comprehensive Review
As required by the Canada Small Business Financing Act, Industry Canada will prepare
a comprehensive review report of the CSBF Program in 2009–10. The comprehensive review,
which will examine the 2004–09 lending period, must be prepared every five years and tabled
in Parliament within 12 months of the end of the period (by March 31, 2010). The review helps
the Department monitor and assess the operational and financial performance, including:

• the extent to which the program is meeting its goals of incrementality and cost recovery;

• the program’s relevance and challenges faced in meeting the financing needs of SMEs under
evolving market conditions; and

• the changes that may be required to maintain and improve the program.
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Appendix
Canada Small Business Financing Act – Tables 1 to 8

Capital Leasing Pilot Project – Table 9

NOTE: Annual data for fiscal years 1999–2008 are available in the annual reports
from previous years at www.ic.gc.ca/csbfa.
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