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CHAPTER 1

THEhSUPPLY OF.VENTURE CAPITAL IN CANADA

- Introduction

of a weaknessﬂin~the-aflotatiVe:funotiOnfof_the:markets“.

~ The Canadian:FederaiuGovernnent"report ”Foreign Direot'
Investment in'Canada"'”oommonly known'asfthe-craydReport"’: |
states as one of.its conc1u31ons "that the (Canadlan capltal)
markets show evidence of weaknesses and gaps in reSpect of risk’
taklng and entrepreneurshlp“l

The flrst two are- "Venture Cap1tal for New and’ Small Flrms”A

and_"Expan51on Capltal for Small and Medlum Slzed Canadlan

«Controlled Flrms”l, The Gray Report further states "Therepis

not necessarlly a lack of funds avallable for f1111ng each of"
the categorles_of needs,outllned above.)'Inusomexoases,,there
may be inVestors who are prepared'tofadvanceQSufficient funds‘

to meet-a partlcu]ar demand but for one reason or another’

the process of brlnglng the borrower andfthe‘lender‘togetherl

is not carrled‘out‘Satlsfactorlly._,Thls‘intitseif"is eVidence_

2

The report also coneludes that "the shortage of entrepreneur—f

ship in the flnanc1a1 1ndustry frustrates the klnd of in-

'dustrlal‘lntermedlatlon é‘the‘draW1ng‘together of‘flnanC1ng"

and all the many other components to 'bring a new enterprise

~into being-—‘which‘oould,permit a,larger,propOrtion‘of'major_

'projectsthpbevundertakenuin Canadahbyicanadians“ﬂs

1. Op. cit., page 92.

2. ‘Op.»cit., page_92.
3. Op;.citt,ipage.QS.i

It‘llsts,these gapS'and weaknesses,

ot
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This and other claims that venture capital is lacKking
and that the process of préviding Ventural capital is ﬁot
carried out satisfactorily provided the impetus for this study.
The purpose here is to,document a) what Venture capital is
available in Canda, b) from what sources and 3) on what terms,
and 4) to investigate whether.pr not users and p;teﬁtial
users of venture capital have had difficulty in finding such.
capital. Unfortunately, the Gray report provided little documen-

tation or supporting evidence to substantiate its. claims.

A further objective is to investigate the role that
Canada's financial institutions have played in the provision of
this capitai and to investigate whether government régulations
oTr tax 1éws'hinder their activity inﬂtheﬁvéﬁture capital market

to any significant degree.

Definition of Venture Capital

To begin our study on venture capital we first attempted
to define it. We begaﬁ with the definition of venture capital

as equity capital provided for the start of a new businecss. It

quickly became obvious that this definition was much too restrict-

ive, especially since most of the organizations we interviewed
prefer not to invest in firms at the start-up phase, or at least

not. strictly at the start-up phase. We therefore modified our

definition of venture capital to include investments in '"established

firms",




We also asked for a definition»ofeventurc‘capitul‘from-
the individuals and firms interViewed The variety of answers

which we expected and received tendcd to 1nd1cate a variety of

levels at whlch these pe0p1e were involved in the supply of

venture caprtal.

In addition, many of the venture capital firms prefer to

invest via debt as well as equity. This debt is 6ften convert—

ible into equity or accompanied by warrants and options for’

equity, but most venture capital investments seemed to include

some debt. Most of this debt was unsecured or with very little

securlty

We therefore chose to define venture capital and the

limits of our study as broadly as posSible.‘ We define it to

be the provision of unsecured debt or equity capital for the

growth'of small businesses at any stage prior to their‘going

‘public. We realize that some highiy apeculatiye public'issues':

‘may be considered as venture capital. However, investigating

this area would mean interviewing all investment dealers in’
Canada who play a role in the provision of private placements
and speculative new issues. ~We have, therefore, ruled this

topic out as venture capital. Readers desiring material on new

o : o , - . o 3
' issues should consult Shaw's article on new issues in Canada.

ObJectlves of the Study‘

The prime ObJCCthC of thls flrst phase of the study was

to'undertake a detailed survey-of‘venture capital sources in

Canada in an attempt to discover on what terms venture capital

‘3. ‘Shaw, D.C., "The Cost of Going Publlc in Canada” ‘Financial

Executive, July, 1969.

L)




is available, the types of investment for which it is available
and from what sources. It was not possible to interview indiv-
iduals or small groups who are not formally incorporated for
providing venture capital. But these investors constitute per-
haps the majority of sources of funds which are oriented‘téwards
the start-up of new enterprises. Unfortﬁnately, these group;
are often ad hoc syndicates who invest jointly once and neveﬁ
again. We therefore concenfrated on -formally incorporated_fi}ms‘
in Canada which tend to specialize in the provision of venture
capital as we have defined it.. These included som¢ firms.who
were mainly involved in managing portfolios of public securifies,
but who devoted part of their resources to unsecured iﬁvestments
in non-public companies. Most of these firms, such as mutual
- funds and pension funds, had separate funds for the venture
capital-end of their business, which tended to become involved
in ventures.to some extent, although as a very small pro-

portion of their investments. However, most of the venture cap-

ital investments of financial institutions are made through com-

panies whose primary activity is the provision of venture capital.
!

i

We attempted to cover these secondary sources where possible'bj
interviewing the primary sources, namely the venture capital

éompanies in which they had invested. An example here would be
investment,hoﬁses and banks who are shareholders in venture cap-

ital companies in Canada and who invest in new ventures and non-

public companies primarily through this source.

[
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<is'avai1ab1e, on what terms is it available, for what types of

We found that Venture capital suppllers were qu1te 1nterested

businesses. in parallel with their own private funds. This

no 1onger in the business, while .other firms centered the market

- capital industry as venture capitalists deseribe it.. This is

Weypresent a summary of the responses_which we obtained. Hope—

The main questions asked were how much venture capital.

investment is it available.and are there obvious gaps in the
provision of such capital. We also investigated_the attitude
of these companies towards government assistance programs and-

the role of the federal governmment in venture capital in Canada:

in this topic, especially since they had recently formed an
association of venture cepitallsts in Canada, the main purpose
of which seems to be to "lobby" the federal government in an

attempt to obtain government funds for investment in small

arrangement would'bevsimilar to the Small Business Investment

Companies in the United States discussed later in this report.

We have therefore attempted-teitake a snapshot. view ofp
venture cap1ta1 sources in Canada as of the spr1ng of 1973.
One of the problems of thlS survey approach is that the market
is contlnually changing, and some flrms wh1ch we 1n1t1a11y de—

tected -as being suppliers of venture capltal'clalmed they were

during our study, perhaps w1thout be1ng detected A further

problem with the study.ls that 1t represents the Canadian venture

not necessarily a fully,aCCurate picture espec1a11y since they

tend to present malnly the optimistic side of venture cap1ta1

fully, these form at least a skeleton view of the venture’capital

market in Canada.




Importance of the Study

Several reasons for undertaking this study, in udditinn
to the interests of the Province of Ontario, were: '
a) The importance of small firms in manufacturing in

that théy are frequently the means by which new

'products and new procesées are introduced into the
market.

'b) To ensure that facilities for small business financing
are available so that they can compet; for their share
of SCarce‘capital.'

c) - To promote the growth of small businesses so that they
can attain a size required for effective competition.

d) A policy of promoting small businesslgrowth as a

means for promoting Canadian ownership and control.

We have used theuoppoitunity for generating coursc materials
for a new program in small business and entrepreneurship at
the School of Businegs Administration at the University of
Western Ontario. A final justification is that we have had’
many requests from former students who wére seeking funds

to either start or maintain their own businesses, We'Were‘
often at a loss to suggest sources other than the Industrial
Development Bank and one or two othér firms of which we were
aware., We assume this is a common problem to entrepreneuré
in genqral, as they are often'not informed of the variety of
sources of venture capital available to them. Unfortunately,
the names of the firms interviewed must be kept confidentiél,

as they have requested it.




Research Methodology

There are several different types of venture capital

firms in Canada. - We shall concentrate on four different types,

" which wé shall call "finders“, "packagers'', "silent partners",

and "primary" ventUre'capital sonrces. The first of these,

- M"finders", are 1nd1v1duals and firms whose only contrlbutlon is

to put the entrepreneur or small buSiness in"cqntact with a
likely source of venture capital. They are not too popular with

venture capitalists, who refer to them as ”the‘fivenpercenterS”,

'since the finder typically charges five percent ef~the-amOUnt of

financing obtained in return.for‘that serVice. .Some of. the f1rms

.

we originally contacted turned out to be flnders, but we Very

qulckly dlsregarded such firms when we learned. thelr true role

~ Many of these are chartered acconntants, lawyers and 1nvestment

consultants who spec1allze 1n government sources of capltal as

b well. The second'type called a ”packager”'or ”broker" prOV1des
.a much more valuable service to entrepreneurs and small bu51nesses
:1n Canada. The role of such flrms is essentlally to evaluate
proposals for venture capital and select thosefwhich they

‘consider most promising. ~The "packager" usually assists the

entrepreneur in complllng his proposal to .make it as complete
as p0551b1e He then approaches sources of capltal to obtain
funds for the entrepreneur. The "packager" usually also in-

vests some of his own funds, but this is often a small pro-

. .portion of the total funds required. " Other sources of capital

at this stage are shareholders iﬁ'the-"packager” and these

.shareholders often include banks, trust companics, investment

dealers, mutual funds and pension funds. The "packager'" is




then a form of "clearing house" for the entrepreneur who may
never meet the actual sources of his capital. The thiyd type,
whom we have called "silent partners", include the iﬁstitutions
mentioﬁed above who do not do the actual evaluation of venture
capital proposals themselves. In addition, thére are several
~sources of private capital in Canada such as family-owned capital
genérated by existing family-owned busineéses. ‘These families
and their firms often prefer to invest as "silent partners” aé
well. We interviewed many of the "silent partner" type of in-
vestor during the study, but we preférred to concentrate on the

primary source of capital through which they invested. The final

category was the type of firm at which this study was aimed. This .

is the firm which supplies its own capital or the separate funds

of its shareholders for venture capital investments in small

businesses. It usually does its own evaluation of these proposalé,

and often invests the whole amount required. It may, however,
invest jointly with other venture capital organizations, or with
"silenﬁ partners'". ‘In fact, there seemed to be a trend towards
more joint ventures among the firms we interviewed, as many man-
agers indicated that they sought partners for investments whére
possiblé.

Once we detected venture companies we sent them an en-
quiry asking whether they wopld be willing to participate in our
§tudy and detailing what our objectives were. Sources of such
leads were many and varied, but the’primary ones were a venture
capitallsymposium held in Toronto in January of 1971 as the

original meeting to form the association of venture capitalists

G




and a venture capital seminar held in Toronto in 1970. .In

addition, many.lndlviduals, companies and col]eaghes"suggoSted

»flrms all of whom we contacted In many - cases, these flrms

were not dlrectly 1nvolved with venture capltal but we pursued
every lead . we. obtalned We are reasonably confldent that
we have 1nterv1ewed most of the 1nc01porated sources of Venture

capltal in Canada.

"We found a total of SO‘Canadian firms inuolved in'the

.provision of venture capital.. The geographlcal dlstrlbutlon of

'thesevwas* Toronto 23, Montreal 20 Vancouver 4, and 3 elsewhere

in Canada. The vast maJorlty of the1r 1nvestments was in the

Toronto area.

We designed a questionnaire and sent it to these companies

asking various questlons concernlng the1r role in venture capltal,

The questlonnalre was pretested on several companies and was
divided into two main sections. The f1rst sectlon 1nc1uded

questions which were easily answered, usually in. numer1ca1 form

"These 1nc1ude questlons Concernlng how many 1nvestments the
company had and the amount of ‘these 1nvestments  The other type

~of questlon 1nv01ved more complex, controver51a1 and op1n10n-

oriented topics. This meant that they were questions which were_
not easily answered and we,concentrated on these questions‘at a
follow—up interview with these companiesu Examnles of thisvtyne
of question are (1) What‘requirementsxdo you prefer in a:proposal
for venture eapital fundS? and- (2) What should be thesroleeof

government in the provision of wventure capital in.Canada?

v s e ey : .
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In addition, we interviewed eleven American venture capital

firms using the same questionnaire to sece if they were signilicant-

ly different in their responses from Canadian companies.

Survey Results

The results of this survéy are detailed in Tables 1 and 2
and summarized in Tables 3 to 28. We shall discuss additional
questions which are not reported in those tables.

X

The company definitions of venture ;a%?;al confirmed our

decision to redefine venture capital broa lygy Responses ranged

] o
. r, A
from companies who specialized in investments in start-up of new

ventures to companies who never invested in a firm until it had
demonstrated at least five years of profitable performance. in
fact, most companies preferred to invest in'"established” firms
rather than at the start-up phase as shown in Table 3. We found

that the majority of venture capital sources interviewed were

formed in 1969 or 1970, although a few had existed from the early

fifties. Companies did not explain in detail where they found

their proposals.' Many replied that they had their own contacts

in the industry who referred proposals to them, but the majority

of them claimed that most proposals "just walk in the door".
Most of the venture capitalists claimed they did not depend

heavily on institutions for leads or referrals.

Type and Location of Investment

We found that venture capital companies tended to be located

in Ontario mainly and to specialize in high technology as a type
of investment as shown in Tables 4 and 7. They had no particular

preferences for size or age of company ‘in many cases, except for

e e eyt 5 = et Yy
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.those who required a "track record" before they would invest in

a company. The typical range of venture capital investments

seemed to run from about fifty thousand dollars to about two

hundred and flfty thousand dollars. As Table 9 illustrates, some

"investments fall outside ‘this range, partlcularly on the high end
But most Venture capitallsts claim they'prefer to invest 1n‘the
“vicinity of two hundred thousand dollars'in any ohe investment as

shown(in Table 17.  This figure méy have_beeh redﬁced‘recehtlyebef

cause of the trend towards joint ventures. As mentioned earlier,

venture capitalists 'seem to be much more willing to participate.in

joint ventures with other.ventUTe'Cépital sources than ih‘the past.

The forms of investment uéed.tpnded to vary, with con-
vertible debentures and convertible preferred being popular.

Debentures tend to be used mainly as an instrument to which the

- venture capital investor-can attach various covenants to control

the behavior of the management when he does not have equity

control of the company. " Another reason_for using debt was that~

many of the venture capltallsts wished to obtaln a return on

thelr 1nvestment durlng the whole perlod of the 1nvestment
1nc1ud1ng the early stages.h This was naturally more the case
for investmente in heetablished" companles who were show1ng a
profit. Table 12 shows the forms of 1nvestment used‘by

the'various companles. In addltion, the de51red amount.of"

equity wh1ch the veuture capltallsts W1sh to acquire is 1isted.

in Table 13 Thelr attltude towards_referring ventures'to other

venture capital'companies was investigated and'replies suggested

hthat they will refervproposals to other Sources'if they are worth;

O S o




while but simply do not fit their own firm's curvrent prefercencon,
Most of the venture capital companies also:provided ad-
ditional management services for the companies in which they

invested as illustrated in Table 14, .In some cases these were

limited to financial advice, but in most cases the venture capitall

firm provided a whole spectrum of management assistance. The
majority of them charged a fee, often paid in the form of common
stock, for their services)as illustrated in Table'ls.

| The types of return expected on the inveétments are shown .
in Tables 1 and 2 and range from about ten percent compounded per
year up to a maximum of about sixty percent compounded. Com-
panies were often unwilling to discuss the amount of money they
had available for investments, and we found informally that many

of them are approaching the limits of their available funds as

shown in Tables 18 and 19.

Profitability

The replies of venture capital companies regarding the
percentage of their ventures which were profitable or unprofitable

imply that they are very optimistic,in most cases, at the time

)
of the investment. But many of them, as illustrated in Tables
21, 22 and 23, did not disclose a desired ratio of profitable
to unprofitable companies. Most of the companies interviewed

claimed that there are really three‘types of investment. These

included the ones that were extremely profitable and those which

were extremely unprofitable, both of which were easily identifiable.




~;,”estab1;shed” companles.

But thefmaﬁority of.such 1nvcstm.nts tond to bo the mass fn the
‘middle%or.the non—performers;fcnllcd 1n>the VCrndrulur*”thc“
tjliving‘dead“.: These companles contlnually requlre more and mo1e
funds and the venture capltallsts are often unw1111ng to wr1te
them off 51nce they st111 have potentlal to perform Venture .
capltallsts typlcally w1sh to ma1nta1n the1r 1nvestment untllV'
";the company ‘is capable of 1ssu1ng equlty to the publlc Butdj
',most of them replled that 1f the price were Ilght they would sell”
their investment before a public issue was~feasible.. There Was.
.con51derable dlfference 1n ‘the expected t1me before .an 1nvest—f
‘ment could 1ssue stock to the publlc, as 1llustrated 1n Table 254
‘Thls is- apparently as a result of the: varlous preferences of

'the companles 1nterv1ewed 51nce those spec1a1121ng in start up

1nvestments would express a much 1onger t1me horlzon before taklng:

ia venture publlc than would those who preferred to 1nvest 1n
Information is not:avaidable:to evaluate,the OYG?ailtpré~:
fitability of.venturevcapital firms in Canadar" The prfmary rei:-
‘ason for ‘this is. that many of them have been 1n egistence for too'
-short a perlod of time . for their, 1nvestments tofdevelop;,_in:the
-Unlted States,.however,_several studles4~have;shown’that American
venture cap1tal flrms have prov1ded a relatlvely low return on in-
fvestment (5 10% ), esPec1a11y when one con51ders the rlsk of thelr

1nvestments.t_The older venture'capltal.flrms in Canada havegnot.

4. Unpubllshed Report of Small. Bu51ness Admlnlstratlon on SBIC
Performance, 1973 (Range of retutn on 1nvestment from -3.6%.
to-.9.5%, 1968 - 1972. .




produced superior refurns, but they huvo typicu1ly been more
~conservative, investing in established coﬁpanies,'bpth pﬁblic
companies ana firms just prior,tqlgqing public. The fact that
all these Canadian venture capital firms are private, or sub-
sidiaries of public firms, means that information is not avail-
able upon which to make an assessment of their financial per-

formance.

Management Ability

Thé main problem raised by all of the venture éapitalists
was tﬁat there is definitely a lack of capable venture manage-
ment in the coﬁpanies which brought proposals to them. They ex-
pressed the belief that there was a shortage of Myenture manage—
ment' in Canada rather than a shortage of venture capital. Tﬁis
was also the attitude of American companies reSponding.to the
question of whether there was any significant difference between
American ventures they normally assessed aﬁd any Canadian ventures
they ﬁay have seen in the'past. They reﬁlied that there seemed
to be a significant difference in the management ability present
in the venture proposals they received with Canédiaﬁ management
lagging behind that in the U.S. They hastened to add that this
was even more distinct in Europe where managers‘typically ﬁave a
very good technical background but tgnd tolack a manéement back-

ground. However, Canadian firms used this reason to explain the

fact that many of their investments were located in the U.S.A.




The background

typically financial.

community. There was

management experience

had little experience

they prefer to invest.

of bffiéers in venture cé@ital f;fms.was_‘
Most of them had_éxperience in.tﬁe’fiﬁancial
alsb<a sma11er_proportioh who had previous
in a particular industry. ;But\most'qf them -
in fhe high‘technology indqstries, in which

This may justify the criticism of many

users that venture capitalists were not capable of evaluating -

‘their firms adequately because of their lack of'expertise in

high teéhﬁology.

In answering our questions regarding assessing the risk of

~.a particular venture,

companies'did use tﬁe,high level of risk as

‘their reason for not investing in the start-up stage of new

ventures., But typically their response .was that.the judgment of

the risk of a particular venture was based strictly bn "gut feel"

‘rather than any quantitative data. They also,feplied that assessed

risk of the particular proposal and the desire to have covenants

on their investmentqdeterminéd the particular mixﬁgre,of debt and

 .equity‘whiqh‘they tended to use in a venture.

In terms of assessing proposals, the venture'capitalists

were unanimous in. their agreement that assessing‘management

ability was the key factor in every propoéal'analysis.and this

talent was perhaps the most difficult to find in venture pro-

. posals.

Export Orientation

: AnOthé: criterion used by venture capital suppliers to

assess proposals was that the firm must be capable of marketing

oo s




its product in the U.S. or overseas as wecll as Canada. This
meant it should appeal to a market greater than the Canadian
alone to show sufficient growth potential for them to invest.
This resulted in a preference expressed by many venture capital
suppliers for investments in the U.S.

Several firms stated that 90% of their funds was in-
vesfed in American companies. They claimed the quality of
management present in these American firmé was better than
evidencéd in Canadian firms. But another reason stated by
over half of the suppliers'waé that these firms had better
access to the American market because of the lack bfAfestrictivq
tarviffs faciﬁg Canadian firms ekporting to the U.S. Other
reasons advanced by venture firms for investing in'thé u.S.
were cheaper construction and distribution costs, availability
of skilled labour and fhe large number of other investors willing
to invest in joint ventures in the U.S.

It was also learned that several ventures which were

originally Canadian have been financed on the condition
that they .incorporate and build facilities in the U.S. to
gain some of the advantages listed abéve. These are rare,
but illustraté the preference for American firms.

Control of Investments

Most bf the venture capital companies had similar controls
and monitofing'systems for their investments. It was standard
procedﬁre to have a répresentative of the venture capital firm
on the Board of Directors of the companies in which they had

investments. In addition, other controls tended to include week-
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1y or monthly reports during the early phases of an:investment

and quarterly or annual reports as the investment matured, and
close contact by telephone and visits to the company whenever
possible. Most firms placed covenants on the investment, usually

on the debt instruments with which they invested in. the company.

~Typical covenants usually enable them to monitor and control these

investments through approval over any salary changes, approval of

major expenditures above a certain level and>approval of any div-

idends or other outflows of cash' Some«companies limit the'manage—

ment of the firms 1n which they had 1nvestments by requiring cheque

signing power and’ alloWing the management little or no de01s1on

making power except for routine day to day operations ‘In fact,

‘'some companies expressed that the1r obJective was to run the
. company and manage.it‘completely._ But the‘majority~of the venture'

.capital companies were primarily interested in monitoring their

investment, and some of them wished to have as little contact with

‘the company.as possible, since their time was valuable and direct

involvement on previous occasions had taught them how demanding

- such activity could be on their time.

Of the users questioned many claim that they, or.acquain—A

tances who had funds from a venture capital company, had been

‘"choked to death" by the control stranglehold which -some venture

capital companies imposed. It‘is this close monitoring<and con-
trol which often tends to scare of£‘entrepreneurs-from"usingv
venture capital obtained from these companies

, since the typical

‘entrepreneur,is not the type of individual who wants to be

closely constrained.

It is also significant that relatively few professionals

operate the venture capital organizations as illustrated by Table 20.
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They evaluate a tremendous number of proposals each year and, on

the average, invest in less than one percent of thesglproposals.
These executives also claim a large number of proposals are re-
jected during the first five minutes of a telephone conversation
.and many others do not pass the initial screening éf a ten or
fifteen minute meeting with a venture capital representatiﬁe.'The
same personnel typically perform the evaluations as well as mon-
itoring their iﬁvestments. Since their time available for mon -

itoring is limited, the controls must be "automatic" to a great

extent.

The total number of proposals inﬁestigated by venture
capital firms has grown tfemendously during the last five years.
Thirty-one of the fifty suppliers interviewed were formed during
this period so that the capacity of the. industry for Qenture

evaluation has presumably more than doubled. The firms inter-

viewed all stated that they were assessing more proposals than

ever before.

Other firms suggesied that their monitoring consisted main-
ly of setting milestohes or goals fof the companies in which they
had an investment. They typically made investments in the'company
on an inStallment basis subject to the firm meeting these mile-
stones in each case. For example, a company which required two
hundred thousénd dollars ﬁight get half of the amount at firsﬁ.
and if they met certain objectives over the'next six months,‘
they would get the additional amount of money. Otherwise they
would not get it or it would Be invested only on more expenSive

terms than the previous amount had been invested.
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\

Comparison of American and Canadian Venture Suppliers

"The.replies to questions from American and Canadian

.venture capltal flrms, are similar; however, the focus for this

.'study is on the major dlfferences

Amerlcan firms were more w1111ng to 1nvest in the early

: development~stage of a bu51ness than were‘Canadlan firms as

~ shown in Tables 3 and 4. - We later found in our~user survey that

American firms invested in some Canadian businesses which had

‘been refused by,Canadiaanenture capitalists because'they'laEked

"a track record'.’

Amerlcan flrms typlcally had more 1nvestments than Canadlan-»

.flrms and were ‘more w1111ng to 1nvest amounts. less than $100, 000

as illustrated in Tables 3 and 4. _: _ . CoL

Those American flrms_whlch had used American government

‘financing had typically done so as a Small Business Investment

Cdmpany under the Small Business'Administration.‘ This is a pre~
gram whereby venture capltal flrms are licensed as SBIC's and can
borrow money from the Amerlcan government or raise public funds

with government~guaranteed debentures. The concept,w1ll.be dis-

.cussed later in terms of its implications if applied in Canada.

Conclusions and Recommendations

When asked whether there is a shortage of venture capital

~in Canada, most of the venture capitalists interviewed responded

that for a. good profect thére was no problem in raising capital.

Even thbse'ﬁirms which had -exhausted ‘their current supply of funds

stated that they could easily find other investors‘for:the "right”.

deal. However, they did acknowledge that the vast majorityfof

proposals which were brought to them probably did not receive.

e LT,
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financing from any source. Whether these pfoposals were all of
the type which deserved-to '"die a quiet death“ and never be heard
from again is debatable. There was general agreement among venture
capitalists that many otherwise good Ventures never did find finan-
cing because they did not have capaEle management to undertake them.
It was our conclusion that the greatest problem for the
entrepreneur seeking funds was to determine who supplied venture
capital and on what terms, and which venture capital supplier
would be the most likely to be interested in his particulaf pro-
posal. It was a very difficult process for us to find themn.
There is apparently no public informatioh available on this sub-
jecf in Canada, so that the individual seeking funds is ﬁsually
at a loss regarding possible sources of funds. We found that
bank managers, accountants and lawyers were of little help in as-
sisting the entrepreneur or the small firm by recomménding potentiai
sources of capital, except for those who have become "finders" |
of venture capital. In fact, we found that many of the venture
capital firms intentionally play "hard to get”; They justify
this by éaying that the type 6f entreprénéur they-are seeking 1is
" the kind whq can, as they put it,l”see thfough thevforest to
the trees'.
From our enquiries of users of venture capital, we receive
a definite "yes'" to the question, '"Is there a lack of venture
capital in Canada?" They were of the opinion that fhe venturé
capital which is available is first of all hard to detect ahd>
second, available only on very expensive terms. Their phrasé
for fhis was thét venture capitalists want "an arm and a leg"

in return for their'money. They said there is definitely a lack
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‘ef'venture&eapital in Canada, especiaily at the start~up and
"early development stages, and espeeiallyton terms that:the small
’businessman-cpuld afford. |

| it was our concluSion that there'is“definitely a 1aek>of_
venture management in‘Canada;»since this was the reason‘most‘

: ventures were unableAto.ohtain funds from venture capital seurees.
',The fact ‘that venture capltallsts are currently attemptlng to
interest the federal government 1n a JOlnt effort to prov1de ven-
ture capital on terms s1m11ar to the Smalerus1ness Investment
.Cqmpany:program in the U.S.nseems»to.affirm the.responses that

.there'was a lack of venture capital in’Canada.v They seem to be
'>attempting-to‘inerease»the amount,of‘caprtal availahie‘by having.
theggpvernment prpvide an.equal amount‘in;parallelito'that_pro-u
\viQed‘frOm private sourcesrg There,is‘a‘definite lack of venture

capital for the start-up and develbpment phases.

‘We are recommendlng for future study an 1nvest1gat10n of o ';

‘the Small Business Investment Company program in the U S. to

detect the strengths and'weaknesses there before Canada embarks |
on a similar.program. In addition; we condueted a study‘of - ’ ~;“u;f
. . : |
the user side of venture capltal The user phase is‘deSCribed’ |
in the next chapter B | |
In summary we have presented an aggregate response‘
to questlons directed at sources of venture cap1ta1 1n Canada
and, ‘although we were unable to. dlsclose the names of these
cbmpanles, it represents the.only summary of such 1nformat10n

.that We have seen on Canadlan c0mpan1es.




- 22~ .,

AHRERICAN COMPANIES TABLE 3.1 o : ,. :

‘ \
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; ‘CANADIAR- COMPANIES ~ TABLE 4.1
: . . T
" ' . : . 3 4 ' ' e ’ '
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Hust be o -
- A1l other
ﬁfrsigzcd casil¥bl Nono _ None None Pos‘ls’i.b]y None None Quebec None than North None
accessible Quebcee America =
510-20,000s 5,000 - f20-r0.000 . 6.0 10-20,000
- » . - -
Rogge $5,000- 120-50,000{ 10000 |5100,000 |700,000- f100,000- k100,000 1000~ {eq 00~ |$100,000- | 1907250.000
Investnents T 50-100,00$20,000 - -over | 250,000 {1,000,00011,000,000], 445 590]700,000 250,000 ’
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Equity o | Minority [Senerally | y.p 0y [Usually 21508 don't ) Do mor T} Do mot ) po pot | | uess than.
Preferred — Position [pinority position minarity | require require require require | — - “10% N
_ pesitions position| control control control contral ) -
Provide Manage-| . e | N e . : N P U

" ment Services —— No .= = Yes -Yes Yes, *Yes . Yes No ' " yes | ——— | - Yes
Charge for A : | Yes, fiaq Occasion-] Ye5svar-yYes,var-{ g.c q50ns
Services —— ~No iable iable ‘No | yes .- o

: T o fee ally charge charge ally o Yes _ - N?_x .
Current o . o B ' ) . E NE K
Investments .2 12 — 6 T 50 9 20 ) e
Average . $ : s .. - o - ) s - . (s "“’m—"* *
Investment - 200,000 300,000 | $300,000 $20,000 | —— | . | = ] 250,000 [ 500,000
Return 2 times | No set | Noset | No set | No set |2 times |No set [No set ' 3 times
Expected in 1-2 policy | policy policy - | policy lin 2 years policy policy | ~—— {in 5 years

- VYRATS " . - . . -
Available for ’ . o ) k ' N $3.5 sSflmiléian ; s
Investments o - e S o - kurrently . -
Currently.. - - .. Yoo o | o-s3 - )
Invested : . — . $65,000 | ———"|million | —— . Al
People’ ' : - . : ) ) h
quolved_ . ) ) —— 4 . 1.1/2 6 5 . 2 3 I - - 2
- ~ e . . “
Profitable T : . S R B R . SR R e ) )
: o - - 908 — | teos | —— | osod | [ 40
Unprofitabl “se | : . C . . .
nprofitable 15% . . . 10t —— S I : L c25% | o 40%
Breakeven o - : o B R
ves 358 A - : Cooasy e | 108
sell Before. " Yes No N N ) 4. : o T S
Public Issuc . i . o o - R Yes . No- No . . No" No ™.’ _— | Yes
_Timing of’ - { As soon ) - N t N ¢
o o2 g ! C 5.7 3-5 oo o se o set |
Piblic Issue ' years no::iblc years - | years S5 years policy | policy . 3 ‘yenirs.
Will Insert . S T - : A —
Management —_— Yes - ' Scldom No Yes - Yes' °F No No No No

. Impression of Vv : o Favours ; ] ) N T B Al
Govcrnment - None ‘Unfavour-f None only. b : |- None ' None Mone . | Unfavour-| Unfavour- Unfavouz-
Assistance able” s Manufac- | "oM® . : ! X able .t | able - able
Programs . . : o ‘turing ! : . L
Uséd Government 1. Yes Yes, |- - .b . .

Assistance. . 0.D.C, None P.A.ILT., : e R No "No No
Programs I ~N°.f‘e 3‘;‘2‘; " D.R.E.E, . :
G.ALALD,




|
. ) . . '
. Company 34 35 36 37, 8 . | 39 . 40 41 42 43 44 !
.- - b e e e = i
! ! : . ¢ -t
. Stared Pogses tapo IEIOS (REN 1oy Vian 1969 toes 19ab bae Co S
1 . . . - i
DS SV PRI AP .
. : . Cancept . — . . . . =
' Start-up start-up : . C e Ntavt up {Develep . A Blavt up . !
H . ODevelop- l)cvolnp'- Acquisi - ;;:r(l e ‘5((‘:;':“-,:1 , llevelop- mont Doeve lop- s1 ‘“"(l up Expansian Ixpn nsion -
: Wil) Invest fnipent ment tion ”c:t"p' ! P bment Expansion | ment Dci":‘lop— -
Il\‘l:gll:ISI- Expansiot xpansion Fxpansion C(i:g:u;i.— Fxpansion ment - 2
P IR N o SO . e e e C e
- satiing High Tech. . : i
Industries : Follution . " None : |
Freferred Nonc None . Nome Manufac- Noae None None .4 None None None one %
turing :
Industrics Morchand., . N N. : N |
- is one one ° None one one . : i
Avoided None None None {:3;;::), None - None . . " : (‘
: 1 - : : . high N
Other High Tech, M Metal ligh Tech. . High techr yone None None None growth, L
Preferences one Stamping (|involvemenp - nology . ) potential :
o IS S T . 300 miles to .
. United ; . Montreal i t
Arvas SO ari Ontario | . None None. Canada ; radius of | Quebec . !
Preferred None ?‘:::tlcls Ontario - None : Toronto Montreal :
CoTmemmTTT ’ <10% out-| : P
Areus | East coast o ., None side Canadh N None " None ot
Avoided None None No Yo of Canada : Permittpd cne R
y " » g e
Range of $250,000- [ $50,000- { §10,000- [$50,000 {$100,000- _ |s250,000 ~[ $70,000- [ $5,000- [300,000 |,59_ 250000 !
Investments 175,000 500,000 |500,000 I 1114 f114 : !
1.5 I million : 5 million| 1 million| 25,000 .
million ' : :
. L @ 70,0001 @ 5,000 one at 4 ‘ Lo
Investments 2 : 1@ 22,00p each 2 ;
, Made in 3 . R & 1 L e 25,000 level 1 . i
% Range . - T ST . million . : ) .
N Maxime ) . ] . B
; Maxinum o Wit syn-| $ 10 §1 Solr;l)(/mn g;éylsgfot' Indefinite P!
| fiveition o viate |175,000 |5500,000 fwo tiie | ——— fascare’" | million [miivion 1000, JiG% 0, [T B
’ . Combina- ' Prefer :
Combinutiojh tion of Equit Equity & incoume Debt Income Con. deb.
Form of of euuaty Equity Equity equity, 4 y wq Y" Open bearing, Nt & ¢ bearing Warraats
fnvesting and debt convers arrants P! debt or warrantst,ng uptions
tible deb - preferred stock : :
f S e e e b . aption VArrants i i
e T Do net Do not K Prefer -1 Any, 232 25-05% 10-30%
fgquit rquite A : e
! l'lxl-(-lfo)rreu' require requipe | Reawire Require co::‘t,rol Initial g5 190y [& 13% in 2-40% currently{ (Jegal man
| control control cuntrol control control_ l_ DAt in past 3p4%) |
R L e T : ) ’ Yes, heavy i
Provide Manage- N [r)r’ Yes : ! !
e Yes . Yes Yes Yes Yes short time Yes involved, in Yes i
ment Services —_— B ) r many a1l sorvides
Yes, cash ;
Charge for Yes Yes CNo - I.Z: Yes No No or equity| Yes fio B
Services — vaviable ’ ;
Current 20 5 2 3 8 3 2 3 . 2 7 )
Investments . __4_6._ | R : _ . I
Average o e ‘ ) : . :
Average i $100,000 |$250,000 |$200,000 {$100,000 {$500,000 b500,000 |$500,000 }$18,000 |$180,000 ;
- - i i
25% com- ‘ S times 15-20% for H
Return L0% . 20% 10% po&'\d:d 2 — 30% com- in 2 yeary Large 5 years |
Expected anpually lannually janpually 'um'ualLL times pounded 4 !
- s - art of 4 udm;lllou .
Available for | R $1.1 R 2 1arge $62,000 $70,000 }ndcf.amt,
Investments million million - oAl or veniures
¢ 1 ALl ' $375,000 |, 5799,000
l:‘]"z“'t‘;ly $700,000 | ——o o lavailable| —— : 1,070,000{ $52,000 ' in ventures
vested —— .
- Part time 3
Peopte 5 2 8 5 2 3 1 from portd 1 1 >
involved folio. . , )
. . . 1 ‘ t
Profitable 85% 25% 80% . | ——— 33% — | . |(large) — 40% :
i . . 1 (small) . .
Unprofitable 15% 25% 20% e 33% — o |written o 10% - ] :
off —— Pl
Breakeven — 50% —— | 3as - . [ SN
Sell before . No - No No No Yes No No No Ho : Yes
! Public Fssue | R e . -
L . 1
Tlm,xng of 3-5 year 2 years | ———— —— . 7 years 5 .years : 2 years | ——— | 3-5 ycars L .
Public [ssue ‘s — .
lc tssu SR ‘
Will Insert . » . ch,ht-avi y , Y
Hanagcmcn{ Yes Yes Yes Yes Yes Yes - Yes . Yes Yes ?“VUJV(-(} No §<
P—iitd st ORI }
impression of :
. ) ) . Reasonably Unfami- ami- '
© Government UnfavouriUnfavour-| . 1T e Favour- Unfami- PR . Un fami >
Aessetance able able Excellen{ Excellen able r —— liar familiar liar Liar [E— E :
Programs .. ... a— L s — . - ] ’
Yes Yes Yes ’ i
. Uscd Government Yes Yes None c ’ i :
! Assistance PLALLLT, AA.A. gl?(I:T PLALLT, | ——— o None None None .
Programs D.R.ELE. LD 1. A ]
fixport De ; !




27. -

“TARLE 2 (continued)

Cnn;_\nr.y 43 ) 40 4? - {R 4'\) \ VMI\ l
Started . 1972(late) | 1972(Jace) 1972(1ate) {1972 (1ate) ‘early 1973 }
Will invest any stage start-up. develop- JAstart-up Jany stage if :3?,:1\\,5.;3:‘1 .
in depends _on |develop- ment develop- oppovtunities ‘acquisitions :
profitabi- | . ment-: ment.- exist R '
R lity cxpansion =~ . l
Industries Telecom- oil & gas ‘food high ' secondary oo
Preferred munications ’ L agriculture [tech- industry. none
o : - Yo0il service jnolopy - :
Industries - -- | - . - .. e
Avoided - none .
Other . -- -~ - .5ma_ll, .
Preferences high tech- H
’ nology, H
) : young
Areas None Alberta/ Ontario, - - [B.C. B.C. S . <
Preferred . : B.C.* U.S.West . Alberta Canada :
Co . ‘Coast, : 4
. Germany . R M
Areas . Tow ~Outside No under- ; [Outside Outside OUtside, :
Avoided - market ‘JAlberta/ developed - | B.C. west Canada P
C potential . B.C. countries : ‘{Canada & U.S. !
Range of - . 250K- 10-20K none . . S .
Investments 500K -20-50K yet none. yet, - 50,000-100,000°
‘ 50-100K ' entire 100,000-250,000 :
;gggggé _range 250,000-500,000 :
Investments - 3 3 consid~ .
made in, 4 ‘ering none yet
range 1 20-50K - S
L -2 .
Maximum 250,000 $00,000 1 250K- 50K depends '
Investment S o7 500K : ) on situa< $500,000 !
Considered . : ‘. tion : .
Form of equity common -~ ‘common common Common ] all ToTus,
Investing. S warrants. . --|conver- conver- coitver- - but depends
options tible tible “tible on situation
. ) Dept. . - - -
Equity finority Minority Prefer - [Minority Minority - R
Preferred . . . minority e 120-40% -
Provide - . B o . ' .
Management Yes “No - Yes Yes Yes Yes
Service : ) 0
Charge for i : Yes
services - *.'No - No Maybe No No' :
Current : . D 1
. 3 . . . . None t
Investments - 3 2 None * None one ye
Average . - 400K - 100X - - .
Investment’ . . . . .
Return . high 20% Min. _ ©3 times .
Expected 50 % . i per yr. - - - © dn 5 yrs. ..
Ces 5-8 Yrs, ! - .
\vailable . . i s )
Ly iente . | o $1,000,000
lnvestments $5M | sau S$IM 60K Large
Currently a None
Invested - - $300K $250K none -
People . ’ L 2
Involved - 3 3 6 5 ) it
Profitable - - 7 - - -
Unprofitable | | - - 2 - - 20-30%
Breakeven . - - 2 - - 50-60%
Sell before . - No - - .
public ,_ch
issue -
Timing of . . - i e . X
public. 4 yrs. 3.5 years 2-Yrs, - 16 -‘“°"thf e 7-10 .yrs,
| Issuc ) . . 5 Years
Will Insert: : ) o ‘No.
Management -~ No No Yes . -
Tmpression off . good bad good NolU small pood
Government usiness : - Good
Assistance oriented oo
Programs’. N
Used, Co
Governmont . ] ) L ) . {fos,in other ‘es
Aesistance Yes {No Yes | Yos - ATCNS..




CONCEPT
sTARf uP
DEVELOPMENT
EXPANSION
TURNAROUND
ACQUISITION

~ TOTALS

TABLE 3

NUMBER OF INVESTMENTS IN VARIOUS STAGES

- GEOGRAPHICAL LoCATION OF SUPPLIER

ToTaL CANADA ONTARIO OutsipE  ONTARIO  AMERICAN
B 7 7 | # 7 | £ 7
7 5 5§ 2 4y L1035
15 10,5 | 11 12.5 L 75 |2 7.5
1 1 |12 35| 7|75 5
v m |n | B ETR TR
15 105 | 11 12,5 "  s 7.5 19 6.5
% 26 | 20 25| 16 300 |29 953
141 s 55 204

- 82 -

NOTE: - TOTALS MAY NOT AGREE WITH NUMBERS OF FIRMS DUE TO MULTIPLE ANSWERS, OMITTED ANSWZRS, ETC,

. SAMPLE SIZE:

TOTAL CANADIAN = 50

“ONTARIO = = 25

OUTSIDE ONTARIOG:

AMERICAN

=25
=11




CoNCEPT
START UP

~ DEVELOPMENT

. ExPANSION

. TURNAROUND

AcQuIsSITION

TOTALS

TABLE 4

CANADA

 STAGES IN WHICH SUPPIIFRS WIIL TWVEST

GEOGRAPHICAL LOCATION OF SUPPLIER

78

TO%QL. QNTARio | Qursipe  ONTARIO AMERICAN. -

4 % #ooF L #E % H
191 12 153 | 7 | 21 | o o
3 16;9:_ 19 24,3‘;" Lo ".'6.9 K-
';32‘jl . 23,5V 15 19.2 7 93 |10 5
32 55 |16 w5 (16 ws | 8 5

1 81| 6 7.6 |5 g6 |3 o
19w |10 ,' 12‘8~' ' 9 | 15.5 3 9.4

o oBE = w2



TABLE 5

INDUSTRIES PREFERRED BY SUPPLIERS

GEOGRAPHICAL LOCATION OF SUPPLIER

os -

Tota  Canapa  OnTARIO OuTsIDE  ONTARIO AMERICAN
# % = A o o # 7
NO PREFERENCE 28 b2 17 52 11 - 32 5 31
HIGH TECHNOLOGY 6 % 8 o8 3 1 &
MINING/&ATURAL RESOURCES 5 /.4 1 3 4 12
REAL ESTATE 3 4;4 2 5 1 3 |
MANUFACTURING/COMMERCIAL 5 7.4 3 9 2 6 1 /
SERVICE il 6 1 3 3 9 |
TRANSPORTATION 1 1.4 0 0 1 3
OTHER 5 7.4 1 3 4 12
| TOTALS 67 303 B




CTABLE 6

- INDUSTRIES AVOIDED BY‘SUPPLIERS 1

GEOGRAPHICAL LocaTION OF SUPPLIER

AMERICAN

ToTaL ~ Canapa  ONTARIO QutsiDE- . ONTARIO
, | #7 # o 7 # 7 | n

Nove . 26 56,5 | 12 48.0| 14 666 | 4 &7
~ ReAL EsTaTe 6 13.2 4 4 160} 2 9,6 |
Minine/NATURAL RESOURCES 2 T I R -0 0

HI6H TECHNOLOGY 6 13.2 L1662 9.6

MANUFACTURING 1 22 Lo o | 1: 4.8
- MERCHANDISING - 2 by} 2 0 0
-~ OTHER o 3 6.6 | 1 2 96 2 23

TOTALS - 6 o s 2 T

_TS -



PAbBLE /

GEOGRAPHICAL AREAS PREFERRED BY SUPPLIERS

GEOGRAPHICAL LoCATION oF SUPPLIER

ToTAL CANADA ONTARIO OuTsSIDE ONTARIO AMERICAN
# 7 # % i % - f A

B.C. 6 9,4 2 6.2 I 12.6 |
PRAIRIES 3 b.7 1 3.1 2 6.3
‘ONTARTO 13 2003 ¢+ 9 28.1 4 12.6
Quesec 5 78 | 1 3.1 i 12,6
MARITIMES 0 0 | 0 0 0 0 |
U.s. " 65 | 2 62 | 2 6.3 sooow
CANADA / 10.9 b 12.4 3 9.4 | , e
NoRTH AMERICA 7 10.9 3 9,3 4 12.6 3 30
No PREFERENCE 16 - 25 g 28.1 7 21.9 2 20
OTHER 3 b.7 1 5.1 2 6.3 1 10

AN
(]
)\
(N}

TOTALS 64 10




TABLE 8

GEOGRAPHICAL AREAS AVOIDED BY SUPPLIERS

NonE |

- Outsipe CanapA
NoT EASILY ACCESSIBLE
QUEBEC/MARIT IMES
-.OUTSibE?NORTH AMERICA
CANADA - N
OTHER

ToraL ~ CANADA ONTARIO Qutsipe = OnTARIO. I-AMERICAN
o 7 | # 7 # F ¥ %
29 61.7 | 16 66.6 | 13 565 4 36,4
2 w2l o2 83l o 0o
6 126 | 2 83 | & 174 | 7 €35
3 6.4 | 3 125§ 0 0 |
2 b2 | 1 w2 |1 4.3
1 21 |0 o |1 w3
e g4 | 0 0 n 17 |
o i N o

~ TOTALS

 GEOGRAPHICAL LOCATION OF SUPPLIER

- gg -



5-10
11-20
21-50
~ 51-100
101-250
251-500
501-1000
>1000

" TOTALS

TABLE 9

RANGE OF INVESTMENTS($000)

GEOGRAPHICAL LOCATION OF SUPPLIER

ToTaL CANADA ONTARIO OuTsiDE ONTARIO AMER ICAN
# 7 # % # 7 # %
g 6 4 4,7 5 7.7

12 8 5 5.8 7 10.8 2 6.9

17 1.3 { 8 9.4 . g 13,8 6 20.7

24 16 12 14,2 12 18,5 | 7 24,1

35 23.3 | 21 24,7 14 21,5 7 24.1

27 18 |18 211 9 13.8 | 5  17.2

18 12 12 14,1 6 9.2 | 2 6.9
8 53| 5 5.8 3 4,6

150 85 | 65 29

- -VS -~




5. 10

S 11- 20
21 - 50

51100
101 - 250
251 - 500
os01-1000
> 1000 S
- :'TOTALS‘“ o ';  s 53

TABLE 10

* NUMBER OF INVESTHENTS IN RANGE ($000)

* GEOGRAPHICAL LOCATION OF SUPPLIER

AMERTCAN

‘TotaL  Canapa. . Ontario ~ Outsipe  OnTARIO

N o W o N

-g¢ - |

© * NUMBER OF INVESTMENTS MADE IN RANGE ENCLOSED BY BRACKETS,

o9




WILL SYNDICATE
<200
200 - 500
501 - 1000
> 1000

TOTALS

~ MAXTMU

TABLE 11

M INVESTMENT CONSIDERED ($000)

GEOGRAPHICAL LOCATION OF SUPPLIER

~ ToTaL CANADA ONTARTO QutsiDE ONTARIO AMERICAN
& i % # % # %
2.4 0 0 1 ]
9.8 2 10 7 2 9.6
16 39 6 30 10 87.6 6  ©6.6
9 22 6 30 I 22,2
11 26.8 6 30 25.8 11.1
4] 20 21 9

...92 P




Ao e 2 g GO 3 C ] o

DEBENTURES

CONVERTIBLE DEBENTURES

_WARRANTS
‘Baurty

OpTIONS o
OTHER

CTOTALS

TABLE 12

FORM OF INVESTMENT PREFERRED BY‘SUPPLIERS

~ GEOGRAPHICAL LOCATION OF SUPPLIER

ToTAL  CANADA ‘ONTARIO  ~QutsiDE ONTARIO AMERICAN
# & % & | % # G
25 21 |1 186 | 12 27 |6 2

20 0 192 {13 2 | 7. 156 | 5 20

12 s | 7 18 {5 o ILl |3 12
40 34|23 389 | 17 7.8 | 9 36

7 67 | 5 &4 | 2 - my |2 |

2 1.9 o o | 2  wuw |0

108 59 s 95

- L S — N




MINORITY
CONTROLLING
DEPENDS

TOTALS

TABLE 153

AMOUNT OF EQUITY PREFERRED BY SUPPLIERS

GEOGRAPHICAL LOCATION OF SUPPLIER

ToTAL CANADA ONTARIC QUTSIDE ONTARIO AMERICAN -
# 9 | # A # A # 7
36 76.6 | 16 667 | 20 87 79.7

10 21,3 | 7 29.2 ' 13 27.%
1 2.1 1 4.2 0 0

47 m B 11

- 8(2 -




- YES

No

- MAYBE

TOTALS

* PROVIDE MANAGEMENT SERVICE

~ ToTaL

TABLE 14

GEOGRAPHICAL LOCATION OF SUPPLIER

- 4

%

g .

- Canapa ONTARIO OUTSIDE ~ ONTARIO  AMERICAN
# Ao 8 % # % C#
39 86.7 |22 9.7 | 17 773 | 10 91
b4 L1 w33 136 | 1
2 8.8 | 0 0 2 91 |0
i 23 22 11

- 6% -




YES

No

TOTALS

TABLE 15

CHARGE FOR SERVICE

GEOGRAPHICAL LOCATION OF SUPPLIER

TOTAL Canapa  OnTARIO OuTsiDE ONTARIO AMERICAN

£ % i % # % # 7
5 6.6 | 17 759 | 15 65,2 "
14 30.4 6  26.1 8 34.8 6 20
46 23 23 10

- OV -




TABLE 16.

* NUMBER OF CURRENT INVESTHENTS

o . GEoGRAPHICAL LOCATION OF SUPPLIER . . . |
TotaL Canapa- OnTarIO®  OuTsipE  ONTARIO - AMERICAN
# o q # % 0 # - % 0 E T

0-5 18 486 | 11 5.8
6-10 1w 27 |4 2
-2 5 . 135 | 1 52
21-30 3 81 o2 104 |
S>30 1 27 |1 52 |
| oA % 19 1. 1

2.2 L 3 30
56 | 1 . 10

89 00
F5 50
333 () 0 T

- -

0o 1w



TABLE 17

AVERAGE SIZE OF INVESTMENT ($000)

GEOGRAPHICAL LOCATION OF SUPPLIER

11

“TOTAL CANADA ONTARIO OuTsipE ONTARTO AMER ICAN

# 7 £ # T | # %

0 - 100 5 185 | 2 12.5 3 27.3 40

101 - 200 g 33,3 7 43,7 2 18.2 20

201 - 300 6 222 | 5 3.2 | 1 8.1 49
301 - 400 2 a1 1 6.2 1 9,1
> 400 5 18,5, . 1 . 6.2. 4} 4 36,4

TOTALS 27 16 | 10

- ZV -




 TABLE 18

* AMOUNT AVATLABLE FOR TNVESTHENT ($000,000)

BGEOGRAPHICAL LOCATION OF SUPPLIER

TOTALE{”I'CANADA’ ~OnTArRIO. OutsiDE = ONTARIO -~ AMERICAN .

59 |
2.2 |

185

3,7

16,6 |
3.2

R
83 |
7| 16.6 |

33.3
B.S
333

W o O'ul N Ul

Ul
1
ot
o

@ N UL oy N

#

%

33,3
- 3.3

333

N 2.6 25, 20,

TS 1 15

- gy -



0 - 200($000)
201 - 500
501 - 1000

1 - 5($000,000)

5-10
> 10

TABLE 19

AMOUNT CURRENTLY INVESTED

GEOGRAPHICAL LocaTioN oF SUPPLIER

TOTALS

ToTaL - CANADA ONTARIO QuTsiDe ONTARIO AMERICAN
# 7 # 7 # 7 4 %
4 a1l 2 mal o2 20 120
5 26.3 | 1 1.1 1 4 - iy o
3 15.8 | 1 1.1} 2 20
I 21.2 | 2 22.2 | 2 20 2 10
2 10.6 | 2 22.2 1 0 | 1 20
1 5.3 1 1 1.1 10 1 20

19 9 5

. 10

-y -




U U1l I W N

TOTALS

TABLE 20

'NUMBER OF PEOPLE INVOLVED

GEOGRAPHICAL LOCATION OF SUPPLIER

ToTAL CANADA ONTARIO ~ QuTsipE - OnTARIO AMERICAN

# % # 7 # % # %

s 17 {5 208 | 3 13 18.2
12 2551 7 291 | 5 a7l 2 182
10 - 21.3 4 16.6 6 26 5 45,6

71281 3 1251 4 o .17.43?_ o

, - o 2 18.2

6 12,8 b 166 | 2. 8. P

oy 106 | 1 42 | 3 13 |
25 11

Y

o

"SV -



- 33%

40
50

60
70
70

TOTALS

TABLE 21

PERCENT OF INVESTMENTS PROFITABLE

GEOGRAPHICAL LocaTIioN OF SUPPLIER

ToTaL CANADA ONTARIO QuTsipe ONTARIO AMERICAN
# % 7 7 # % # i
3 15,9 2 20 1 111 1
21.2 1 10 33.3 ;
10.6 0 22,2 =
2 "
5.3 10 0
21.1 30 11.1 3
26.5 30 22,2}
19 10 9 6




109

10-20
S 20-30

30 - 40
40 - 50

 TOTALS

TABLE 22

. PERCENT OF INVESTMENTS UNPROFITABLE

B e

ToTAL

" CANADA

QuTsipE

- GEOGRAPHICAL  LOCATION OF SUPPLIER &~

ONTARIO . ONTARIO

AMER ICAN

1
10

%

5.2

52.6.
15.8
21

5.2

SN U 3R

7
10
50

10

o)
L.

10

#

o NN Ul O

%

L 55,5

22.2

22,2

480

1

10

A P (T e ] b

R acar e T  aani

- Ly -



10 - 207
20 - 30
30 - 40
40 - 50

TOTALS

PERCENT OF INVESTHENTS BREAK EVEN

TABLE 23

- GEoGRAPHICAL LocaTIiON OF SUPPLIER

ToTAL CANADA ONTARIO QuTsIDE ONTARIO AMER ICAN
# yA - # yA # 7 # .
3 57.1 5 /1.4 3 42.9 it 66.6
1 /.1 g 1 14,3 2 33,3
* 3 21.3 2 28.6 1 - 14,3 ’
2 14,2 0 | 2 28,6
14 / 6

/

IO ST e

- Sb -




TABLE 24

SELL BEFORE PUBLIC ISSUE

- (EOGRAPHICAL LOCATION OF SUPPLIER

| .TOfAL - Canapa - OnTARIO - OuTsIiDE - ONTARIO  AMERICAN

# 50 # F # /. £ 7

Yes 13 3107 42 | 6 3 |7 70
W 24 64,9 |10 588 | 14 70t 3 30

ToTaLs 37 7 20 W0

- 6y -



TABLE 25

TIMING OF PUBLIC ISSUE

GEOGRAPHICAL LOCATION OF SUPPLIER

TOTAL CANADA ONTARIO OUTSIDE ONTARIO  AMERICAN
# % # % # 5 | # %
ASRP 3 9.1 | 2 w3{ 1 53
3-5yrs. 21 63.6 7 50 1T 73.7 6 100
5-7 4 12.1 3 21.4 1 5.3 |
7 - 10 1 3.0 - 1 5.3
No PoLrcy b 121 2 143 | 2 10.6

Totas 33 o 9 6

- OS ~




. YEé*
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CHAPTER 11

THE USERS OF VENTURE CAPITAL IN CANADA

Introduction

This chapter summarizes a study of users of venture
capital in Canada, undertaken during the fall of 1972 and sprlngv
of 1973. The objective of this phase of the study is to com-
plement the study of the supply side. The methodology in this
phase of the study was to identify users and potential users of
venture capital and question them on theirAexperience in raising
such capital and, where applicable, in obtaining grants and loans
from gévernﬁent programs. These companies were scattered acfoss
Canada and in various industries, altﬁough the emphasis was prob-
ably on high. technology firms (i.e., firms which had an inhovétive,
patentable product) as they were tﬁe mostllikely candidates for

venture capital.

The Sample

The population §f firms for this study was gathered from
many sources., The first source was venture capital suppliers whom
we interviewed. Many of these venture capital f£irms were'idathé
to disclose names of user firms, both in which they had and had
not inyested funds. They wére willing to give us names only in
a 1ist which they suggested'wevmight contact, with no information
as to whgther or not they had invésted in them. However, many
venture capital firms would not disclose any companies which they
had considered. The second source of company names was firms

which had obtained funds from government grant and loan programs.




Names of these companies arc published in the Public. Accounts of -

‘Canada and in various other government documents available to
. the public. In addition, we obtained from the‘Department of In-

_dustry, Trade and Commerce a list of names of firms which we

should contact, again without knowing whether or not they had

“bbtained'funds. The third source for company names was friends

~and acquaintances and other contacts,

The vast majority of firms contacted had.sdme experience

“-with government grant and loan programs..'The Tables contain:re—
~su1ts for a sample of approx1mate1y 90 of these flrms We also

'asked these flrms for their def1n1t10n of venture capltal »The

common reply was equ1ty participation in.the buSiness'rather‘than

debt and equity as.emphasized by venture céprtal suppliers. . The

entrepreneurs evidently did not consider debt as venture capital,

especially secured debt. The other common'aspeetvof_the definit-

ions gathered was '"for starting new ventures or expanding existing

'but young companies”. This seemed to'indicate that venture cap-

ital as defined by the users was almed more at the start up phase
than was ev1dent in the replles of venture cap1ta1 suppllers
This was ‘also supported by the fact that'most of these‘companies

claimed that they had obtained their start—up'capital-from~friends,

_acqualntances and prlvate 1nd1v1duals, rather than venture cap1ta1

companies. Some of these firms thought we should include publlc

financing, that is a public issue, as.venture‘capltal, although.

‘they agreed withudur definition,and.the faet.thdt public financing

is available only to larger new.ventures,and dePEnds heavily on the

economic conditions at the time.
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Once we detected user companies, we sent them an enquiry  £§
asking whether they would be willing to participate in our study ' }5
and detailing what our objectives were. ‘If the firm agreed to .
cooperate, we sent them a questionnaire askingjvarious questiohs Do
concerning their role in venture éapital.A»Thé questionnaire was
similar to the supplier questionnaire pretested on several gompanies

. . . |

before actual use, It was divided into two sections, the”firét_
including questions which were éasily answered, usually in num-
erical férm and the second asked whatlwe con§idef contentious
or contréversial questiqns.- To discuss tﬁese questions, we had
a follow-up interview with as many of thege companies as possible. g’
Examples:of this type of question.would be what requirements were . %

given in a proposal for venture capital and what should be the

role of government in the provision of venture capital in Canada,.

Survey Results

The results of this survey are summarized in the Tables, Ag

We shall a}so discuss responses to interview questiéns which | o
are not ?eported in these Tables and Shalllattempt.to summarize :
the data contained therein. The company definition of .venture ;
capital confirmed our earlier definitions as we have stated. -?
It is obvious, however, that users consider venture capital as
mainly equity and primarily oriented towards start-up and young
companies. VThe suppliers had considered venture capital more
for the purpose.of eipansion of established companies.

Many of the users had used outside references and found

them very useful in referring them to sources of capital., . These
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references.were primarily-from bankers; accountants:ano

lawyers;~ Howcvcr;-uscrsrsuggestou thnt they ﬁﬂa'néeh”rcf

ferred by othe1 ventu1o capltdllst to'those:;enturelcapitulists:
with whom'they had eventually negotlated to obtaln funds.'sIn
addition; underwrlters and 1nvestnent dealers were very us fu1

in referrlng entrepreneurs ‘who could not qua11fy for a publlc
issue to private venture cap1tal companles. Many of thesel

d1d so w1thout charglng finder!' s fees ' In several 1nStances,

" the federal Department of Industry, Trade~and;Commercé1hadh

been a useful reference to prlvate sources.'_ﬁsers‘hadla very

1ow_opinion of finders who charged a 5% fee for their‘referral.

User'Complaints

The overriding experience ev1dent‘1n users\and potent1a17'
users of venture cap1ta1 is. dlsapp01ntment w1th the attltude of -
venture«capltal;flrms 1n terms of the- h1gh cost they charged for.
_their.funds_andpln the narrowness of the preferences which thesez
venture'capital companles exh1b1ted Admlttedly, much of the
criticism comes from f1rms wh1ch were refused cap1tal on- leglt:y
yimate-grounds. “But much of the cr1t1c1sm was- almed at the factx
that the funds ‘were not avallable for thelr type of bus1ness or
for a company as'young as thelrs | Another common comment.was
that the venture cap1ta11sts were'"looklng‘for more glamour“ than
'thelr’particular f1rm exhlblted A d1fferent complalnt from users'
wasfthat.Venture capltallsts were pr1mar11y f1nanc1a1 experts and
did not.have the- technlcal background to evaluate the1r part1cular

company, espec1a11y 1f 1t was’ or1ented to h1gh technology




:The common probiém facing both venture capital supplier
and usef was disagreement on the value of the‘fifm and on how '
much of that firm should be offered in return for a venture cap-
ital investment. This is to be expeéted since.entrepreneurs;tend
to be véry optimistic about the prospecf§ for théir/firm whéreas
venturevcapitalists tend to be pessimistic, bésed on the previous .
history or '"track récord”_of the firm. Much of the criticism of
the highlcost of funds'undoubtqdiy'results from this disagreement
over the value of the firm. The ?enture cafitalist demands a mﬁch
larger share of thé équity that the user thinks he should receive,

and the user is unwilling to offer it.

Locating Sources

Many of the companies studied, particularly those located

in areas other than Canada's three largest cities, complained that

it was nearly impossible to locate sources from which venture cap-

ital is'évailable. It was one of our earlier qonclusions-that
venture capitai.companies maintained a very low profile and had
informal screening'mechanisms to feduce.the number of companies
which approached them for funds. Several of the suppliers went
so far as to say that they talked to fifms oniy which had been

referred to them by persoﬂal contacts and would not talk to any-

one that simply walked in the door.  So it is possibly a legitimate

complaint of venture capital seekers that they face great difficul-.

ty in finding and approaching a venture capital firm.
The users claimed that an intensive investigation,of their

company was performed before they could.qualify for venture capitél




iand in many cases the result of thls 1nvestmgatlon was the re-
hjection of their,reqUest for‘ventUre capital. When asked if
:_they thought management was a 51gn1f1cant var1ab1e lacklng 1n ;
their flrm, most of ‘the entrepreneurs felt’ that venture cap1ta1
.'companles were using that as an excuse, but-usersAdld not generJ
tally agree;idIt seems reasonabIe to presume'that'entrepreneursv
fwould.not admit that.their firm was lacking inhmanagement.‘Lt‘
was a common response that'a pr0posa1 to obtaln venture cap1ta1
:should obta1n flnan01a1 data both hlstorlcal and pro forma, the
reason for the funds;_an'assessment"for the'market.ofdthe_firmds,
.product. or serV1ce, description of the~organdzation and management
'11nVo1ved in the flrm, ‘and . a company hlstory Most users complalned
;that venture capltallsts expected a profltable track record for = - o
the flrm before they would 1nvest ]
| Where funds were obtalned 1t was seldom 1ess than the
amount requested and plans were cut back to match the funds
ava11ab1e. A common 1ep1y from those who recelved 1nsuff1c1ent
funds was that‘caprtal'expenditures were‘often financed'out”

of working capital, so that these firms merely fell into.more;

; of a bind for workingfcapital.

Common and preferred shares Were 1ssued most often in ex-.

IR et Wl

change for venture cap1ta1 Convert1ble debentures seemed to be

the most common form of debt used; however bonds and debentures
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w1th warrants and optlons to- buy common or some other equ1ty
"sweetners” were often used. Other secur1t1es usually requ1red ‘ _ 5§
were perSonal notes and mortgages even on property other than that

~of the bu51ness. ,In general, the‘venture capltallst wanted the'




~entrepreneur to have used as much of his own credit and to be as
heavily extended in terms of other sources of funds as possible.
It was normalvthat as much collateral as was available should be
pledged:to fhe venture capitalist, even when common stock was the

vehicle used.

Expensive Terms

The most common criticism by users was that the terms as-
sociated with the investment of funds were too expensive and too
restrictive. The high rate on the debt and preferred stock in

‘addition to the large equity holding in their firm which was re-

quired were common sources of complaints, as illustrated in Table

22. In addition, the cqvehants placed on the provision of such
- P AR I ~
capital as outlined in the earlier sa@tion were found to6 be con-
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straining the activities of the entrepreneurs. These included
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restriction of capital expenditures, dividends, salaries and any
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capital outflow from the fi;m}hgmplgymgpt_gontracts of maﬁagement,
first right on future fiﬁancing, ?PquFWb?i,Of the Board of .
Directors. Control 6ver the bu?seaétrings by the venture capital-
ists was’not'very'popular amgngstAfﬁe gntrepreneurs;
The reasons given forArefgéai wére usuall} viability of
the venture, uniqueness of the collateral available, which could
not be used for other purposes, lack of.managemeﬁt experience in |
the company and location. The viabilitf reason usually.éame for
start-ups or pérticularly young companies, |
Additional reasons given for their compléints of restrict-

ive and binding provisions included the right to acquire control




if plans did nof develop, having to operate under a fixed budget
with no provision for contingencies, and the constant review.and.
monitoring which the venture capital company did. Thé frequencf
of these performance conditions is illustrated byiTable 23. All
of the firms refused or refusing capital had such conditions pro-
pbsed; Many of the entrepreneurs.resented the interference of
the venture capital company in the actual management Qf their
firm; in'dur'opinion, the typiéél entreprenéur‘islparticulérly
ipdependent, wants to run his own show, and does not appreciate
tﬂé interference of outside parties. Many of them had refused cap-
ital from some sources as illustrated by Tablé 24 .

The users stated that the vénturéAcapital companies pro-
vided all sorts of additional services to their firm varying from
aince as~ne¢essary to fequired financiél and-marketiﬁg pianning
for the compény (Tébles 27 and 28). .The latter .type of con-

sulting was done. for a fee by the venture capital company or its

management subsidiary. Many of the ventUre'capitélfusers resented -

this type of service, especially when they had to pay an additional
amount for it. -

Perhaps the most important question asked during oﬁr study
was "What are the most difficult stages to fry to obtain_financ—
ing?" Persons responding to this question concentrated aimost
strictly on the initial.growfh period of tﬁe company:from‘start—
up to the first two years of its operation. ’In general, the
early yéars of the company'before a track record was established
and before market penetration could be achieved wefe by farx the
host difficult in which to obtainvfunds. This result tends to

confirm the decision reached earlier that venture capital in



Canada is available primarily for expansion of established com-
panies rather than for start-up or initial opefation; The fact
that the user company does not have a histpry of profitable'opf
eration usually prevents it from obtaining funds not only from
banks and other low risk lenders but from venture capital com-
pénies as well. The early results for a firm are seldom highly
profitable:-so that the most of these firms -cannot raise venture
- capital in the early years.

Many of the entreprenecurs observed that there was 1imit§d
venture capital available in Caﬁada-and what was available was
limited to specific geographical areas and for particular types:
of investment. The second most important area which we invest-
igated for these. user companieg.concerned their perceptidn of
their own strengths and weaknesses of these user companies., The-
replies to the strengths questioﬁ-was typically a’gobd management
team,'Superior pfoduct, innovatiﬁe and flexible organization and
overall integrated company planning. The most comhon-wgakness
stated by all of these companies was in the limited capital avail-
able for growth and the difficulty of growing rapidly within the
Canadian market, But the prevailing weakness stated by nearly
all of these companies was their inability to raﬁse.long—fcrm

capital as required.

Government Role

The final issue addressed in the questionnaire was whether
the government could have assisted them in finding sources of

capital (Tables 32 and 33). It was the opinion of most of these




"companiés-that‘the govérnmént programsyshoulq;fut the minimum,
_act as a refe1ra1 serv1ce ‘to pllthe suu1 cs of capital. They
do not do so currently. Users were crltical ofAuhé Industriai
Development Bankvand»its activifiesias a>conservat1ve bank rather
ithan as~a small business lender. Many users.suggested changing
. the Bank Act so that the:ban?s could provide funds to small
businesses in Canada by means ofner tnan:secured-loans. However,
~the most:common suggnstiun was fhat the~govérnment.shou1d serve
asAaA"clearing”house" for‘borrbwers'énd‘lenderS'attemptlng to
get togethe?,in'the venture capifal aféna.
Additipnal Qiscuséion'of‘theiTﬁblesfis a1so in order
The usef cumpanies uaried widéiyuin %égﬁsiof their size.but in
general their annual sales were less than flve mllllon dollars
as 111ustrated in Table 4. In facf,'the'majorlty;of»them.were
under about two million'dolléﬁ%kgn“géiégfé Most of them pérceive
fheir firms as teqhndlogib%il?ﬁBagééﬁgna“fechnOIOglcal1y

innovative, as the data shows in*Tables'7 "and 8

Initial Financing

- P A
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Many of the compannes stated that'the orlglnal capltal had
been prov1ded entlrely by ‘the’ founders themselves, as shown in
Table 10. All & the companies investlgated were started with
financing from individuals and smail groups rather than funds
provided by a venture capital firm.

.Aubqu67%?bf?thesé firms, as indicéted by Tablé‘ll, had
'approached venture capltallsts for funds but few had been successu

ful " in obtaining capltal;_ Relatively few of them could list-
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many ventureAcapital companies ih Canada (Table 12), éndlit was
common that firms interviéwed had little or no idea where venture
capital might be obtained. They did, however, ﬁave much more
extensive knowledge of government programs which provide grants
and loans to businesses (Tables 13 and 14). All of them were
aware of and couvld easily list five goVernment>programs, both
federal and provincial, of which they were aware. All of them
had approached some of thése government prograﬁé for funds. It
is surprising how many of the companies stated that they had re-
ceived no instructions from the boténtial government source of
funds on what should be included in their proposai (see Tabie 15).
~Many of them had sought assistance from'outside'people'in pre-
paring their requests, typically from accountants, lawyers and
bankers. In élmost every case they had provided a written and

verbal presentation in order to obtain financing. The type of"

information contained in these presentations. was discussed earlier.

All of the companies were investigated in depth regarding
the ownership and operation of theif company before funds were
provided. All of them were only too willing to have the>potentia1
investor investigate their operation aﬁd to assist wherever pbs_
sible. Resistancé was encountered in areas where the potential
Ainvestbr was investigating the bagkground of the people concerned,
especially where they were probing into personal aréas.

Most of the companies successful in réising funds stated
that, when they did receive funds, they received exactly the

amount they had requested (Table 20). Relatively few received




“ceived the ekact amount'requested (Table 21)?' In some/cases,

this was because of”SuggestionS"Or recommendations by‘the ini‘
not suff1c1ent to carry out the1r plans.
-the capltal was prov1ded were more expen51ve or ‘more restr1ct1ve

than the entrepreneurs w1shed in the amount of equlty requ1red

quired of.them before prOV1ding the cap1tal~ as. eV1denced byA
Tables 22~and-23 The majorlty of them had refused to accept

-cap1tal 1n the past in cases where the terms were too expenslve'

J

less than the amount requested. However, many stated that they

had to changé plans for'the'use_of-thesezfunds-evenﬁif they re-

vestor: while" 1n others it was because the requested amount was

Accordlng to over 50° of the users; the terms under wh1ch ‘

or the 1nterest charged. They cla1med to be upset by some of the

prov1slons that venture cap1ta115ts and gove1nment programs re- . B

(Table 24)

Just about ‘a1l of the users had prospectlve sources of

oCapital .especially.venture capltal'flrms ;refuse'thelr requests
ifor funds (Table 25) It ‘was more common that thelr requests
- for government funds ‘would be accepted Only about 2% of our-

>~samp1e had been refused»by government programs. AThe-percentage_j

of equity provided in return for ‘the capital received varied ex-.

ten51ve1y But it was typlcally 1n the 20 30/ range, as. evidenced -

in Table- 26 ~Most of the compan1es questloned had also ‘used ad-.

'-ditional serv1ces provlded,by the companles’whlch had»1nvested in:
* "them. . In many cases, - they stated that thls was part of the .in-

vestment‘contract; The vast maJorlty of the companles ‘Wwere not



"publicly owned, as iliustrated by Table 29.. Vefy few of the com-
panies which had sought venture capital planned to golpublié in
the near future“(Table 31). |
It was é éommon response. that governmént‘could have assisted

these companies to obtain vantﬁre capitél‘ The suggested methods
of assisting varied all the way’from a clearing:hquse to help
borrowers and lenders get fogether, t§ governmen£ referrals to
private venture capital. sources. Séveral of the compénies went

so far as to séy that the tax laws should be changed_to entice
_more private capital to become available forlinvéétment in small
business. They claimed_that much of the government funds cur-.
rently being aimed.at regional deveiopment should be.¢hanne1ed
through private firms to deserving small businesses across Canadaf
They were not toé clear on the details for such an undertaking,
but were quite impressed and enthusiastic about the prospéct of
organizations like the Small Business Investment Companies in the
U.S. rWe shall elaborate on a similar proposal for Canadavin

Chapter V,

Conclusions and Recommendations

In genefal, thé users -had two main complaints about the
availabiiity of venture ﬁapital:in Canada. The first was that
venture capital was available only for a very limited number of
types of investment, mainly high technology and export oriented
firms. -The second was that the capital which:was avaiiable was

much too expensive. The users felt that the vehture‘capitalists
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- wanted far too much for their money and users were not willing .

to'give up nearly as much equity control or management control

as Venture capitalists deSired The forme1 comment concerning

“expensive debt also applied to most government 1ncent1ve pro-

grams. The users stated that these were available for a very

limited selection of opportunities, mainly in the research and

Jdevelopment area._ They also claimed’ that large companies were
'much more’ eligible for these grants and loans as they -were more.

capable of supporting such research. Small buSinessmen claimed

they did not have the financial resources to undertake such re-

search and development programs,.especially_when_grants‘were of-

ferred only_after completion,of these programsf
Othérpconcerns.expressed by the,usersywere~the.limited

geographical availability of_venture_capital in:Canada,vanil—

‘-»lustrated'by'Table l,_and»the:difficulty in;deternining the
'-preferences of particular firms offering venture capital. As

‘stated earlier; many of the venture capitalists operate through

referrals only and are not accessible to the entrepreneur‘who

walks in off the street. Service companies in particular stated

‘that neither venture-capital nor government assistance was avail-

able for their particularfbusiness'except;for'certain'regional

vdevelopment incentives.

Many of the managers interviewed agreed that proposals sub-

_m1tted to obtain both venture cap1tal and government assistance

likely 1eft much to be desired. They claim they did not have

the time or .resources to devote the exten51ve effort in- the

’preparation of such proposals, and did agree that they could have
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used assistance in preparing such-documents. Many of them stated ..

e

bluntly that they did not rcally know exactly what such a pro-

posal should contain, and did not receive explicit instructions

as to the format desired by the potential investor.

In the realm of recommendations for government action in

the veniure capital field, the users had many suggestions. We

have summarized these into thé following general recommendations:

1)

2)

The government should act as 4 clearihg houSe.tﬁréugh
which entrepreneurs and venture capital sources might
get together. This clearing house wguld have'available
listings of venture capital firms with their preferences
and terms as well as a iisting of fifms séeking venture
capital and the characteristics of these firms. It |
was'suggeéted that proposals from the venture capital
user could be available for reference for potential

-investors.

The creation of such an agency would decrease the cost
of 6btaining venturevcapitai by the elimination of the
finder's role in the process. This should result in a
saving of 5% of funds obtained to most entrepreneurs
seeking capital.

Thelgovernment should provide incentives to attract
more investment into small business financing in
general, especially in geographicél areas where
venture capital is not currently available-and in

industries where venture capital is not available.
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A Maﬁy methods'of doiﬁg this wére sﬁggested:suﬁh as
tax iﬁcenfivés th direét iﬁ&cstmént-iﬁ venture cébital

. - . by th§ govefﬂmeﬁt. Bﬁt'most of the~us§rs:beiieveaqthat
the gbVérnﬁénf'shduld.not.pgt’money in,di#ectiy but . -
éhéuld cfeate incentives fof more privatg.capitalé
pérticularly.inétitutional caéitql,'tb flow.into this
érea 6f}inve§f@eht.- Ongnsugéestion for doing this |
was.a mechanism simiiar‘to the:Sméll Bqéiﬁess Inyeéta
ment Compaﬁies in thé United_States.; The users felt
thatvif both federal andvprovinciai goye£nments Qorkedu
jointly to arréﬁge‘§u§h a progféﬁ,_it could attract
far more cgﬁital into the areatthaﬁ was currentiy‘
availéble. | |

3) Government should prbvide assistance_iﬁ,déyeloping
business_plans_and_proposéls.to obtaiﬁ_capital. -This

could be done through various mechanisms such as courses

aimed at educating the small businessman in the prepara- .

tion of such proposals .and in haVing govérnment‘people
assist small businessmen directly in preparing such

propdSals.

- These were the typical suggestions made by users inter-
y - viewed. They had many other suggestions such as stating that.

Canadian financial institutions should get more involved in
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the proQision of venture capital. Most of the qomments were
actually aimed at changés to government regulations of thése.
institutioné to provide incentive to attracf mofe-capital into
the area. It is notable that most of the users did not.suggest
that the government'should invest money directl&-in thésé com-
panies. They are much more interested in lj}gévérnment efforts
to attract more private capital into the venture capital area,
2) non-financial éovernment assistance in reféirals to likely
venture capital sources and 3) help in preparatiqh of prdposals.
In fact, many of the users commented that ih.fhéir opiﬁion it
‘was not the governﬁent's job to subsidize business.

It is also notéworthy that many of the_us¢rs recognize
the lack of certain'skiils on both their part ana in the venture
cépital companies and in government programs, They claim that
mény of the venture'cgpital personnel are finanCialApeople who
do not really understand high teéhndlogy projects and find it
difficult to evaluate them; This is also true of many government
programs where an iﬁnovative,business faces problems in being as-
sessed by people evaluating the potential investment. The users
therefore conciuded that not only useré needed assistance and
education in putting together such proposals, but venture capital-
ists and government personnel needed further training to be able
to asséss these proposals.

These are suggestions which we wholehéartédly support and
recommend that any government involvement in venture capifal should
come by providing non—financial‘assistance and by providing incent-
ives thfough.which more private capitél will flow into the v;nture

capital field. ;
i




1.

Notes'oh.Following Tables:

The firms in the Venture Capital Reccived group arc
those firms which approached a Canadian venture capital

firm, were evaluated in depth and received capital.

"The firms in the Venture Caﬁital:RéfﬁSéd group are

‘those firms which approached a Canadian venture capital

firm; were evaluated in depth and were-either refused.
capitai or themselves refused the‘offgr on the grounds

it was too expensive.

. The firms in the Government Loans and:Grants-group are .

those firms_wbo had obtained-governmgnt aid. ‘Ovef

half of these had approached évCanédian ventﬁre‘capitél
firm but ﬁad been rejgcfed_withéut aﬁ in~depth{evalua- 
tion.. Over half of them had reccivéd‘funds‘f?om_somejA
source other than governménf in‘rétﬁrn'for eqﬁit?.f Thésé

sources included American firms, individuals and in-

dustrial firms.

Totals May not agree with number Of‘firms replying due.

to omitted or multiple answers.,




BriTIisH CoLUMBIA

PRAIRIES
ONTARIO
TORONTO
QUEBEC
MONTREAL -
MARITIMES

TABLE 1

- GEOGRAPHICAL LOCATION QOF USER

VENTURE VENTURE ‘
CAPITAL CAPITAL GovERNMENT LoaNS
RECEIVED REFUSED AND_GRANTS
# 7 # 7% # %
2 12,5 1 7.1 12.1
2 12.5 0 0 « 10.3
b 37}54 ) 2.9 21 36.3
5 . 32.5. 2 14,2 13 22,4
0 0 0 0 0 0
1 6.2 L 28.4 4 6.5
0 g 1 7.1 -7 12.1
o1 | 58

ToTALS | 16

- ZL -



CTABLE 2

NUMBER OF EMPLOYEES

- VENTWRE -~ VENTURE |
CAPITAL | CAPITAL : o
RECEIVED ~ ReFuseD - GOVERNMENT LoANs

# % | # 0 % %%

.9 | 18 321
w3 1 7.8
w3 8 W3
81 - 150 12,5 86 | 9 161

> 150 3.3 0 | 1 196

~ TotaLs ;j '/ f16"; ﬁ;d;F' "  .,14] _1¢"? ;;,':. | 567_l

1-20
21 -50
) 51 - 80. :

25
18.8
125

- gL -
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TABLE 3

SIZE OF MANAGEMENT TEAM

VENTURE VENTURE B
CAPITAL CAPITAL GovERNMENT LoANS
RECEIVED REFUSED AND GRANTS
# A # % # 7
L2 y 25 | 4 2.6 14 25
3.4 | 2 125 | 3 24 | 16 2.6
5.6 » 5  31.3 5 35,7 13 23.2
36 - 5 31.3 2 14,3 13 23,2

ToTaLs o 16 14‘ o . 56

e o e e . « .

o= bl -




TABLE 4

SALES VOLUME OF USERS

- VENTURE VENTURE :
- LapiTaL - CAPITAL - GovERNMENT Loans
RECEIVED . - REFUSED AND GRANTS

# /. # .k # .7

| 308 | 12 o4
| | 154 231 918
o Im-om 30.8 385 | 11 2.

'</500,000 1
: ;
| i
oM. 2 154 7.7 | 9 18
S
2

o 1T
500,000 - 1#. S

= v W =

M- 1M SR I R
L U T N AT S 2

- s -



TABLE'5

TYPE OF INDUSTRY

VENTURE VENTURE

CAPITAL CAPITAL GOVERNMENT LOANS
" RECEIVED REFUSED AND GRANTS
7 A - # % # A
Foop 1 6.2 | 5 8.6
MANUFACTURING 8 50 8 57.4 .33 56n9' :
“ CHEMICALS 1 6.2- | 6 103 >
ELECTRONICS 2 125 | 4 sm | 8 138 ’
- SERVICE 3 18.8 -2 .2 4 6.9
OTHER 1 6.2 o | -2 3.4

- ToTaLs 16 | i - 53




1 - 5 vEars

6 - 10
11 -15

16 - 20

> 20

‘ToTALS

TABLE 6

AGE ‘OF COMPANY

7

VENTURE - VENTURE R
CAPITAL CAPITAL GOVERNMENT LOANS
RECEIVED REFUSED AND GRANTS
£ 7 ¥ Ve #. %
3 188 | 3 214 7 9.8
5 31.3 3 2.4 1 193
1 6.3 | 1 7.1 ‘ 14
3 18.3 Lo 2.6 105
4 25 |3 214 15 263
16 | 4

- LL -




TABLE 7 -

- COMPANY TECHNOLOGICALLY BASED - -

VENTURE

VENTURE
CAPITAL CAPITAL GoverNMENT Loawns
RECEIVED REFUSED AND GRANTS
# A # % # .
YES : 12 - 75 13 92.9 e 35.2
No 4 25 1 7.1 8 14.8
ToTALS 16 54

- 8L -




YEs

- ToraLs -

TABLE &

COMPANY TECHNOLOGICALLY INNOVATIVE

VENTURE

VENTURE | » .
CAPITAL CAPITAL - GOVERNMENT LoANS
RECEIVED REFUSED AND GRANTS
¥ 7 S & o
9 563 | 12 w3 | & 778
7 43,7 1 77 12 2.2
13

54

- 6L -




TABLE 9.

PLAN ON SEEKING CAPITAL IN THE NEAR FUTURE

VENTURE VENTURE
CAPITAL CAPITAL GOVERNMENT LOANS
RECEIVED REFUSED AND GRANTS
# yA # 7% # YA
Yes o 0 5 | 9 6.2 | 3 506
No B 37.5 5 30,8 75 10,1l

ToTALS 16 | 13 : o 57

- 08 -




" PERCENT OF TOTAL CAPITAL PROVIDED BY FOUNDER

C0-10
L11-25
26 - 50

51 - 75

S 76-100

M‘ .. ToTALS.

TABLE 10

VENTURE ~ VENTURE
CaPITAL - .. . CAPITAL
REceive . - REFUSED

~ GovernMENT Loans
" "AND GRANTS

E g | %

5 455 |

3 273
S 16.7
1 91 8.1
2182

Ul = NN

167 |
16,7

|

#

%

9.4
13,7
157

5. 9.8

16

B A S

51

- 18 -



'APPROACHED A VENTURE CAPITAL COMPANY

VENTURE

-GOVERNMENT LoANS

VENTURE
CAPITAL CAPITAL
RECEIVED REFUSED AND GRANTS
# % # A # A
" YeEs . 16 100 14 100 30 52.6
No 0 0 0 U 27 b7 .4
16 14 57

ToTaLs

- Zg_.
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- LIST FIVE VENTURE CAPITAL FIRMS

ToTALS

TABLE 12

VENTURE

VENTURE . I
CAPITAL CAPITAL GOVERNMENT LoANS
RECEIVED REFUSED ~ AND GRANTS
# 7 # 7 g
0 0 0 0. 29 50
3 18.8 2 154 7 121
Y 25 4 30,8 5 8.6
9 5.3 7 53.8 7 293
16 | 3 8

- £98 -



YES

No

ToTaLs

TABLE 13

_ APPROACHED A GOVERNMENT AGENCY

VENTURE VENTURE
CAPITAL CAPITAL GOVERNMENT LOANS
RECEIVED - - REFUSED AND GRANTS
# yA # yA i yA
16 100 14 100 57 100
o 0 1 . 0 0 0 0.
16 1 57

- Vg -
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(TABLE 14

- LIST FIVE GOVERNMENTAL ASSTSTANCE" PROGRAMS

- ToTaLs

VENTURE

VENTURE | -
CAPITAL CAPITAL GOVERNMENT LOANS
RECEIVED REFUSED ~ AND GRANTS
# % #% # G
3 192 | 7 121
1 6.3 2 143 10 17.2
5| 12 &g 1o 707
16 o 58

[ 88 -



RECEIVED INSTRUCTION ON WHAT SHOULD BEAINCLUDED

TABLE 15

YES
~ No
| ToTALS

"IN PROPOSAL FOR FUNDS

VENTURE | VENTURE |
CAPITAL CAPITAL GOVERNMENT LOANS
RECEIVED REFUSED AND GRANTS
# yA # _% # yA
11 68.7 8 61.5 37 71.2
5 3.3 | 5 38,5 15 23.8
16 13 52

- 98 -




© TABLE ‘16

 RECEIVED ASSISTANCE IN PREPARING REQUEST FOR FURDS

VENTURE VENTURE" | o
CAPITAL CAPITAL : GOVERNMENT LOANS
RECEIVED REFUSED AND GRANTS
# % - # % | - # %
YEs 5 31.3 5 38,5 33 6l.l
No 11 887 8 65 | 21 - 389

3 5y

.= L8 -




YES
No
ToTALs

TABLE 17

"PROVIDE A WRITTEN PRESENTATION

VENTURE VENTURE
CAPITAL CAPITAL GOVERNMENT LOANS
RECEIVED REFUSED AND GRANTS
# 7 # % # A
13 86,7 12 92,3 46 90.2
2 133 1 7.7 5 9.8
15 13 | 51

- 88_

X )




- TABLE 18

COMPANY INVESTIGATED IN DEPTH

" VENTURE

GOVERNMENT LoANS

ENTURE
CAPITAL - CAPITAL
RECEIVED - REFuUsED 'AND GRANTS
# 7 7 # A
Yes W %3 | 8 50 38 7h5
No 1 6.7 8 50 13 25.5
516 51

a TofALs 15

—-68 -




TABLE ‘19

AWARE THAT IN DEPTH INFORMATION HAD TO BE PROVIDED 

VENTURE

VENTURE ,
CAPITAL CAPITAL GOVERNMENT LOANS
RECEIVED REFUSED AND GRANTS
# % # % # %
Yes | L 875 12 23 | ou 92,3
No 2 12.5 1 7.7 L 7.7 o
TotaLs 16 13 !

52 .




TABLE 20

IF YOU RECEIVED FUNDS DTD YOU RECEIVE EXACT AMOUNT, |

MORE OR LESS THAN REQUESTED

VENTURE ~ VENTURE
~CapITAL . - CAPITAL
Receivep -~ REFUSED:

GOVERNMENT  LOANS
~ AND GRANTS

| #.% L #
.MORE o . _llfv 5,6 | »’1 ;_ 11=1Av
less . 3 167 | 2 22 |
Bacr W 778

N

, 66.7

13
32

7

53
27.7
68.0

| TofAle B T9T;i

7

- 16 -




TABLE 21

* PLANS CHANGED AS A RESULT OF AMOUNT RECEIVED

VENTURE | VENTURE
CAPITAL CAPITAL GOVERNMENT LOANS
RECEIVED REFUSED. AND GRANTS
# A # A 3 Z
RE 1 7.2 3 37.5 1 318
No 13 92.8 5 62,5 30 68,2
ToTALS | 1L b4l

- ZG -




© TABLE 22
TERNS MORE EXPENSIVE OR RESTRICTIVE THAN YOU WISHED
VENTURE . VENfURE - o
CAPITAL = CAPITAL . GOVERNMENT LoanNs =
RECEIVED ~ REFUSED AND GRANTS
# % A 7
Yes | 6 46 | 6 60 | 23 189
Mo D N2 I L T -
~ TotALs L (| R o




TABLE 23

WERE PERFORMANCE CONDITIONS“ATTACHED“TO’THE”PROVISION.OF CAPITAL

YES
No

ToTALS

VENTURE VENTURE

CAPITAL , CaPITAL GoVERNMENT LOANS
RECEIVED REFUSED AND GRANTS
#o . # . # %
/ 53.9 .8 100 34 72.3
6 146.1 0 0 13 277
13 " 8;“

47

—, vs -




es
No

- ToTaLs

TABLE 24

HAVE YOU EVER REFUSEDCAPITAL

 VENTURE VENTURE -
CAPITAL CAPITAL. GOVERNMENT LOANS
RECEIVED REFUSED AND GRANTS -
f / # % A
0 716 8 727 55 6.3
4 W/ 3 2.3 16 37
14 11 49 |

'_‘.SG 4‘..




TABLE 25

HAVE SOURCES OF CAPITAL REFUSED YOUR REQUEST FOR FUNDS

VENTURE VENTURE

CAPITAL CAPITAL - GovERNMENT Loans

RECEIVED REFUSED - " AND GRANTS

£ % # 7 4 7
ves 10 &7 | 11 846 33 6Ll
No S5 33 | 2 154 |21 389

ToTALs 15 13 54

- 96 -




© TABLE 26

| :PERCENT OF STOCK PROVIDED, IF REQUIRED, TO OBTAIN FINANCING

VENTUEE VENTURE T
- CaPITAL - CAPITAL GOVERNMENT LOANS
RECEIVED . - "ReFusED AND GRANTS
| # T #h . 7
0-10 1 77 | 3 % 8 267
11 - 20 2 154 | 1 10 4 I3
21 - 30 3 231 330 7 B3
31-40 6 462 1- 10 6 20
41 - 50 1 7.7 0 0 5 167
50 0 0 2 20 0 -

CTotas 13 R T A

-6 -



TABLE 727

DO CAPITAL SUPPLIERS PROVIDE-ADDITIONAL MANAGEMENT SERVICES

VENTURE VENTURE

CAPITAL CAPITAL | GOVERNMENT LOANS
RECEIVED REFUSED AND GRANTS
# A # % - # %
- Yes 11 73.3 9 80.2 | - 22 56.4
No | 4 26,7 2 19.8 17 43,6

ToTALS 15 - 11 39

- 86 -




TABLE 28

HAVE YOU USED FANAGEMENT SERVICES

VENTURE - VENTURE
- CapITAL o CAPITAL

RECEIVED REFUSED -

~ GOVERNMENT LoANS
- AND GRANTS

e f"‘:‘  ,10 _" '71;4': 2 167

-9

23

B
o3

75.7

o : o | .4 28,6 |0 10  83.35 :

C Toras W 12

- 66 - -




Yes

ToTaLS

TABLE 28

PUBLIC COMPANY NOW ?

VENTURE VENTURE

CAPITAL CAPITAL  GoVERNMENT LOANS

RECEIVED REFUSED AND GRANTS

# % # % # 7

2 . 13,3 1 /.1 12 27.3 " ‘
13 86.7 13 92.9 bW 72.7 3
15 14 56 .




TABLE 30

WHEN DID YOU BECOME A PUBLIC COMPANY

VENTURE VENTURE

- 10T -

CAPITAL - . .CaPITAL GOVERNMENT Loans
RECEIVED REFUSED ~AND GRANTS
C# % # DS # 7
1965 - 1973 2 e7 | - - | 5 5
1955 - 1965 1 333 - - TR
o195 S e T
"ToTALS 3 : B -fi.;f» - 10




A‘CONTEMPLATE A PUBLIC OFFERING IN THE NEAR FUTURE

TABLE 31

Yes
No

ToTALS

VENTURE VENTURE
CAPITAL CAPITAL GovERNMENT LoOANS
RECEIVED REFUSED AND GRANTS

# A # 7 # 7

3 30 8 66.7 i6 41 '
7 70 y 33,3 23 59 N
10 12 39




TABLE 32

COULD GOVERWMENT OR BUSINESS HAVE ASSISTED YOU

IN FINDING SOURCES OF CAPITAL

- oS0t -

VENTURE VENTURE ,

CAPITAL CAPITAL GovERNMENT LoANsS

RECEIVED | REFUSED . AND GRANTS

# % N # . %
Yes 7 5.9 | 10 769 | 3 667
o 6 461 3 93,1 17 33.3

13 13 51

~ToTaLs




TABLE 33

COULD GOVERNMENT OR BUSINESS HAVE ASSISTED YOU IN
OBTAINING CAPITAL FRCM CERTAIN SOURCES

VENTURE VENTURE

CAPITAL - CAPITAL GOVERNMENT LOANS
-Receivep - REFUSED AND GRANTS

#0011 # 7 ~ o7

YEs o éf : 65:752 10 90,1 29 67.4

No- b o330 [ 1 99 14 32,6

Totas 12~ ¢ . 0 11 3

- -VO'[ -
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o . .CHAPTER III

THE ROLE OF THE FINANCIAL INSTITUTIONS

Introduction

A further objective of this study was to investigate the
degree to which Canadian financial institutions participate in
the provision of venture capital in Canada. These instifutibns-
are banks, trust companies, mutual funds, pension funds, finance
companies, mortgage_companies, life insurance companies and govern-
ment institutions. One could add, caiése populaires and credit
unions and-investmeqt'counsellors to this although they do not

.

really provide fundg for venture capital; In addifion, invest-
ment dealers do play a role to some extent, although;primarily

as referral agents for venture capital cbmpanieé. The purpose

of this phase of the study was to find fo what degree do the
above institutiong become invblved in the provision of venture
capital and whether there are. any obstacles to their becoming
further involved. These obstacles would be primarily legislative

through such acts as the Bank Act, Canadian and British Insurance

Companies Act, Trust Companies Act, etc.

Second Level Investors

The -primary role of the maﬁor finéncial institutions in
Canada in supplying venture capital is the provision of funds
to purchase shares in venture capital companies. In this ;olg
they are. second level or silent parfner p;rti¢ipaﬂtslA The‘cép-
ital which is available from the fifty venture capital firms

described earlier has been largely provided by financial instit-
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utions and by largelpools of family capita', Most of this. in-
Vestmént from financial institutions has come throuéh thé "basket
clauses" which permit a small proportion &f their funds to be
invested in such venture capital companies which are otherwise
ineligible. A prime exémple is the insurance companies which
are limited tblinvesting a maximum of seven percent of théif
portfélio in any companies which are classed as non-eligible
secﬁrities by the Canadién and British insurance Companies Act.
Theée ineligible securities includé mahy public companiés as
well as the vast majority of the venture capital'companies in
Canada. The ohly.way which money other than this "basket clause!
capital might enter the venture capital market is if it were in-
vested in a mutual fund and some of the investments of this
mutual fund were in venture capital investments. However,'only
a small proportion of any inveétment in the mutual fund would‘
find its way into venture capital investments, since such firms
invest only a small proportion of their portfoiio in such high
visk investments. |

.There were .very few exceptions to this second level in-
vestor role and we shall consider them in their appropriate class

of institution.

Banks
The Canadian banks are typical of the second level investor
in that all of them have investments in one or more venture cap-

“ital companies. They claim that they refer any venture capitai

e R s Y.t . e s




proposals'which_they-encounter to the particular firm or firms

in which they have 1nvestments.‘<loronto Dominion Bunk has been

the most aggre551ve bank by undertaklng 1nvestments 1n flve or
'six different Venture capitallcompanies and it is also~making'
venture capital investments directly._ Th1s was’ the only bank

encountered wh1ch had made venture capital. 1nvestments d1rectly

The-Toronto Domlnron Bank attempted\to~set up a separate-venture_

capital subsidiary»calledlthe TD Capital.Group} But-the Bank:
Act prevented it from ownlng more’ than flfty percent of any
Canad1an corporatlon. The intention was to have th1s ventur
cap1ta1 company controlled by the Bank ‘and to persuade other in-
stitutions. to 1nvest funds as shareholders in it. But the In—

spector General of banks has vetoed any. poss1b111ty of the TD

' Capltal Group, which 1s now a department of the Bank “ever belng-}

spun off as a subs1d1ary T
SR I B S T

The Toronto Domlnlon Bank has also found the Bank Act to

O

be a handlcap in its attempts to make venture capltal 1nvestmentS‘

d1rectly, 'since it cannot own: more than flfty percent of any
Canad1an corporatlon other than 2 trust or loan corporatlon, and
' not more than ten percent ot any- flrm 1f the net worth is over
five m11110n dollars. | | |

In addltlon, the banks are not allowed to own anytportlon
‘whatever of a cable LeleV151on company, wh1ch has been an actlve

area for Venture capltal 1nvestments recently Th1s was a judg—

ment of the Canadlan Radlo and Telev181on Comm1ss1on recently when

a bank tr1ed to 1nvest in such a company The banks view. thls,

judgment asgdlscrlmlnatlng agalnst them in part1cular.
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But tﬁe'majority of the banks do not attempt to make
venture capital investments directly nor have they attémpted
to set up a separate venture capital subsidiary. Therefore,
the Bank Act is not as great a handicap for them. The question
arises whether the banks would play a more .active role in this
activity if the provisiqﬁs.of Section 76 of the Bank Act did
not exist. It is especially interesting to speculate whether
the Bank Act would have to be changed if Canada attempts to set
up organizations such as the Small Business. Investment Corporat-
ions in the United States. Many of the SBICJ# in the U.S. were
subsidiaries of banks, and the same would be expected in Canada
under a similar arrangement. But the Bank Act currently'preventé
banks £from getting involved in such activity and would require
modification similar té that currently permitting banks to in-

vest in trust and loan corporations.

Insurance Companies '

Insurance companies, like banks, afé‘primarily second
level inveétors, investing in venture capital companies as share-
holders. Severai of the insurance companies contacted had in-. |
vestments in Venture capital companies.  Some of theée, however,
had invested in mutual funds which were active in venture
capital investments. Few insurance companies were found which
invested directly in venture capital invéstments. 'ThOSe who
were active invested in pfivate placements of established companies,

typically as part of a- syndicate with other institutions. Many
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of theSe syndicates'wereVOrganized>hy venturé capital firms,FWho i
performed the evaluatlon and monitoring functlon for these syn~
d1cates.A Several venture cap1ta1 flrms were act1ve1y 1nvolved
as "packagers” of proposals for ‘such syndlcates.( These pr1vate
placement investments by insurance’ companles were rare and usually
fell into the: "basket c1ause" of the' Insurance Companles Act\*
Except for‘the "basket clause"’provislbn;*the_Canadianrand
British Insurance Companies-Actiprohibitsfinsurance.companies
from inresting,tn any debt:issue“of‘a’tdrboratien‘that’is net
tguaranteed-er'fuily*secured?prfuhere~the corborationrhas-notiu
either paid a‘diVidendJin’each*of‘the past'fivegyearsior:had‘earnf
ings snfficient~td:permitfit;tonay'a'diVidend‘df”at:ieaSt'four
percent of the- average value of " the shares.; The same applles to
investment in preferred or common shares of corporatlons A:Tn"
daddition,‘an insuranceﬁcompany‘cannbt purchaSeﬁmdre than thrrty
percent of the common: shares’ of any corporatlon withjminer“ex—

ceptlons where these 1nvestments are dlrectly related to the1r

rnsurance_buslness These prov1s10ns are contalned 1n Sectlon 63

of the Canadian and British”Insurance Companies Act.

Again, for the 1nsurance companles as for banks; prov1s-»
-ions of the Act are not seen as 51gn1f1cant barrlers to them 1n
1nvest1ng in venture cap1ta1 1nvestments. This’ 1s pr1mar11y'
because mest 1nsurance companles are suff1c1ent1y conservatlve,A

that they do not normally make_rlsky 1nvestments. -However, many .

of them do have 1nvestments 1n venture cap1ta1 companles and these,

1nvestments are usually made through the "basket clause".ln the
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ineligible securities category. It is debatable whether the
insurance companies would beéome more-involved in the venture. -
capital picture if the "basket clause" provisioﬁ was larger N
or if they were permitted to invest in more risky securities.
As a class of institution, the life insurance companies
are probably the least likely of the institutionslto become in-
‘volved in the direct provision of venture capital. The regulat-
ions for insurance companies are therefore less of é.handica?
for them than for any of the‘other institutions.
A recenf study by Shaw and Archiba1d1°states tﬁat Canédian
insurance firms will likely move more into venture capital in-
vestments in the future. However, conversations with those

authors confirm that this pafticipation will 1likely be via the

financing of venture capital firms as second level investors

father than direct management of investments. The primary reason i
. ’ i

is that insurgnce companies do not have the management expertise

'ﬁo begin direct venture capital investments. This will be dis-

cussed further later in this chapter for all financial institutions.

Trust Companies - ' i

The trust companies, like the insurance companies; were
found to be primarily second level investors and rarely became
active in making direct venture capital investments. Some of them

are shareholders in venture capital companies, but are not permitted

1. D. C. Shaw and T. R. Archibald,'"Management of Change in fhe
Canadian Securities Industry - Study 4 - Life Insurance
Companies in Canada', March 1973,
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‘'by the Trust Companieszct to‘get'highly intolVedeireetly‘inf

venture ‘capital situations. The Trust-Companies Act is very

-similaxr to the Insurance Companies,Acthin terms of the type of

investment which the trust company'may make;' In addition, truét

'companles are permltted to 1nvest trustee funds only 1n such

secur1t1es as are authorized by the- 1nstrument creatlng the trust.

, Typically;:most'trust,funds do:notgprovide forainVeStments‘in

Venture;eapital situations.
‘It is doubtful whether the trust conpanies,would_become
very activé in providing venture capital other than as ‘second

level investors if the provisions of the Trust Companies Act

were relaxed.

Loan Companies:

The Loan Companles Act 1s 51m11ar to the Trust Companles

Act in terms of the permlssable 1nvestments wh1ch loan compan1e57

“can make.v It is doubtful whether 1oan companles would become-
more aggre351ve 1n terms of Venture capltal 1nvestments if thls

Act werefrelaxed. The remarks made about trust companles apply‘

equally well to loan companles 1n Canada.

Pension . Funds

Pension funds in Canada were found to be active in venture

capital companies as second -level investors but rarely as direct

.investors.. Few exceptions to -this were encountered. Those "

the pension funds-which‘had ever been involved in'making direct - .

venture capitai~investments had only made a few of them and’
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typically did not do so any longer. This is primarily because

the management within thevpension fund was not trained for c#pable
evaluation of venture capital situations. Their expertise was

in managing portfolios of mérketable securities. Therefore, most
of the pension funds quickly found the& did not have the manage-
ment capability to operate as a direct supplier of venture cap-
ital. This is also true of most of the institutions which we
-encountered during the study. However, several of the venture
capital companies listed in the supplier section of this report
were pension fundé who have been directly involved in providing
venture capital in the past. It is doubtful whether théy will be
highly involved in that area in the future. Several of them have
recently invested in a venture capital firm created by the Canadian
Development Corporation.

Pension funds had made these investmenﬁs under the "basket
clause' of seven percent of their portfolio, which included all
inéligible securities. Relative1y>few of the pension funds
were found who considereé the seven percent restriction to be a.
significant obstacle in theif investments. ‘Only the more ag-
gressive ﬁension funds were pushing this seven percent limit,
and typically because of their investments‘in ineligible public
securities rather than in non-public companies.

However, the pension funds have exhibited thé greatest
growth of aﬁy of the institutions during recent years. They
now hold such a large portfolio that eﬁeh a small fraction of

one percent of their funds directed into venture capital would
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0verwhe1m,bhehtota1 amount of capital avaiiabie for venture
cap1ta1 51tuatlons currently | o .J .

It 1s unllkely that pen51on funds w111 become very act-
ive d1rectly in mak1ng venture cap1ta1 1nvestments but w111 more
a llkely cont1nue:1n the1r role aS-second level 1nvestorsf Agaln,
‘y'a"numberyof:them havevinvested in'mutual»fundsduhichuhave.venture
capital investments and SOmeyof theée'fundé.have.been channerled,
indirectly‘into venture-capital investmentS; f” ‘ «? '”~d -

The leglslatlon governlng pen51on funds was not seen as.

a 51gn1f1cant handlcap to pension funds becom1ng more act1ve in

th1s area. However, 1f more - funds are~channe11ed~1nto venture

cap1ta1 51tuatlons by the pen51on funds, the.seven percent "basket .

clause" 11m1t may become a problem for them.i'ThiS is not because

NI

they are likely*to invest Seven percent of their funds(in~venture~

s cap1tal 51tuatlons but because the total number .of 1ne11g1b1e

secur1t1es 1n wh1ch they have 1nvestments, 1nc1ud1ng venture cap;_
'1ta1 51tuatlons may grow in the future~ Thie is esnecially |
_11ke1y when one con51ders the trend by Canadlan f1nanc1a1 1nst1t—
utlons to 1nvest more actlvely in h1gher rlsk secur1t1es than
they have in the past.; In addltlon, the Canadlan cap1tal marketsA
. are c1a1med not to have sufflclent depth for the rnstltutlons;‘ |
to buy and sell ea51ly 1 ThlS causes 11qu1d1ty problems and d

marketablllty problems for3the 1nst1tutlons;_ These changlng‘

L "New Ground Rules Money Managers Face" Financiaerost,

‘December 10, 1972
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conditions may cause some of the financial institutions to become
more active in non-liquid investments such as venture capital.

If this happens, the seven percent l1imit may become a problem.

Mutual Funds

The most actively involved of all the institutions in
the venture capital picture were the mutual funds. A number of
these had investments in venture capital situations, usually
through a separate fund set up for that purpose, Under this ar-
rangement, a fraction of the total portfolio of the mutual fund
was difected into a new fund for venture capital investments. This
amount was'typically small (less than five percent of each such
fund) and not too significant considering the total porifolio of
mutual funds. However,many mutual funds claimed they did not
get involved in venture capital investments at all; and - only a
handful of -the venture capital suppliers discussed earlier are

mutual funds.

Other Institutions

" Other companies, such as mortgage companies; finance com-
panies and ieasing compahies, do ﬁot éétively'invest in venture
capital. Some of'them may be second level investors in venture
capital companies, but it is unlikely thaf they will become act-
ively involved in such.actiVity. They are primarily oriented
towards completely secured lending activity. Currenf légiélation
is not seeh as a handicap for them since they usually have no

desire to get involved in such activity.

eI e
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If the institutiqns diséusséd above,fparticularly the
pension funds;.Were to invest a tenth of one percent of their .
‘funds in phé'?enture capi;al area, it wquld'significant1y out-
‘Weigh tﬁé'total funds avaiiablé for venture capital inyestment
in Canadé.cﬁrrently. Thus-aﬁ&-move»by'thé-government-to give'
the institutions more'incentiveAto:inveét'iﬁ venture situations
cbuld result in a‘significant flow of,fundé into such invest; 

ments without changes in the current.institutiopal legislation.

The Canada Development Corporatioh

Anbtﬁer reéen£ institution on the Canadiah:financial scene
is thé'Caﬁadian DéVelopmenf”Corporationh" Aithoﬁgh éﬁfreﬁtly
wholly owned byithe'fedefal'government; it,Will become a public
¢pmpéhy in the:néar'fufuré. It has been mofé_iﬁflueﬁtiél in thé
proviéion'of venture capital dufing its short lifetime th@n any
of the other institutions mentioned eariier; ;Bytéetting‘ﬁp fhfee
 separate venture dapitéi.éompanies'in'different~aréas of Canada,
it has released a significant amduﬁt of'capital'into the pool
available.for venthre cépiﬁal invesfmentg. Sincé the CDC cannot.
make investments under one miilidn dollars, it igiprghibited
from investing diiectly_inyvéntufe_;apifal situations itself..
It must therefore invest through vénture cépita1 companies as ‘a
second level or silent partner. | |

'The only other institutibns in the venture capital mafket
are inveétﬁéntfdealers‘aﬁd_invéstmgnt counsellors. InveStmeni
~deéleps become inVolvéd.typicallyAthrbugh,référrals, whereby if

a company is attempting to go public, the dcéler‘may refer them
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t0 a venture capital company for bridgé financing. .This is
financing to continue their operations until they‘are large
enough or the time is right for a public issue. The investment
dealer may invest some money through the venture capital'company
itself. But investment dealers and individua}s within the in-
vestment dealer community usually become involved by inVesting
directly into venture capital situations independently. There
are many individuals in the overall financial market who do
make such investments either alone or in small groups, but these
groups are usually formed on an ad hoc basis for‘éaéh investment
aﬁd they seldom make more than a few investments. It was therefore
difficult to attempt to estimate the overall availability of
capital on these terms. However, investment dealers do provide
a referral service and, to some degree, fhey do some prior screen-
ing for venture capital companies.

Investment counsellors get involved especiaily in referrals
to venture capital companies, but some of them serve as finders
and brokers of venture capital deals as well. We have discussed
the finder classification earligr. Brokers are typically individ-
uals who will attempt to help the entrepreneur assemble and com-
plete his proposal to obtain funds and will then take the proposal
to venture cgpital sources which he knows in an attempt to raise
capital for it. Some of these brokers will put in money of their
own and to that extent become padkagers of venture capital as
discussed earlier. But most brokers do not typically make sub-
stantial capital investment themselves. Nevertheless, they pro-

vide a very useful service to the venture capital community in
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the screening that they do and. 1n the 11aison which they prov1de

>3between user of capital and supplier of capltal

iBarriers to the'Financial Institutions

Lack of Management

.Possibly the greatest barrier preventing the financial
institutions from inveating directly in venture canitalgis the
lack of management personnel trained to- evaluate and monitor,
venture capital investments. Those 1nst1tutions 1nterv1ewed
which nad made direct'investments uSually had ceased making
their own investmentS‘andVWere1making.them through a venture
capitalecompany, because of the amount of management time and
effort which was requ1red to evaluate and monitor each venture.
The average venture 1nvestment is much smaller than the Value of
.each stook held in a portfolio; but a $100,000 venture 1s'more
troublesome than a $1;OO0,000 volume of stock in the portfolio.

Institutional managers are eXperienced in analyzing the
securities of public'companies,'but difrerent skiiis:are reduireu
to administer a. venture cap1ta1 portfolio. ‘Institutions would |
have to tra1n their management to administer venture capital 1n—
vestmenta or hire managerslskilled‘in this‘activity.
Instead, firms have developed (ﬂpackagers”):Which specialize

"in the_analysis and monitoring of venture investments. These
firms will invest the capital of the_financial'institutions:and
1manage the venture portfolio'for'a fee.. Other institutions in-
“vest directly in venture capita1<companies'and'ieave it to the

venture manager's judgment to choose the investments. In the

~Ty




packager's approach, however, each institution can decide how

much of its own capital, if any, is inVested in each>venture,

and most ventures are joint invesfments among institutions and
the packager.

As the intermediary function of packagers and venture
capital firms becomes more sophisticated, more institutions will
likely invest through them. The extreme case of this approach 1is
the Sm;ll Business Investment Company in the U.S., which draws
most of its capital from institutions,'using‘goVernment guaranteed
debentures. If this type of intermediary function is developed

in Canada, institutions will find it much easier to devote a

portion of their portfolio to venture capital investments.

The Effects of Government Regulations

In general, the majority of officers in the financial in-
stitutions surveyed agreed that the current regulations under
which they operate did not significantly hamper them in making
investments in the venture capital area. Most of them are cur-
rently much too conservative, both because of the acts under
which fhey operate and because of the management attitude within
these companies.

There are some ekceptions among the institutions as mention-
ed earlier. The more aggressive banks, pension funds and life in-
surance gompanigs have become more active in making venture‘capital
investments directly but not on a Very large scale. The Toroﬁto

Dominion ‘Bank is essentially the only institution encountered which
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is prevented by the Bank Act from entefing_fhé venture capital

field to the extent which it would like. Several of fhé'pension

funds are apparently finding the séven”peréent basket clause.

limit binding because of the amount of ineligible public secur-

~ities, private placements and venture capital investments which

they have made, but it is not the venture capital investments

~alone which cause this bind.-_The-ﬁumber of such institutions is
relatifely limited. As mentioned, the mutual funds tend to get

‘more involved than other_institutions_Qith”venture capital sub-

sections in many funds. But trust companies, loan companies

and other financial institutions do not get involved in venture

~capital investment directly to any significant degree.’ Nearly
~all of the institutions surveyed, however, make invéstments as

- second level investors or silent partners in venture capital com-'

panies. This is probébly the best way for thém'fo becomefin? 

volved:in venturé‘capital'deals because they do not have the

capability tb eva1uate and monitor venture capital investments.
Any -changes in‘governmént-policy aimed at having‘iﬁstitﬁt—

ions redirect more funds into venture capital areas should there--

fore be aimed at providing incentive .to these.inStitﬁtions to

direct a. larger proportion of their total portfolio into venture

capital companies as second level investors. Possible methods

-0of doing this will be discussed later in Chapter‘s.‘

Another common reason for the lack of institutional act- -
ivity in the direct.provision of venture capital was the size of

the investment involved. As mentioned earlier, the average venture
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capital investment is in the order of §$200,000 to $250}000.

This is much smaller than most institutions would be willing

to consider, since most of their investments are’of the order

of a million dollars and larger. This reason was also qguoted

by some venture capital companieé_who relied heavily dn in-
stitutions when they attempted to syndicate a ventﬁre. It is
obvious that the large institutional pools of capital would pre-
fer to make velatively large investments in less risky situations
thén to split that investment into many smaller morevrisky
situations.

This pressure from inéﬁitutional shareholders for venture
capital companies to make relatively large investments and in
less risky situations is one priméry reason why venture capital
companies in Canada are oriented towards expansion of.medium—
sized established companies rather than start-up ox invesiment in
young companies.. |

| Therefore, one must understand that the venture capitaiiét
himself is under pressure from both sides. Frém the entrepreneurs,
he is under preséure to invest in earlier stages of the company's
histbry. ‘From the institutional.in&estors, he is under pressuré
to perform in the short term and to make less risky investments
than he might otherwise if hé controlled the funds totally himself.

The primary concern with institutional financing of ven-
ture capital, then, is how to change the total amount of funds
allocated by institutions for such investment. Various incent-

‘ive measures have been proposed which would re-direct more in-

-




-Stitutionai.Capitaitintouthe venture\fieid. ‘These’ehailﬂbe-
dlscussed in the last chapter. ‘However varlous manage1s have
suggested that there is not suff1c1ent depth in the Canadlan |
public securltles markets to absorb the current growth of-our
1arge f1nanc1a1 institutions. In addltlon, the management of

i

f1nanc1a1 institutions: has become more aggressive as 111ustrated
by,thelr portfollos..1 . .

It is therefore a deflnlte p0551b111ty that the 1nst1tut10ns
'w111 d1rect more of thelr funds towards the non- pub11c sector
notably into ;nvestments 1n'sma11 companres:d HoweVer3 aasophistf
icated‘intermediary funCtion must be;set.upitofdo thisAor_thevin—’
.stltutlons must train thelr own. venture managers. geverai of‘
_these 1ntermed1ar1es have been formed in recent years, and were
| drscussed:earller under-the»name "packagers". Thlsyls a re1at1ve1y
‘new form of intermediary, but it millrplay a‘éreater'role;in the
.financing_of small business’in the future. Morejof thisractivity
may be expected as . more and more 1nst1tut10na1 capital is d1rected
towards the more rlsky investments. ThlS will be espec1a11y true if
vgovernment becomes 1nvolved prov1d1ng_;ncent1ves to institutions
to redirect moreucapltal into this area. N

In summary, however. Canadlan 1nst1tut10ns do not currently
play a major role in dlrect venture capltal 1nvestment They
do act prlmarlly as second 1eve1 1nvestors and may be in-

trumental in settlng the: p011c1es under Wthh most of the venture

Thls change is. dlscussed in detail by T R.. Archlbald and
D.C. Shaw in "Canada's Capital Markets“, publlshed by the
Toronto Stock Bxchange. ‘ :
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capital companies operate,  Thus thevtendency of Canadian venture
cépital companies to be oriented towards expansion of medium
sized companies may be attributable to the institutional inves-
tors. It is suggested‘that government should concentrate on
providing iﬁcentives to cause more institutional cépital to

flow into investment in smaller companies.
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CHAPTER 1V

GOVERNMENT FINANCIAL INTERMEDIARIES

Introduction

'The impbrtaﬁéé'of éovernment grant éndlloan,prdgraﬁs in
the financing of small businessés in Canada is the focus fbf thié
chapter. Both federal and provincial prOgrémé,in danada aré_ini
ciuded although most of the federal pfdgfamsgexaﬁined weré‘iﬂ.one
department, namely the'Department'of’Induétry;‘Tradé and Commerce.
'Interviews with officials 'in fifteenidifferent govérnment ﬁrogfams
(12 federél,vs provincial) wére:conducted~as well as 62‘inter—
views with users of these‘gofernmént\programs.i Some aggregate
statistics were»gathéred on the firms to whicﬁvloéné aﬁd gfantsf
were awarded, but most of these .programs do not publiéh such’aaté;

In summary, the majority of the gofernmeht ptograms exam-
ined apply equaily to large and‘small'companiés. In'fgtt, large
'companiés can take betteriadvéntége of most.bftthesé prpgramé
‘vsinge they'usually Have avfavdréblé performancéirecprd,_latger
debt capacity and have the proféssional expertise providedlby
lawyérs énd accountanté,»and the resourceé'to dévote Sufficiegt,
time and manpowef to-prepare their_caéé for securing such gfaﬁts
and loans. The ohly pfqéram found whith was aimed primarily at
small buéinéss was the Industriai Development Bank; ~But this
bank is really a\very conservatiye‘leﬁding institution, since i

it has provided equity in only two or three cases in. its history
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and all its loans are fully secured. Admittedly, it is a signif-
icant source of assistance to small business, but most of its
customers could obtain loans equall} weli'bn similai terms from
private financial institutions such as Roynat.l' .Although the
charter of the Industrial Development Bank makes provision fof
issuing equity and underwriting‘adtivity, the IDB has never be-
come actively involved in this phase of small business financing.
Most small businesées need equity capital, since’their debt
generating capacity is already exhaugted. Therefore, the IDB

is not considered a primary source of venture capital by our

definition, A1l of its funds are issued as fully secured loans,

Listings of both‘federal and provincial government programs
which were examined are contained in Appendices 1 and 2. A brief
summary of each program including its purpose, form of aid prqvided

and criteria for eligibility, is contained in the same exhibit,

Federal Programs

Availability to Small Business

The majority of the féderal programs available to businesses
in Canada is oriented towards résearch and development and apply
primarily to high technology companies and large firms. Most
small businesses cannot devote significant resources to research
and development. For example, the Program for the Advancement

of Industrial Technology‘is a valuable source of aid at the develop-

1. "Do We Really Need the IDB Anymore?'",
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"mental stage for firms that qualify. .However,:the majority ef
" the aid from these research and development orientedlprpgramed*
ie’directed to large firms rather.than small ones. Exhibit ir
"presents some statiSticshen the size ef-firm to whieh grants and;'
,hloans have been made from several.programs,“inCIuding'PrA.I;T.
The most significant aspect of all the federa1~programs_ . b
- is that they‘are primarilpiavailable‘only to established com-
panies. Like.the priVate Venturevcapital‘sourees,‘gevernment
V-anaIYstetevaiuate a eompanY‘e"paet performance and, especially;in
the case of loans;'determine its ability:to repay'such'aid.TThue,
_young companles stand 11tt1e chance of being awarded these ‘loans.
In general, government programs dre aimed at the. expan51on phase
rather than at the start-up or deVelopmental phaSe, as was the
case for venture capital from private sources. |

Programs which were reported as'useful tehsmall businesses
are the Counselllng A551stance to Small Enterprlses (CASE) whlch
attempts to 1mprove the management ab111ty in small f1rms, (although
it is llmlted to the Montreal and W1nn1peg areas<current1yj the
vSma11 Business Loans Program which has the def1c1ency of- supply—
ing only secured debt and the Department of Reg10na1 Economlc
Expan51qn; The latter is usually the only federal program for
~ which many of the small businesses in the ruraltareas of,Canada
qualify, since many are serviee‘firme. The fact that it is> |
primarily directed towards capital intensive induetries (deepite
the objective of 1ncrea51ng employment) wh11e small bu51nesses
are not capital 1nten51ve proves to be 1ts major weakness as a

~source of funds for small firms. For example, many dlstrlbutlon
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firms in the Maritime provinces require a small investment in
plant and equipment, but employ large numbers of people and have
large inventories, The need for working capital is therefore
greater in such firms than the need for capital to purchase fixed
assets. But it isAnot available from D.R.E.E.

Other prograﬁs which could bengfit small firms are the
export oriéﬁted programs such.as the Program for Export Market
Development and the‘Eprrt Development quporation. However,
most small firms are not export qriented during the early stages
of their life, and do not qualify for‘such aid, For those small
domesfic firms whose primary markets are in othér countries,
-these programs offer substantial potential assistance. A'new pro-
gram which should benefit small firms in the far north is the
Incentive Programs North of 60,

Most of the other programs described in Appendix 1 are .
specialized and only small buSinesses in particular iﬁdustries
may qualify for.them, as illustrated by the eligibility criteria
in Appendix 1.

In summary, the basic.problem with most federal programs
is that they provide loan capital only and most small businesses
are already exfended'with debt. Even those programs which caﬁ
invest in equity, such as the IDB, do not. We conclude that, in
general, the federal prograﬁs are not a significant source of
venture capital to small -businesses.

One useful discovery was the vast amount of industrial ana

statistical information available to all firms from government




sources regarding competition,'prOducts"and.markets. It is"ddubt~
,qul whether most flrms take advantage of the government resources
“at their dlsposal and the amount of 1nformat10n avallable to them
.for the asklng. We belleve‘that the_federal gevernment should
heavily promote this aspect df‘their'serviCe.te amall firms; and
'should centrallze thls act1v1ty by creatlng a department 11ke
.the Small Bu51ness Admlnlstratlon in the Un1ted States, whlch
spec1a112es in prov1d1ng financing and 1nformat10n to small
.business. |
' An.important“serViCe of the industrial«DevelOpment‘Banh

that'isdusually'0verlooked‘is their Advisory Serviees Program~
which heips promote improVed'management praeticesdby offering
eourses~and'couneelling“aSSiStance to small bueinesses‘in Canadar
'We believe that thls act1v1ty ‘should be expanded and this sug-

.gestion w111 be expanded in later sectlons.’

Interviews with Federal Program Officials
Wepconducted.interviewsAwithHofﬁicers_fremvtwelveAdifferent
federal programs. They agreed that while our'definition of
venture cap1ta1 1nc1uded the deflnltlon of thelr program, they
did not con51der the1r programs ‘as sources of venture capltal
These programs offer-;ndustrial and commereialhincentives‘and‘
assistanee in the>form of direct.and fergiveabletleans and grants.%
The off1c1als agreed that in some cases they may be- f1nanc1ng
higher rlsk research but in every 1nstance where a‘loan was made,

tests for financial stab1lity‘1n_the form:of a performance-record




and‘other criteria were required. The incentive grants were
usually made iﬂ the form.of reimbursement of validated expensee
so that the receiving company had to have the actual financial
strength to support the project, at least temporarily,'

A1l of the administrators believed that their program
offered its benefits primarily to larger, more established com-
panies., They cited criteria.of financial strength and perform;
ance as a key factor in the extension of program services and
financial aid to those businesses. All of those interviewed
'acknowleAged the fact that many emall companies have borrowed
to their iimiﬁ under conventional credit terms and that their
performance record, or lack of it; may not reflect their true
potential. However, the administrators quickly pointed out that
the programs must conform to the policy decisions or legislative
acis under which they are set up.' This usually restricts the
amount of financing which they can make available to the small
firms.

Several of the program administrators observed that the

application forms were too complicated for the average business-

man. These officials pointed out that many small businessmen did

not have the resources in terms of management time or skill to

develop the necessary relationship with the program which appears.

to be required for gaining such financial assistance. The admin-
istrators usually stated their role as guardians of the public
funds and the information requested on the application was re-

quired to safeguard these funds. Perhaps this attitude has




hcreated the need for.a group}of 1nd1V1duals, who,. for a fee,

S will complete a f1rm s appllcatlon and present 1t for the
:company to’ program admlnlstrators. A number of these professxon->
al fund ralsers who speclallze in ga1n1ng government loans and |
'grants for bus1nesses have establlshed themselves, prlmarrly in
Ottawa. However, the fees wh1ch they charge make them more
»racce551b1e to 1arge than to small f1rms.:>”

Government program. off1cers usually con51dered venture

“f cap1ta1 as equlty f1nanc1ng and unan1mously agreed that they

s

;could not conce1ve of ths type of f1nanc1ng be1ng avallable

':_under a.government program because‘of 1ts~polxt1cal 1mp11catlons}

They also sa1d that they d1d not have sufflclent personnel or t[
'the necessary expertlse 1n underwr1t1ng and managlng equlty secur-
p1t1es and they consmdered the cost of acqulrlng such talent pro— |
hibitive. In the oplnion‘of these“off1c1als,.the government"
':programs could on the whole, achieve their objectives with the
1nvestment veh1c1es currently avallable. ~A."l »

HThese admrnmstrators countered theisuggestion‘of~SBIC>
'programffor:CanadaFWith the commentfthat it mas_not feasibfe
and»thev~were also skeptical of“the.success potentialtof‘such an
agency,sandmexpressed their~doubts-about\its suCcess'in'the- |
~ United States. All agreed that an’ in- depth 1nvest1gatlon would
‘be requlred before dec1d1ng whether or not’ an SBIC program would
be useful 1n Canada

When asked what further services should be offered‘to small

business by thetgovernment, all}of these_admln;strators replled




in terms of "housecleaning”vapproaches or improﬁements to their
own program.' They spoke hopefuliy.about expanding their own
program, simplifying the adminisfrative‘procedures énd'generally
improving its functioning.. They resistea forecastiné what the
future orientation of the government's'approéch to providing
fiﬁancial assistance would be and had no piaﬁs t0 suggest.
Government administratofs interviewed believe that the
shortage of venture capital in-Canadé is not as acute as éugggsted
in the Gray Report. For worthwhile projécts;‘they suggeéted
there was no difficulty in obtaining funds. 1In their‘dpinion,
the question of financing was not the méin concern for small
business in Canada. They emphasized tha£ venture management was
decidedly more lacking fhan veﬁture-financing and pointed but:
that increasing the amount of funds available wouid not assist in

significant upgrading of new Canadian businesses,

The Broker Function

One concept advanced durihg the interviews was that of
a.brokexr for small businessmen éeeking funds. One program ad%in-
istrator suggested that'onefof the prime problems of busines%es
seeking financing in Canada was the largelnumber of middlemen
or finders who get involved in the procurement of such financing
and compound the difficulty of finding the right source. The .
government's role should perhaﬁs‘be in prdviding-this ﬁnbiased.
broker function rather than advancing more cabital. The role of

this unbiased broker would be to help the small businessman find

————
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and obtain.such privatefcapital from current eristing“sourcesr
by assisting him in writing proposais and approaching the rdght
:sources. ‘l |

This particular administrator samha need‘for a‘function
for.the public service to preview or prescreen applicants with
the intent of assisting them to deveiop a more‘sophistioated.
understanding of their own specific.project..:It mouid also be
“their functlon to d1rect the app11cant to the. appropr1ate sources
of pub11c and pr1vate f1nanc1a1 a551stance. -Thls would allow
proposals to be Judged more openly and with a falrer assessment
of the,future of each project than finders currently prov1de,:h
This concept would add one more step in the evaluation system
of ventures, but the v1ewp01nt of th1s last step would be a more
sympathetic one to the 1nnovator or entrepreneur. It m1ght pos—
sibly resu1t in the development of some valuable 1deas wh1ch m1ght
not otherw1se have been explolted by advising the entrepreneurs

on the proper m1x of private and pub11c f1nanc1ng.

Incentive Programs and Size of Firm

"Exhibits 1 and 2 present 1nformatlon about the size of
firm by sales Volume for rec1p1ents of a1d from several programs
in the Department of Industry, Trade and Commerce. These'flgures:
are based on several hundred approved proJects durlng 1971 ~and
1972. Approx1mate1y 50 of the a1d in the PAIT program 1s g1ven
to firms w1th sales over f1ve m11110n dollars,- Several of these

government programs ‘assist small f1rms but the Industr1a1 Deslgn




Assistance Program is essentially aid fovx product design and is
really résearch and development oriented. The data in‘these ex-
hibits indicate that first,a relatively small percentage of pro-
ject proposals are approved and second, that the majority of those
approved tend to be high—technology, di%ected fowards chemical;
electrical and machinery industries.

When asked what their program implied for small and new
companies, all the government progranm administrators repliédv
that they were not in the business of helping people sfart new
businesses. They usually added that before considering a company
for financing they preferred to see a five-year profit record.
The data presented in.the exhibits and the attitude expressed
by most of the officials interViewéd and described in the pre- .
vious paragraphs indicate that the guidelinés of these governmenf
programs are not sufficiently broad to enable them to provide

substantial financial support to developing business firms.

The Industrial Development Bank

The financial assets of the Industrial Development Bank
alone exceed the reported assets of the provincial and briyate
sources of funds for’small business. The resources of the in-
dustrial Development Bank account fbr 59% of the assets of all
federal and provincial government industrial lending institutions.
Therefore, the IDB funds'provided each’year far outweigh other
sources of funds available to small business in Canada. However,

the fact that IDB funds are available only for fully secured loans




limitsvthe'usevof these funds to established companies in general.
It a1so‘11mits*these'funds to companles’which'havefcapital.assets
available es security | | N

Selected stat1st1cs for the Industrlal Development Bank
Y:are shown in Exhlblts 3 through 5 Approx1mately half by number
of their loans are'for $25,000 or less, and approx1mate1y‘ha1f.of
‘these is-advanced for the-purchase of land and buildings e A de-
_c11n1ng share has been allocgted to manufacturlng f1rms, amounting
to 22% of the total in 1972 compared to 29° in 1968. Slxty two
'percent of: the loans made by the IDB were made to service 1ndust-
ries in 1972, w1th 16% unspec1f1ed by 1ndustry This is one of
the few sources of funds which seems to speclallze 1n serV1ce in-
‘dustrles Slnce most buslnesses in Canada are.of the serV1ce type )
.thls may explaln the preponderance of serV1ce company loans by the
1DB. |

We concluded earller in this paper that the IDB was not a
51gn1f1cant source of venture capltal - We be11eve that the IDB
is not serV1ng the function wh1ch was 1ntended for 1t in 1ts or1g~
inal charter, but has become a competltor for the.prlvate 1end1ng
institutions. | |

In addltlon,-the IDB charges 1nterest rates in the order
of nine to ten percent and the rate 1ncreases w1th the slze of
the loan. : In fact, some authors have recently questloned whether

or not the IDB st111 serves a useful purpose. In.the»oplnlon of

2. Concentration in the Manufacturing Industries of Canada,
Department of Consumer and Corporate Affairs, Ottawa, 1971, p.14.

3. The Financial-Post,:"Do We Really Need the IDB Anymore?",
November 18, 1972. : _ : .
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some observers, the IDB has largely been replaced by such private
“institutions as Roynat and thé various provincial lending agenc-
ies which have developed since the IDB was foimed. With the ex-
ception.of British Columbia, which had no provincial lending
agency until plans for one were announced this year, IDB loans

té all provinces have fallen off in fhe 19605.f In fact, the
province whosé percentage of‘IDB loans rose most éharply was
British Columbia4,mainly since the IDB has been the only govern-
menf lending institutionlavailablé to British Columbia firms.

DB loans in B.C. in 1971 amounted to over $85 million or approx-
imateiy bné—tbird of the Canadian total. 1In addition, the Small
Business Loans Act, created in 1961, authorizes goverhment'guaran—
tees of loans made to small businésses by the charter banks up to
a maximum of $25,000. Since this size of loan makes up about
half of the IDB loans, the IDB and SBLA seem to represent un-
necessary duplication within this range. However, the SBLA is
used far less‘frequently and bank managérs interviewed were often
not even aware of it,

The fact that the IDB is in direct competition with.pri~
vate lenders is often a point of contention among these private
lenders who claim that the IDB is being subsidized to compete
directly with them. This'presumably piaces private lenders at
a disadvantage to the IbB'since the government can raise funds

for the IDB at a lower cost than private institutions. We believe

4 Source: IDB Annual Reports, 1972.




the IDB should undertake the flnanc1ng that the or1g1na1 act in-
tended and prov1de assistance to small buslnesses whlch cannot
obtain f1nanc1a1 assistance elsewhere. In thls role, the IDB
should adopt a more responsible r1sk tak1ng posture and offer
'flnanc1ng to small flrms in the start -up and developmental stages
| of the life cycle.' The critics suggesting thisvinclude the IDB

users interviewed.

Department of Regional Economic Expansion e -

This department was;established in 1969rto provide'assist-

ance to companies in economlcally depressed reglons of Canada.
Some of. the 1nvestment of DREE funds has been made to large firms
relocatlng or\expandlng into the DREE areas.: An example is
Mdchelin TirevCompany;‘currently producing tires.in Nova Scotia.
‘_One of the objectives of DREE is to prdvide'jobs and therefore:

‘ pone might expect,aliocations.to be directed towards labor’ine.

tensive indﬁstry; but its‘grants are available primarily for

capital intensive industry. This tends:to create a conflictive. ...

of objeotivesiwithin DREE.; It»also‘favors,companies building
large_piants rather than the smallrservice oriented industries
existing in these‘areas of Canada. . The‘distribution‘eompanies
in the Maritime_provinces,described.previopsiy operate with low

fixed assets but fairly large inventories and a need for working

capital. These firms are typically not eligible for DREE funds.,

In fact, service industries cannot obtain DREE grants for expan-.
sion.or modernization, but manufacturing and processing industries

.can.
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In addition to incentive grants, DREE can .provide loan
guarantees, but thls act1v1ty is considerably less 1mportant thén
the incentive grant area as illustrated in Exhibits 6 and 7.

These exhibits show the number of appllcatlons under each class-
ification and the total amount of funds supplied to the end of
1972, No figures were available on DREE flnanclng-by size of
firm or by type of industry. Exhifit 8 on the Aréa Incentive
"Act of DREE illustrates that the average invéstment in fixed
‘assets per application is larger than most émall businesses

could make. The average grant for the active cases as of the end
of March 1970 was $1.7 million and the average tax incenfive
sought was $2.7 miliion. These figures are obViously larger than

most small businesses could support. Therefore we conclude that

many of the DREE incentive grants are not available for small :

business firms.

The provisions for DREE grants state that ihcentive grants
are available to manufacturing and processing industries only,
and not to certain natural resource processing industries. Ser-

vice industries are eligible for loan guarantees and service

firms applying for these must be new firms, not existing companies,

expanding or modernizing their facilities. Manufacturing and
processing firms can apply for incentive_graﬁts for expanéion or
modernization as well as for new facilities.

From interviews with users of government funds, however,
we concluded that for many of the firms in the Maritime and

Prairie provinces, DREE is about the only source of financing




‘-available} These users con51der that government sources of
funds such as DREE 'are venture capltal although they complained
“that DREE grants and" government grants in general are much more

'iavallable to~ large companles than/to small f1rms.

//

_Provincial'Assistance Progré;:i:

The ma1n prov1nc1al 1ndustr1al ass1stance programs are

outllned 1n Appendlx 2, along with the‘purpose”of each program _
" and the ma1n cr1ter1a for eligibility"‘MostVof the”provinces'
'-have an 1ndustr1a1 development program . s1m11ar to the. Ontarlo
Development Corporatlon (ODC). We shall concentrate on the ODCr
~.d1n th1s evaluatlon, but many of the comments apply equally well;
. to other prov1nclal 1ntermed1ar1esr |
| | As mentloned earller, the prov1nc1al lendlng 1nst1tut10ns
wcare-collectlvely‘smaller than -the IDB.Spihe»largest provlnclal
._program‘is Industrial Estates'himited of NOVaAS¢Qti3,WhiCh is.
approx1mate1y one- flfth the slze of the IDB IELiis about twice
‘as large as the Manltoba Development Corporatlon and Quebec s |
‘General Investment.Corporatlon. The Qntarlo Development Corp- - =
' oration»lsiin turn only about one—fifth the.size of Manitoha and.
iQuebec funds ‘and thus one tenth the size of IEL or one- f1ft1eth
the size of the IDB The other prov1nc1al funds make up a smal—v
" ler proportlon of the total | | | » V
Prov1nc1al 1ndustr1al ass1stance programs, llke the.federal
programs d1scussed earller, generally do not prov1de equ1ty

flnanclng. They supply secured term loans or,,1n some~cases,
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forgiveable loans as we have continually pointéd out. The typical .
small business often cannot afford an increaéed debt load. We
encountered a number of firms which had obtained funds from pro-
vincial agenéies, but which had paid them off because they found
them too expensive to maintain in terms of the'ihtefest payments
required., In addifion,'most of the pfovihcial government programs
require .as much security as possible for loans, and often requife
deferral by all other creditors. These terms haVé cauéed potent-
" ial users to refuse the loans after they had been approved. These
provincial financial institutions are usually very'oriented to;
wards maximum security in their‘inveétments, like the IDB, and
often tend to make investments in large companies in préférence

to smallfones.

An illustration of conservatism of these'prdgrams is pro-
vided by the Manitoba Development Corporation,'whichlhad no 1osses.v
reported prior to 1967. Duriﬁg the period from 1958 to 1967, it
had approved about 730 loans for a total investmenf of over 52
million dollars. This gives some indication that the loans weré
not in high risk investments. On the other hand, the Ontario
Development Corporation does seem to be moré aggressive, as
evidenced by a bad debt provision of 13 percent-in 1967.and 6
percent in 1968. The total assets of the ODC were about $8 mii—
lion in 1970 ‘as compared to abproximately'$40 million for the
Manitoba Deveiopment Corﬁoration. The ODC‘can-purchase equity

as well as issue loans, but has rarcly done so up to now.




- 139, -

The practices of the prOV1nc1a1 1ndustr1a1 assistance pro-
grams seem inconsistent With the1r stated objectives. 4The1r re-
qu1rements are usually too_restrictive to beneflt.mostssmaili
ifirms,,especially'at the start-up and developmentiphase.

i‘ We disagree with one critic who-characterized‘the:pr as.
“being the most inefficient of.the provincial fgnancialiassistance
programs because of its bad debt 1osses.5'We conclude that the
. 0DC 1is more‘aggressiye than other provincial institutions‘and
supportslhigher risk.investmentsr Avrecent additionito theVObC
is a program cailed Venture Capital for Canadians._ One of the
stated objectives of the ODC.is to provide venture capital to
businesses in Ontario. 'Our criticism nith the ODC is that 1t
offers primarily 1oans to small bu51nesses even W1th1n this new

program. It has seldom acquired equ1ty in. the past, and therefore

failed to meet our deflnltion of a venture'capital supplier,

Interviews with Users of Governmént Programs

"Many of the firms included as users of'venture capital in
Chapter‘2 had a150‘receired‘funds fron governnent programs. The
mail questionnaire and 1nterv1ews captured some of the1r thoughts
regardlng these programs -We 1nterV1ewed a sample of‘51xty-two
firms which;had used various goVernment programs. Fifty—nine“"
firms had used onhe or more.federal government programs-whiie
three used only provincial programsr Tneive of-the'uSers of fed-

“eral programs had also used various ‘provincial programs. The

5. E. J. Doak, Financial Intermediation by Government, Unpublished
Ph.D. Thesis, University of Toronto, 1970.
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breakdown in terms of programs used were: PAIT - 11, DREE - 7,
" IDB - 9, other federal programs - 20, combination of federal and
provincial programs - 12, provincial only - 3,

Approximately 80 percent of thq firms interviewed were
not publicly held companies and thoseﬁwhich were public had
typicélly gone public dp}ing the late 1960s, or early 1970s.
About 40 percent of those which were not public contemplated a

public offering in the next three to five years.

Over 75% of these firms were aware of at least five govern-

mené assistance programs at both the federal and provincial level,
as illustrated in Table 14 of fhe previous chapter. 'ThisAwas a
much higher awareness level than expreséed fof venture capital
firms, possibly because the governmental firms advertise exten-
sively and distribute literature on their prégrams, unlike venture
capital firms. Many of these user firms replied that they have
received less funds than they had requested, primarily because
they did not have sufficient collateral to secure the full amount.
In most of these_caseé, their plans for the use of these funds
were changed considerably as a result of the amount obtained.

In addition, approximately 85 percent of the firms inter-
viewed had prospective soﬁrces of capital refuse their requests
for funds. Most of these had beeﬁ private sources of capital,
but many.of them had been refused by government programs as well.
This refusal was usually on the grounds that they did not qualify
for the particular progran fof which they had applied, rather than

rejections after their applications had been completed.
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' The terms under which the fﬁndérwoie provided were often
more expensiQe‘aﬁd restriéfive than the firms thought was res;.son~
able. When.énquiring more deeply into thisAiséue,.we found thaf~
ithe inferestArates were usually as\high or higher than for pri-
vate souices.and the iimitétions.on the'uses of\thé capital ob-
tained were uSuailyﬁés strict as imposed by priVaté sources. More
 users Complained_thafAthe‘ponditions were tod;Strict than compiain—
ed about the cost. Nearly 90% . of these fifms ﬁgd'at some_time -
~refused'fundsibecause of the cost and the restiictions; In over
'halfvofvthese céses,'we found that'capital had been refused from
a gbvernmént“grant_on the>groundé that'it was .too expensive.

>Thesé_firms also rgplied,overwhelmingly‘as'illﬁsﬁrated in
‘Table 32 qffChaptér III that govefnment cduld ha&e aésisted_them
in findiné-otﬁer_sourées Qf capitai in'additionjto~the govérﬁment
‘fprogram for which they applied and obtaining,fﬂéSe funds. Feed;;
‘back on_their'govexﬁment‘piopqsalg'andyassistadce in'apﬁroaching
the soﬁrce more likely to supp1y fundsitontheir_;ype'ofAcomPany -

were cited as particular benefits.

rcdmﬁlaintS'About Cdvernmgﬁt Programs

By far the mosf common complaintnaboﬁt fhe Qérious gdvern;
ment programs.was'that‘théée pibgfams were évaiiébig'oniy for a
very limited number and type of-coﬁpanies sﬁéh.&é thdse heavily
-~ engaged in.reseaich and development. Many of the small firms
intérvieﬁed, partiéularly‘thosé in service indu#tiiéé,'étated

that there was no government program which offered aid to then.




This was especially true of service companies which did not'
qualify for any of the regional expansion programs; however,
even servicq companies in areas designated for government in-
centive assistance did not typically qualify, since most of the
government aid required security by fixed assets.

The second most common complaint about government programs
was that the processing of applications was much too slow and
that cutting through the bureaucratic red tape took an immense
amount of management time. Most small businesses stated they
could ill afford to spend much management time seeking these funds.
A number of private consultants have emerged-specializing in as-
sisting companies to secure,government'granfs andvloans} The
fact‘that‘these consultants exist illustrates the point that the
process consumes too much of the small businessman's time and
effort. These consultants seem to be the finders of the govern-
ment assistance area and typically charge a five percent fee for
their services., However, the government oriented consultants do
provide a valuable service in helping the small businessman pre-
pare his application for funds and assisting himAby taking'it to
the proper authority and helping him negotiate a grant or loan
through all stages of the process. |

Another major critiéism from small businesses was that
many firms which Qeré obtaining money from the government did not
deserve 1it. They criticizea subsidization of large businesses
and in particular American subsidiaries, which had more resources

to devote to obtaining these government funds. Exhibit 9 contains

Rl e oo 1
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data on the degree of foreign ownership of firms receiving grantsv
from several federal programs. ‘The degree'of foreign.ownership
oflthese firms ‘is indeed high, but this is the case with the
total population of Canadian firms.® | o
This claim by users was substantiated to.some‘degree“
~>dur1ng our study, . since'we found that the.firms which'made»the
.most of government opportun1t1es for capital were larger f1rms
and especially American subsidiaries.: Four Amerlean subsldlarles
were interviewed who had used government?grants and Ioans”manv.
times to finance larger projects, whith'may not have been under-
taken without such government tunding. |

’The most common criticism from small firms'was~that the
personnel 1nvolved in government programs were""unbellevably
‘,conservatlve" in their approach to grantlng government aid. The
Industrial Development Bank and all of the provineial 1ending-
institutions were eitee, The.interviews‘witnpgovernment offieials
substantieted this criticism. The government programs'are oriented
toward expansion of established eompanies'ratner'than high-risk

situations,

‘Suggestions by Users

Many users had suggestions which were aimed at having
government agencles assist small buslnesses w1th 1nformat10n .and
advice to 1ocate sources of capital and- help prepare appllcatlons
or proposals for‘presentation to thesevsources. Provldlng asslst—

ance to small businesses throngh'programs like the Counselling

6. Foreign Direct Investments in Canade;'op.cit};.chapter 1.




Assistance for Small Business program, which uses retired business-
men and volunteers who have had experience in raising capital
from various sources, was one suggestion. This would essentially
be an extension of the current CASE program, described in Appendix 1.

Surprisingly, very few qf the users of government programs
interviewed suggested more government aid. They.obser&ed rather
‘that the_government should concenffate on impreving the piocess
whereby small businesses get started and grow. Tﬁese suggestions
included reforming current government programs Sorthat they suited
the needs of small business more than they do at present. Users
recommended that the Industrial Development Bank fulfil original
objectives. But similar comments were aimed'at‘most of the other
government programs as well,

The most common theme in these comments by users was that
the government is capable of providing non-financial assistance
in the form of advice to potential users and references to
potential sources of funds. The provision of assistance in gather-
ing data required by potentialvinvestors and training in the pre-
paration of a proposal using the data were common requests..Users
commented that there was no single agency of the government which
they could approach with respect to their problems. The depart-
ments of industry, both at the federal and provincial level,
usually paid more attention-to the problems of large businesses
than to ehe small firms., They suggested the establishment of an
agency 1ike.the American Small Business Administration as one

possibility for directing attention to a solution of this problem,
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In addition, many comments focused on the ngernmeht's.

role in providing incentives to the private sector to become more

"oriented towards small business. These included government

guarantees of loans, revision of ‘tax legislation to give more in-.
centive to investors in small business and changes in the in- .

stitutional regulations which would permit fihaﬁciél‘institutions

" to become more responsive to the financial needs of small business.

The latter'institutions included especially_thg Chartéred banks
which small businessmen criticized as offering véry little halp

to them.

Conclusions and Recommendations

Government grant and loan programs, in general, do not

provide much assistance to small businesses in the start-up

_and early development stage of their'life‘cyc1é.“All of the .

government programs examined require'cbnside;éble-collateral or
security;and usﬁally require.a track record of the company.be_
fore granting shch~fUnds; |

In.addition,'all government progfams provided bhly‘debt

financing to small businesses, even where they were authorized

to issue equity financing. Most of the small businessmen sur-

veyéd did not su%gest‘thdt the‘goVerﬁment programs other than the
IDB should become involved in providing equity“capitalfto-smali
businesses.. | |
| Thé comménts‘of the users were generally directed ét ime

proving the efficiency and the applicability to'smail business of
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existing government programs, so that small businesses were more
eligible for funds provided>by these programs and to assisting SRR S
small businesses to improve the pfocess by which finanéiﬁg could Eé
- be obtained from private sources. This leads to fﬁrthér reinforée—
“ment for our recommendation that the g;vernment should'estéblish.a
separate agency for small businesses which would sefve pfimarily

as a "clearing house''. This agency would provide information to
smallfbusinesses on how to prepafé proposals.to obtain funds and
where to look for the most likely sources of capital. This referrai
service would apply to governmental progréms, both federal and
provincial, as well as to private sources of cépital.

In addition, this agency would provide counselling, advice

and training to improve the management - -ability of people in small

businesses in Canada. The current analysts in many of the govern-

ment programs seem to be quite capable of providihg such assistance,
but seldom dé so within current programs be;ause their function
is to evaluate rgther than to help prepare the br0posals.

In conclusion, small businessmen in Canada thought that
the federal and provincial governments should be concentrafing
their efforts more towards improﬁing the process whereby private .
sources of capital can finance the developmeﬁt of small businesses
in Canada, rather than creéting‘néw programs to add to the existing %-
proliferation of such programs in Canada. When advised of the ' | ;-
American'Small Business Administration‘and their Small Business In-

vestment Company program, most of the managers of small firms readily

agreed that something similar was needed in Canada, but they were in: _ -
agreement that the capital should come mainly from private sources

rather than from government.
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 EXHIBIT 1

"INCENTIVE PROGRAMS AND SIZE ‘OF FIRMS
Feb. 28, 1972. '

. Size of firm by
- Sales Volume R : o S DR . -
($000) , PAIT - GAA IDAP "PEP

”yﬁnder 25Q .‘.,::' - 10:; gfzi B ;24 . s
-256-500_; ‘:;‘ ' 'f' o 110 1 \ U17 S 2.
'500;1600__' B 'f.svhvv :ZQ;S‘ ~':’;:7";‘ 17

‘1050-5000_ o o  §4‘~ ’ .‘37J6 . fr  26 49

5000 up . 49 23.3 26 27

. 100%: - - 100.0% . 100% ~ -100%
- (1) (2) ” (3) (4)
| »l;AEBasedAon 151 approved projecfé.
2. Based on 73'approvéls.
- 3. Based on 42»approved épplicationé;

4. Based .on 41 approved applications.

Source: _ _" : . -
Department of Industry, Trade and Commerce.
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EXHIBIT 2 | | o

ANALYSIS OF PROGRAM PAYMENTS BY COMPANY SIZE ;
AND BY INDUSTRY SECTOR . > -

' 1DAP '| , PEP i T
Size of firm by Projects ’ - Projects : o
Sales Volume . Approved Commitment Approved Commitment
(000) No. % ($000) % No. % ($000) %
under-250 12 22 173.7  14.5 3 3 40.7 3.0
250-500 - 8 15 - 107.2 8.9 - 2 2 4.5 0.3
500-1000 6 11 80.8 6.7 16 18 104.1 7.7
1000-5000 14 26 441.5  36.7 . 37 43 4935.3  36.5
5000~ § 14 26 . gggéi 35.2 30 34 709.9 52.5
54 1201.6 : 88 1352.5
BRANCH SECTOR
Aerospace, marine § _
rail | 6 11 119.9  10.0 4 5 72.0 5.3
Agric.fish § food - - - - 10. 11 166.6 12.3
Apparel § textiles - - - - 41 46 . 320.7  23.7
Chemicals 2 4 27.5 2.3 3 5 418 3.1
Elec.§electronic 9 16 247.6 2006 5 . 6 166.3. 12.3
|
Machinery 12 22 202.7 116.8 6 7  132.6 . 9.8
Mech. transport 8 15 206.7  17.2 5 6 84.3 6.2
Wood products 14 26 321.4 126.8 4 5 112.8 8.4
Materials 3 6 _ 75.8 6.3 10 - 11 255.4  18.9

54 1201.6 88  1352.5




- 8ize of firm by Projects
- Sales Volume -~ Approved .-
. (000) No. - %
under 250
250-500 83 - 25
500-1000 23 7
1000-5000 73 22
5000-§ 149 46
| 328
" BRANCH SECTOR
_Aerospace,ﬁarine
& rail - ’ 18 - 6
Agric.,fish &
food 18 6 -
Apparel § o
textile 9 3
, Chemicals ‘41 12
Elec.§ electronics 80 . 24
. Machinery 60 18
Mech.Transport. 46 14
Wood products' 16 5
. Materials 40 12

Source; -
Department of
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EXHIBIT 2 (continued)

PAIT

328

Industry, Trade and Commerce.

Commitment

($000) %
27793.7. 26
1978.5 2
28824.6\ 27
47950.0 45
106546.8
18209. 0
1254.1 1
847.9 1
7667.9
46763.6 44
1 8708.0 8
8719.5 8
4330.1 4
10046.7 10
8

106546,

17 -

DIP

Projects
Approved
No. %
- 28 5
18 '3
75 13
136 24
302 55
559
257 46
1 0.2
5 1
194 35
62 11
38 7
2 0.3

Commitment
- ($000) %
5517 2.0
933 0.3
7861 2.0
18940 6.0
285117  90.0
318368
186219  59.0
1
346 0.1
107031  34.0
17944 6.0
6545 - 0.2
282 0.1
318368




Exhibit 3

INDUSTRIAL DEVELOPMENT BANK STATISTICS 1968-72

: Fiscal Fiscal Fiscal Fiscal Fiscal ;
IDB LOANS BY SIZE 1968 1969 1970 1971 1972 ﬁ
$25,000 OF 1€55 vuvvnnvunrenns .. 46% 46% i 51% 485% 48% ol
$25,000 to $100,000 ........ 46 45 | 42 . 45 45 .
Over $100,000 ......covvuennnns . 8 9 ) 7 7 7 -
) 100% 100% f *100% 100% 100% '
Average size of loan ($000) .... 48 51 ‘ 46 44 45 :
PURPOSES OF CUSTOMERS' PROGRAMS j .
Land and buildings .......e.... . 56% 53% 53% 47% 48%
Machinery and equipment ........ 23 25 ! 23 22 22
Increase in working capital .... 9 9 : 11 13 11 :
Refinancing of mortgages, ! ’
liens, etc ...... et iecenaaan 7 6 6 9 8
Changes of ownership ........ e 4 6 6 8 10
All other Programs ...iveeesesse 1 -1 1 1 1 '
100% 100% 100% 100% 100% -
. e _— _— — R 7
(In fiscal 1972 thesc programs required <.
total financing of $376.2 million of '
which the IDB supplied $§262.3 or 70%) R :
The number and amounts of loans by the IDB to all types of business in fiscal 1972 increased generally
over the previous year:
. Fiscal Fiscal Fiscal Fiscal 1971 Fisca) 1972
IDB L.OANS BY TYPE OF BUSINESS 1968 1969 1970 No. Amount % No. Amount % !
(3000) (5000)
Manufacturing ....... evaneaa . 29% 27% 23% 991 $55,625 22 1294 §72,758 22
Transportation and storage ...., 4 3 4 166 7,874 4 177 10,177 3
__ .. Construction ........ . . 6 6 5. 239 9,728 6 298 9,606 5
Agriculture civiinievrrrsvervnns 8 6 7 338 . 11,415 8 416 16,479 7
Wholesale and retail trade ..... 23 24 24 1081 37,109 24 1585 56,749 27
Tourist industry .. vae . 14 18 - 18 901 44,601 20 1209 59,340 20
Other ..iviivienninneininrsnranas 16 16 19 733 29,628 16 910 37,201 16
100% 100% 100% 4449 195,950 100% 5889 262,310 100%
CLASSIFICATION NUMBER AMOUNT
BY PROVINCE 1968 1969 1970 1971 1972 1968 . 1969 11970 1971 1972
Newfoundland 31 38 81 - 87 149 1,315 1,290 2,100 2,563 4,892 ’
Prince Edward : !
_Is}and 17 16 34 - 33 46 355 447 . 804 1,378 1,236 -
Nova Scotlg . 44 92 116 136 186 1,565 3,692 3,750 3,996 5,686
New Brunswick . 63 120 85 112 142 2,124 5,119 3,521 3,488 5,039
Qucbcg 461 541 601 654 1,085 24,484 34,607 31,910 34,871 59,049 .
Ontario 833 8§63 978 1,216 1,568 41,579 45,003 46,490 49,723 65,124 h
Manitoba 127 111 101 156 151 5,912 5,072 5,440 7,941 8,091 . : S
Saskatchewan 129 123 112 138 140 5,054 4,855 3,513 4,591 5,179 :
Al?c?ta . 289 300 330 430 436 13,463 " 15,161 15,472 20,366 18,281 . ]
British Columbia 493 751 1,094 1,428 1,928 22,022 36,248 48,579 63,189 85,683 : F
Yukon o 17 22 23 43 - 42 688 1,253 1,087 2,614 2,905 =
N.W. Territorics 11 11 29 16 16 1,692 693 1,962 1,260 1,145
2,515 2,988 3,584 4,449 5,889 120,253 153,440 164,628 195,980 262,319
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. Wholesale trade

Manufacturing: -
Foods and beverages

Wood products

Tobacco and tobacco products
Rubber products . ..
Leather produUCts .. vt is s ieereneeeeneronnnnns .o,
Textile products {except clothing)

Clothing {textiles and fur)

~ Paper products (inc!uding.pu.lp) . o .
Printing and altied industries

Iron and stee! products {including rnachmery and eqmpment)

Transportatlon equipment
Non-feirous metal products
Electrical apparatus and supphes
Non-metallic mineral products
Products of petroleum and coal

Chemical products . .

Consmercial air services

‘Warehousing (including refngeratnon)
Other transportation and-storage ...,..
Electric power, gas water utilities ..........
Mines (incl. milling), quarries, onl wells .
Construction ... ......

Industrial buildings
Personal services
Forestry

Retail trade .

Education and health semces

Recreation services

Services to business management
Miscellanecus sennces ;

Miscellaneous manufac(urmg mdustnes

............................

- Agriculture . ... ......

Fishing and 1rapping . o .. e e vt eessee e vvemnerassnnns
Communications . ..... R S B
" Laundries, cleaners and pressers
Restaurants and other eating places
Hotels, motels and other lodgings

Theatres, bowling alleys, billiard halls

(Enterprnses engaged in more than one type of busmess are classxﬂed
accOrdmg to msjor actavuty )

...... A

-NUMBER

Exhlblt 4

- CLASSIFICATIO”I OF IDB I.OANS

 AMOUNT ($000) -

1967 1968 - 1969 - 1870 1971 1972 1967 1968 1969 1970 .- 1971 ’ 1€ 2(
125 w7 18 120 153 175 7,411 7423 8,682 793 8773 10.850
B e 7o 1 o T 62 206 1,14 6a2 . 1616

' : 206 1,141 . 855 642 .
5. 6 17 10 10 16 252 114t 855 842 1818
1 9 21 577 364 -’80 o 3
2 5 » 8 18 - 32 1,777 . 2375 1697 1743 - 2185 4528
5 . 40 . 50- 2,727 1,444 2, . 1,510 . k

133' 1%(7) 132 1%3 168 274 7.078 4,825 8.068 © 9,454 13,5;5 151352
22 7 18 - 18’ 13 28 1516 :© - 272 2,609 1,279 /938 1638
£E 2 E B m B am e ol s e

' 1 233 283 207 .11, : 168 14,
1;; 13? 13(53 : 2331 39 49" 1,215 1,788 1,(733 2, g;g zgig . 2.-:‘5‘3
12 7 841 484 . s
'1; :é 1; 2? .29 31 1,687 1,358 1,143 928 1,653 ;ggg
41 39 52 52 . 60 1,361 3,049 2.474 2,477 2,70 38
z H . : 705 42 04 380 ross 102
2 22, : ’ : 1,28 . :
24 35 745 1,429 1,845 . i
1? gg ' §§ ?: 85 125 1938 . 1992 . 3114 - 3,663 3.57(4) ggg
»gs 21 < 20 42 40 6,040 - .- 833 1,23; ggg ,2,232 3.532
) 1 6 14 916 275 i _ .
ég 7? 73' sg 118 123 6.255 a4 gcss s,zég ‘ 4,222 4’3% 4.3(3);
4 : 12 10 .10 164 165 : e '
12’ 13 2? ‘ 25 30 - 29 1,129 . 1,153 ;?gc;a : ;172:; v ;ggg g,ggg ,
B 174 194 . 239 - 298 © 4945 © - - 6,163 .7, 799 .8, .60

1% ;22 ;Zn 222 286 - 357 4.443. 10,026 10,749 12,318 14,672 1%;:
A S T S TR B DR S )
‘ i 15 24 30 . e . 1,08 L
1;3 1;3: zog 220 262 . 338 8,129 .6.992 10,322 10,978 1;,335 ;gggg
342 430 501 639 819 1,247 .. 13455.  .14,781 1;352 2;,222 . 23,302 9.756

T200 ‘ 1912 , ) : ,738
20 48 34 - 66 67 63 1,189 ) 43 3ged 3.102 2738

: 57 84 99 - .'1,504 1,876 2115 -2, .8, 699

e 854 20 57 71 78 716 801 1594 S imt 2003 2,154
46" 53 57 . 79 " 85 112 2116 1969 1,591 2,352 - %,8?9 2308
169 199 194 - 246 338 416. _6.:2; s,ggg zt?gg s,ggg-' 1 ,:8; e

7. 1 13 21 17 31 -4 _ %5 L B 810 -

' - 1 13 12 1,075 365 78. : ’

;.; a; .;g g 7§ 91 99 1,059 2,086 1,572 2,429 12,308 23323
110 173 254 356 599 3.304° 4,126 7135 . -9242- 11475 21120

' 3; 184 299 . -374 431 - 511 - 7,019 12,261 18,594 ... 17,826 . 27,850 3oee.
e 1 2. - 25 30 29 . 842 371 982 1306 ame
168 2,515 2,988 3,584 4,449 6,889 . 113,132 120253 . 1530440 -. 164,628 195980 262,310

? .
1
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IDB SUMMARY OF OPERATIONS 1944-1972
(Thousands of dollars)

+ November
1944 to Cumulative
Fiscal years ended September 30 1964 1965 | 1966 1867 1858 1569 1970 1971 1972 Tota!
LOANS AND INVESTMENTS
Authorized during period .. ....... Cerserireanens 632,698 96,246 122,664 113,442 120,297 153,440 164,628 195,980 262412 1.851.857
Less: cancellations and reductions .........cvann ' 89,008 12,418 14,771 14,223 12,171 16,353 16,089 35.409 33.621 245,083
Net BUthOMZAtONS . .. v s eeerssrnaennensennanns . 543,69Q 83,828 107,893 99,219 108,126 137,087 148,539 159,5’)1 228,791 1,616,734
Disbursements ... .coiiinieriiaiiiiiiiiiiiaes . 503,678 81,141 98,143 96,631 105,466 122,376 150,961 156,168 193,997 1,508,861
Less: repayments and write-offs of principal ......... T 279,450 50,224 55,181 61,197 .89,721 74,596 81,696 100,397 125,892 §68,354
Increase in amounts outstanding .. .ovivineinanaananns | 224,228 30,917 42,962 35,434 35,745 47,780 69,265 55,771 68,105 610,207
INCOME AND EXPENSE . .
Income from loans and investments {interest and dividends} 77,508 16,638 19,293 22,853 26,396 30,575 38,257 47,505 55,103 T 334,138
OLher INCOMEB .. it i iniireecnranssenens v 4,827 . 469 . 482 583 659 535 619 1,237 1,514 10,925
Total INCOME Lttt ie ittt raeraansonasnenanna 82,335 17,107 19,775 23,446 27,055 31,110 38,876 48,742 56,617 345,063
Operating expenses ’
Salaries and other staffexpenses . . ... ovviiniinnen 21,186 3.884 4,794 5,300, 5,916 6,762 7.618 8,881 10,826 75,167
OthEr Lt ittt caaes 7,343 1,411 1,596 1.746 : 1,910 2,104 2,559 2,994 3.877 25,540
Total operating eXpenses . ... ... e SIS 28,529 5,295 6,390 7.046 77826 8,866 10,177 11,875 14,703 100,707
Costofdebentures. ... iviiiiiirineiieiiiecrnenans 30,129 9,549 11,457 \' 13.875 16,478 20,107 26,102 30,730 33,933 192,360
Net income before allowance for doubtfut accounts ...... 23,677 2,263 1,928 . 2,525 2,751 2,137 2,597 6,137 7,981 51,996
-‘Allowance for doubtful accounts ., ....... eeeereraeen 6,194 1,323 1,393 1,891 1,976 1,764 2,097 4,158 4,369 25,165
Transferred toreservefund . .. ... L. e PRI 17,483 940 535 634 775 373 500 1,979 3,612 26,831
WRITE.QFFS .
Bad debts written off, net ...... e, Ceeaes 1,695 " 573 ' 393 . 641 726 1.264 847 758 1,269 8,166
YEAR-END BALANCE SHEET .
Loans and investments, including agreements for sale ...... 255,328 298,415 334,744 371,350 419,232 487,486 543,147 . 611,505
Less: allowance for doubtful accounts . ......ccveune -5,250 -6,250 -7.500 -8,750 - -9,250 —~10,500 —13,800 - —17,000
AL Otherassels & v.ieeeaeeeroossaasanosansoramne 6,703 6.698 6,061 7,597 3,773 10,467 14,522 14,717
TOtal3ssels t.ivinninnenaraneanrnons Cesserenanas 256,781 298,863 333,305 370,197 413,755 487,453 543,769 608,222 -
Capital, issued and paidupP ..vvviiiiinnnincenicinanns 38,000 41,000 44,000 47,000 51,000 53,000 55,000 58,000
Reservefund ... .viviviniierienoaiacnesconnncanns 18,423 18,958 19,592 20,367 ‘20,?40 21,240 23,219 26,831
Debentures outstanding .. ..., ... tesereanaas tesersans 195,400 232,800 262,500 293,600 331,500 394,100 445,500 501,700
ATl Oher TIabItItIes « v . e s e e eeanansreesessomnannnnss ~ 4,953 6,105 7,213 9.230 10.515 19,113 | 20,080 22,691
Total liabifities . ... oevveurerensn cecaeresrisenend 256,781 208863 - 333305 370,197 413,755 487,453, 543,769 - 609,222
. . e
S
*
|
l -
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Exhibit 6
Deparfment of Regionai’Ecénomic Expanéioﬁ;
INCENTIVE GRANT APPLiCATIONS

DISPOSITION OF APPLICATIONS AND
STATUS OF OFFERS. - DECEMBER 1972

CURRENT INCEPTION

MONTH . FISCAL YEAR . TO DATE -i
STATUS OF APPLICATIONS |

- Applications Received | 105 1,953 6,936 100
Applications Withdrawn ’ 81 848 2,066 - 30
Applications Rejected . 54 643 ‘ 1,575 23

. Offers Made 54 4 787 2,665 38

* STATUS OF OFFERS MADE
Offers Made - os4 787 - 2,665 100
Offers Lapsed : : 6 - .50 - 137 5
Offers Declined : 2 _ . 55~ 0199 7
Offers Accepted. o ' 39 .. 749 2,198 79
" STATUS OF: OFFERS ACCEPTED

~ Offers Accepted 39  ”_74§- : 12,198 100

Accepted Offers Declined ' ' i - . ‘
or Withdrawn ' 7 125 ' 241 11
Net Offers Accepted- ' ‘ 32 .  .624, : 1,957 89.

STATUS OF NET OFFERS ACCEPTED

 Net Offers Accepted . 624 1,957 100

No Payment Made ' o o 1,069 55
Partial Payment Made : 36 . 310 847 43
Final Payment Made ‘ , ' 6 ' 41 41 2

Incentive Grants Offered as of December 1972 - $324.4 million
Incentive Grants Paid to.Date - $72.7 mllllon '
Eligible Capital Costs - §$1,616 million

Expected Dlrect New Jobs - 81 752
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Exhibit 7
Department of Regional Economic Expansion
LOAN GUARANTEE APPLICATIONS

DISPOSITION OF APPLICATIONS ANb
STATUS OF OFFERS - DECEMBER 1972

, CURRENT INCEPTION
MONTH FISCAL YEAR TO DATE

STATUS OF APPLICATIONS |

Applications Received 3 63 199

Applications Withdrawn , 3 42 73

Applications Rejected 1 21 55

Offers Made 1 12 23
STATUS OF QFFERS MADE

Offers Made 1 .12 23

Offers Lapsed 1 1 S 2

Offers Declined . - 2 2

Offers Accepted - 8 16
STATUS OF OFFERS ACCEPTED

Offers Accepted - 8 16

Accepted Offers Declined ' ‘

or Withdrawn - 1 2

Net Accepted Offers : - ' 7 14
STATUS OF NET OFFERS ACCEPTED

Net Offers Accepted » - 7 14 -

Guarantees in Operation - 2 3

=l Ty T
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. Exhibit 8
Department of Regional-Economic Expansion
AREA DEVELOPMENT INCENTIVES ACT
Applications for Incentives & Tax Holiday, by Regiom, at March 31, 1970
Region o ' Active New Investment Average Investment Direct Job
Cases ~in Fixed Assets ~ in Fixed Assets Opportunities
~ - $ millions
Atlantic Provinces  Gramt © 342~ § 748,657,000 2.2 - 18,920
' Tax 33 88,465,000 . 2.7 o 2,745
. ) . t
Quebec -  Grant 342 481,059,000 . - 1.4 | 16,612 @
' Tax .39 154,139,000 0.4 2,979 - '
Ontario . " Grant . 139 237,470,000 1.7 - 9,840
‘ : Tax - 93 223,943,000 - 2.4 ’ - 8,453
Prairie Provinces . - Gramt 175 - ~ 339,378,000 2.0 . 5,806 -
T T Tax . 50 2,998,000 .~ - 0.6 . - .- 472
British Columbia  Grant 127 154,658,000 1.2 o 4,935
o Tax 4 2,040,000 0.5 : 186
Grant 1,123 1,961,222,000 1.7 | 56,113

Tax 174 , 471,585,000 2.7 B 14,835



SAMPLE

EXHIBTT 9

OF FEDERAL GRANTS
BY CCOUNTRY OF CONTROL OF FIRM RECEIVING GRANT

IRDIA GRANTS

($000)
1967-68 1968-69 1969-70 1970-71
Non-resident owned or . :
controlled firms 976.6 8,554.7 9,690.4 . 19,221.7
Canadian owned or
controlled firms 975.4 10,773.6 12,400.1 24,149.1
Ownership unknown 179.3 264.0 . 909.5 1,352.8
Total 2,131.3 19,592.3 23,000.0  44,723.6
PAIT INCENTIVES
.1965-66 1966-67 1967-68 1968—69' 1969-70 - Total
$000 $000 $000 -$000° $000 $000
Canadian owned
or controlled
firms 147.0 1,596.3 2,815.6 3,401.0" 3,264.0 11,223.9
Non-resident
owned or
controlled
firms 281.2 2,999.7 3,549.3 903.0" 2,005.0 9,738.2
Totals 428,72 4,596.0 6,355.9 4,304.0 5,269.0 20,962.1

DEFENCE PROGRAMME GRANTS

Number of Firms Benefitting

Amount $000

Programme Canadian Non-Resident Canadian Non-Resident
IMDEP 50 38 5,659.7 15,356.9
DDSP 23 29 7,382:5 62,045.9
DIP 62 47 3,528.2 26,060.8
* 3 .
Total 97 64 16,570.4 103,463.6

Net number of firms beneflttlng, i.e.

more than one programme.

Source: Foreign Direct Investment in Canada,

> some firms benefitted under

Government of Canada

N ey e o
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AP .ENDIX I

FEDERAL GOVERNME T AQSISTANCE PROGRAMS
/- E

i
1
H

Purpose

Building Equipment, Accessqries and Material Program,(B.E.A.M.)i

L
¢

of the Program

To increase productivity and efficiency in the manufacturing and
use of building equipment, accessories and materials..

Form of Aid Provided

Free information to the construction and building industry with

a means

for storing, retrieving and dlssemlnatlng 1nformat10n vital to

" the effective conduct of its business.

Areas where information is provided:

construction 1nformat10n systems

~modular coordination and standardization

industrialized bu11d1ng techniques and systems
development and expansion of export markets for
Canadian bu11d1ngs, building components and -
expertise

encouragement .of bulldlng design excellence

Industrial Research Assistance Program (I.R.A.P.)

Purpose

‘of the Program

' To assist in developlng long-term applied research in Lhe sciences
- and englneernng and in the development of proto- types and processes.

Form of Aid Provided

Grants

Criteria for Eligibility

Program is assessed on its sc1ent1f1c merlts ‘and the capabllltles
of the company and its staff.

Company must be 1ncorporated in Canada and all research must be
conducted 1n Canada.

Amount of money available if the compnny'qualifies :

* Grant for salaries and wages of the technical staff. Assistance

. continues on an annual basis depending on satisfactory performance.
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Tax Treatment

I.R.A.P. grants exempt from income tax.

Automotive Adjustment Assistance Program (A.A.A.)

Purpose of the Program

To assist Canadian automotive producers and automotive parts
producers to expand their operations and make them more efficient.

Form of Aid Provided

Term loan.
This program terminates June 30, 1973,

Criteria for Eligibility

Cannot obtain necessary capital elsewhere on reasonable terms
and conditions for expansion or re-equipping.

Must show an opportunity to supply the auto parts market.

Must be an original equipment parts manufacturer that has been
affected by the Canada-United States agreement on automotive.products.

Repayment Terms

Related to company's capacity to repay. May extend for a period
up to 20 years. Lending rate is the rate to crown corporations plus 2%.

Tax Treatment

Remit duties and sales tax paid on duties on imported production
machinery and equipment not available from Canadian producers.

. Machinery Program (MACH.)

Purpose of the Program

To enable Canadian industrial machinery and equipment users to
import capital equipment, tools and accessories which are not avail-
able from production in Canada, on a duty remitted basis.

To encourage Canadian production of such industrial machinery
and equipment. ’

To increase efficiency of Canadian industry by enabling machinery
users to acquire advanced equipment at the lowest possible cost.

To give Canadian machinery producers tariff protection.

-
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Form of A1d Provided

Rem1551on of duty pa1d above the f1rst $SOO OOO of value for
duty on machlnery eligible for remission.

Criteria for E11g1b111ty

Rem1551on is.in the publlc 1nterest The machinery -is not avail-
able from productlon in Canada.

General Adjustment Assistance Program (G.A.A.P.)

Purpoée of the Program

To assist companles 1nJured by Kennedy Round tarlff changes

Form of A1d Prov1ded

Guarantees, ]oans and. grants for consultlng help

-Cr1ter1a for E11g1b111ty

VManufacturers with viable adjustment projects for which financing
is required but unavallable from other sources.on: reasonable terms and
who: .

a) - ~have 51gn1f1cant export opportunltles arising out
rof the Kennedy Round agreements,

b):h'have been or could be 1n3ured“as a result.of Kennedy
" - Round tariff reduction,

<) are manufacturersof textlle, clothlng goods or foot-

' wear and wish to improve their competitive p051t10n
in domestic or export markets or wish to adapt ef-"
ficiently to disruptive import competitien.

Tax Treatnent~

Relmbursed consultants' fees are not deductlble.

InduStrial'Research:and DevelOpment Incentives Act (I.R.D.I.A.)

Purpose.of fhe Program,

. To prOV1de add1t10na1 1ncent1ves for sc1ent1f1c research and
development

Form of Aid’ ProV1ded V

»»Cash;grant,d’
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Criteria for Eligibility

Must be a taxable corporation incorporated in and carrying on

;bu31ness in Canada. Proprletorshlps partnerships and unincorporated

associations are not eligible, nor is the foreign corporatlon with a
branch operation in Canada. v

Expenses must have been incurred. Company must be free to ex-
ploit the results of the research and development in Canada and all
export markets. Must be a chance of improving the product or process
by incorporating a significant technical advance.

Capital expenditure on scientific research and development that
qualify.

Amount of money available if the company qualifieé‘
Grant equal to 25% of the aggregate of .
a) capital expenditures on research and develoﬁment

b) eligible current expenditure in excess of the average
of such expenditures incurred during the base period.

Applications must be submitted within 6 months of the appllcant'
year-end and the company must provide proof of expenditures.

Tax Treatment

Grants are exempt from income tax and the amount of grant received
by the corporation in respect of a fixed asset does not reduce its cap-
ital cost for income tax purposes.

Progfam for Advancement of Industrial Technology (P.A.I.T.)

Purpose of the Program

To assist in the development of products and processes which im-
prove productivity and directly contribute to the economic growth.

Form of Aid Provided

_Grants

Criteria for Eligibility

All companies incorporated in Canada that carry out development
projects in Canada and are exploited in Canada. Costs incurreéd prior
to submission are not eligible. The project must be technically and
commercially feasible. The company must have the necessary management
and technical skills to develop and exploit the results. The company
must have adequate facilities. The company must be financially sound.

Capital costs incurred for the acquisition of general purpose facilities "
and equipment, and expenses related to production and -marketing activities

are not eligible for support under the program.




- 161 -

Amount of money available if the company qualifies
50% of all associated development’costs;

Tax Treatment

Only the company's share of cost is deductible under Section 72.
However, ‘should the company be required to pay P.A.I.T. grants, it will
be ent1t1ed to deduct such repayments under Sectlon 72 ‘ o

Defense Industry Productivity Program (D.I.P.)

Purpose of the Prcgram

To . enhance the technological competence of the Canadian defense
industry in its export activities by providing financial assistance to
industrial firms for selected projects from research and deve10pment

_through productlon

Form of Aid Prov1ded

Grants

' Criteria for Eligibility.

The machlnery acquired must make a slgnlflcant contribution to
increased productivity. Assistance may be prov1ded for the follow1ng

a) Development ofAdefense products for,exporp,j

b) | Acquisition of modern machine tools tc'increase,efficiency,

c) - Assistance with pre—production expenses to establish
manufacturing sources for defense products in Canada for

export markets.

Amount of money available if company qualifies

50% of the cost involved in acquiring the equipment. -The depart-
ment initially absorbs the total acquisition costs subject to repayment,
without interest, by the company of its share over a five year period.

Pharmaceutical Industry Development Assistance (P.I.D.A.)

Purpose of the Program

To assist the Canadian Pharmaceut1ca1 Industry to adopt the latest

' technology and the most modern management technlques as we11 as to en-

courage advances in research and development.
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Form of Aid Provided

Direct loans at commercial interest rates.

Criteria for Eligibility

A P.I1.D.A. Loan may be received if:

a) You have a plan for re-organization or expansion involving
merger, corporate or financial restructure, or improved
capabilities in marketing, manufacturing, or research and
development,

b) The plan will result in the manufacture and. effective
marketing of high quality, safe and effectlve prescription.
drugs at more competitive prices,

c) You can show that you need a loan to carry out the plan,

d) You cannot obtain sufficient capital to carry out the plan
from other sources on reasonable terms,

e)- You have, or can acquire, all needed capabilities, whether
technical, financial, managerial or marketing,

f) The pharmaceutical operations will be carried out by a
company or group of companies incorporated in Canada.

Repayment Terms

The direct loan is for terms of up to 20 years for purchase of
buildings and real-property or 10 years under other circumstances. The
interest rate will be equal to or greater than the interest rate on
government loans to Crown Corporations but may not exceed that rate by
more than 2 1/4%.

Industrial Design Assistance Program (I.D.A.P.)

Purpoée of the Program

To improve the quality of Canadian product design, thereby ad-
vancing Canadian industry and expanding its sales. Create an environ-
ment in Canada which will attract and retain industrial design talent.

Form of Aid Provided

~ Grants

Criteria for Eligibility

The applicant company must have been incorporated in Canada.
Research must be cunducted in Canada. The applicant company must have
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a satisfactory organization and facilities, also satisfactory‘financial
resources. The project must be classified as an Industrial Design.
function, : S :

- Amount of money available if the company qualifies:

50% of the industrial design operational ahd_édministrative‘costs.
Capital costs of any kind-are excluded. The grant is not made until
after the costs have been incurred. E

Tax Treatment

The I.D,A.P. grants are exempt from income tax. The expenditures‘
incurred on a project financed under I.D.A.P. may be deducted in comput-
ing the income of the recipient of the grant under Section 72 of the

- Income Tax Act if the expenditures exceed. the amount of grant received
by the company :

Program to Enhance Product1v1ty (P E P.)

Purpose of the Program

To induce 1mproved productivity in manufacturlng and proce551n?
industries in Canada and to undertake intensive studies of 51gn1flcant and

imaginative efflClency improvement prOJects

" Form of Aid Provided

Grants up to a maximum of $50,000 to.support up to 50% of the
approved costs of a fea%lblllty study Capital costs of any kind are
excluded.. o . :

Eligibility Criteria

Must be a company incorporated in Canada. Thé‘project«muét involve
a significant departure from the company's traditional productivity im-
provement practices and also involve only existing available technology.

. There exists a marked but unproved potential for significant increase in

product1v1ty but uncertainty as to its profitability. A feasibility
study is required before a decision can be made. S

‘Successful completion of the project could result in:
. a) greater industrial strength and improved_exports,

b) >expan51on of sales and productlon in high product1v1ty
_,operatlon

c) satisfactory return on production and sales.
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Ship Construction Subsidy Regulations (S.C.S.R.)

Purpbse of the Program

To provide protection and incentive to the Canadian shipbuilding
industry. ‘

Form of Aid Provided

Grants

Criteria for Eligibility

The shipbuilder must be a Canadian citizen or company incorporated
in Canada and must be building ships in Canada. Commercial shipbuilding
in Canada. '

Development of Management Courses

Purpose of the Program

To help non-profit professional, industry, business, or management
associations develop management retraining or upgrading courses of high
quality.

Form of Aid Provided

Assistance in the form of government grants, to a maximum of
$50,000. Development costs eligible for such assistance include:

a) professional fees paid in the development or revision of
the course, '

b) costs of visual and audio aids to be used in the course,
but not the costs of printing textbooks and notebooks.

Criteria for Eligibility

1. Applicant must be a non-profit professional, industry,
business or management association that can contribute
significantly to the improvement of managerial competence
in Canadian industry.

2. Applicant must be able to implement the course successfully.

3. Development of the course must' not contribute to an un-
desirable proliferation of similar courses.

14.  Counselling Assistance to Small Enterprises (C.A.S.E.)

Purpose of the Program

At present, C.A.S.E. is operating on a pilot project basis in
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Montreal and Winnipeg.

“C.A.S.E. provides an opportunity for the owners and managers
of small businesses engaged in manufacturing or tourism to benefit,
at nominal cost, from a service prov1ded by retlrod bu51ness executlves
selected for thelr management experlence

Form of Aid Provided

Through C.A.S.E., managements of small companies. can discuss
their particular problems with experienced businessmen, explore new
ideas to help their businesses grow and examine new methods for im-
proving productivity. :

Each C.A.S.E. counsellor receives $30 a day for his counselling
assistance, including any assistance he may render in.implementing his
recommendations. The small business pays two- thlrds of the dally $30
fee, The government pays the remalnlng costs.

Critieria for Eligibility
To pe éligib1e a'firmeust:
é) :Be’é'manufacturer or.bé‘initﬁe tourist indootry,
, b) Have fewor than 50 employees and no mote than $5

million in sales-in its most recent -complete
fiscal year.

Program'fof‘Export Market‘Development - Section HAN (P.E;M;D.)i'

Purpose of the Program

To increase the level of Canadian participation in foreign capital

- projects by sharing with companies expenses. incurred when competing

during the precontractual phases of approved projects.

The term "cépital projects'" is intended to describe facilities,
systems and other complexes whose construction entails the provision
of skilled services, engineering products and other capital goods.

Form of Aid Provided

The government's contribution will normally be .50% of the expenses
incurred in the precontractual phases of actual or potential projects
and will normally fall into the categories of exploratory studies and
preparation of initial proposals and bids.

In the event that a company that has received assistance is suc-

cessful in obtaining the business sought, repayment of the government'
.contrlbutlon will be required in two equal payments, one due six months
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after the date of the contract and the other twelve months after obtain-
ing the contract.

Repayment is not required in instances where a company is not
successful in obtaining the contract sought.

Criteria for Eligibility

1.  The applicant company must be currently established
and operating in Canada.

2, The applicant company must have ability, or demonstrated
potential for competitive performance in foreign markets
for the products or services concerned.

3. The applicant company'must have satisfactory financial
and management strengths,

-4, The project must apply to goods or services for which
competent Canadian sources already exist.

5. The project must promise significant Canadian content.
6. The project must have a reasonable probability of success.
7.. The project must appear financially sound.

8. Desirable for project to prov1de opportunlty for follow-
on bu51ness :

9. Military projects are not normally eligiblé.

10. The project must make "good business sense”.

11. Collaborative applications are eligible.

12, Project musf represent aﬁ increase in the normal level

of applicant's exploratory activities.

Program for Export Market Development - Section "B'" - (P.E.M.D.)

Purpose of the Program

The purpose of Section "B'" of P.E.M.D. is to bring about a sus-
tained increment in the export of Canadian products, especially manu-
factured goods.

\




Form of Aid Provided

. 1' The government will share, with Canadian companies, eligible

expenses incurred in prev1ously approved proJects which aim to:

. ‘ - Part L. ‘Identify and more precisely define a potential

export market opportunity, appropiiate to the
abilities of the Canadian company..

Part II.. Adapt the Canadian company's marketing methods

to the requ1rements and pract1ces of ‘an export
market.-

In the event that a company that has received assistance is suc-
cessful in obtaining export business, repayment of the Department's
contribution will be required at a rate of 1% of sales of the product
identified duling a period of up to three years to the total of the
contribution.

Repayment is not required in 1nstances where a company is not
successful in obtaining export business of the k1nd described in the .
application. ~

Criteria for Eligibility

1.

11.

The company must be currently estab11shed and operating

in Canada.

Have ability or demonstrated potential for competitive
performance in foreign markets ‘

‘Have satisfactory financial and management strengths.

Apply to goods or services for which competent Canadian
sources and/or capab111t1es already ex1st '

, Promise‘s1gn1ficant Canadian content,

Have a reasonable probability of success.

" Appear financially_sound.
-eForm‘part of an overall company plan.
" Make ”good‘buSineSS‘sense"."

‘vRepresent,an extension of the normal efforts of the

applicant in the export field.

Promise a net increment in' exports.

L
W

These criteria apply only to applications under 'Part II Marketing Adjustment”.
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Program for Export Market Development - Section "C" - (P.E.M.D.)

Purpose of the Program

The objective of the "Incentive for Part1c1pat10n in Trade Fairs
Abroad" is to bring about a sustained increment in the export of Canad-
ian goods and services by increasing the level of participation by
Canadian companies in trade fairs outside Canada. '

Form of Aid Provided

The department will share, with Canadlan companles eligible ex-
penses incurred in previously approved progects which aim to effect an
increment in the export of goods and services.

Criteria for Eligibility -

The criteria for eligibility are very similar to the requirements
indicated in Sections "A" and "B" of the program..

Fashion NDesign Assistance Program (F.D.A.P.)

Purpose of the Program

To increase the international competitiveness of Canadian apparel,
textile, leather and footwear industries by:

1. encouraging greater Canadian design creativity and
upgrading product quality, :

2. building a prestige image of creative Canadian fashion
- design to attract domestic and foreign buyers,

3. providing an environment to encourage and retain
Canadian fashion design talent.

Form of Aid Provided

To give trained Canadian fashion designers the work climate that
will foster creative design in Canada. It will be carried out by studies
of training facilities and job opportunities to identify needed improve-
ments and through bursaries for advanced studies in fashion design.

Promotion of good Canadian design and workmanship.. All designs

accepted as examples of good Canadian fashion are identified by a logo
tag.

Shipbuilding Temporary Assistance Program (S.T.A.P.)

Purpose of the Program

A program of grants to shlpbullders constructing vessels for
foreign registry.

PECI Fe
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Form of Aid~Provided"

The maximum grant is 16% of-audited coét for vessels of up to

© 25,000 gross tons and" 13% for vessels of more than 25 000 gross toms.,

Criteria for Fllglblllty

There are restrictions concernlng Canadlan content and minimum

size, details of which can be obtained from the Regulations. These

grants are available on vessels completed before October 31, 1975 and

contracted for prior to March 31, 1973.

Department of Regional EconomicAExpansion (D;R;E.E;)

-

Purpose of the Program ’

To reduce the economic and soc1a1 dlsparltles between various
regions of Canada. The Minister of Regional Economic Expan51on is
responsible for "economic and social adjustment in areas requiring °
special measures to improve opportunltles for productlve employment
and access to those opportunities'. o

Form of A1d Prov1ded

In 1969 several programs’ wexre termlnated notably the Atlantlc
Development Board the Area Development Agency and the Fund for Rural
Economic Development, but provided that the new Department would be

responsible for carrying their current activities through to completion.-

The D.R.E. E programs areas can be c1a551f1ed under four main

headings:

1. Planning and brogramming: To develop‘the means of improving
opportunities, and making them effective in slow growth areas.

2. - Industrial Incentlves To make investment -in viable in-
dustries more attractlve in the slow-growth reglons and
thus -improve employment: opportunities. = ~

3. - Infrastructure Assistance: To. provide the 1ncrementa1 SOClal

- capital that is. necessary to better opportun1t1es
4. Social Adjustment and Rural Development To a551st people

in taking advantage of new opportunities and in increasing
- their incomes from the more effective utilization of rural
© resources.. : _ - '

The spec1flc programs offered by the Department are as follows:

1. Incentlves to Induetry Torencourage new productlve employ-
ment The incentives are designed to offset the initial
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disadvantages of an industrial investment in the areas
where additional employment is most needed. Most manu-
facturing and processing industries are eligible for both
incentive grants and loan guarantees. Loan gudarantees,
but not incentive grants can be provided for hotels,
convention centres and recreational facilities. Maximum
incentive grants vary according to region.

A, Atlantic Region: Up to 30% of capital cost, for
expansions or modernizations: up to 35% of capital
cost, plus up to $7,000 per job created, for new
plants or new product expansions,

B. Standard Region: Up to 20% of capital cost, for
expansions or modernizations; up to 25% of capital
cost, plus up-to $5,000 per .job created, for new
plants or new plant expansions.

€. Southwestern Quebec, including the cities of Montreal
and Hull, and the Eastern Ontario counties of Stormont,
Glengarry and Prescott: Up to 10% of capital cost
for expansions or modernizations; up to 10% of capital
cost, plus up to $2,000 per job created, for new plants
or new product expansions.

Special Area Programs: There are 22 special areas where
faster growth can have major repercussions through eastern
Canada generally, the plans provide for roads, bridges,
water and sewer systems, serviced industrial and resident-
ial land, schools, tourist facilities, industrial parks,
and other facilities to strengthen the economic and social
‘effects of the region.

Prairie Farm Rehabilitation Act: Provides technical and
financial assistance for farm water projects and small com-
munity water storages.

Agriculture and Rural Development Act: Programs undertaken
are such things as alternate land use, soil - and water con-
servation and general rural development associated W1th
creating income and employment opportunities.

The Canada Land Inventory: The object of the CLI is to
produce data on land capability, primarily for land use
and rural development planning.

The Canada Newstart Program: This program was introduced

to experiment with and isolate effective and efficient tech-
niques and methods of social and human development. To

achieve this aim, six autonomous, provincially incorporated
pilot projects were established. Considerable experimentation
with methods of adult basic training in academic and vocational

education and life skills; recruitment; motivation; counsel-

ling; and ‘job placement have been performed.




21.

22,

- 171 -

Criteria for Eligibility

The.compenv must locate in specified regions. Thepoperations of

the company must crecate new jobs. The company must be in manufacturing,

processing or commercial industries.

Amount of money avallable if company qualifies

Maximum primary development incentives: 20% of those approved

capital costs, or $6,000,000 whichever is the lesser amount.

Mékimum secondaryldevelopment incentives: 5% of those approved
capital costs plus $5,000 for each new job created

Maximum combined development incentives: $30 006 for each new

job created, $12,000,000 or 1/2 of the capital- to be employed in the
operation, whichever is the lesser amount, :

Scientific Research

~ Purpose of the Program

To encourage scientific research in Canada.

‘Form of Aid Provided

DedUction for purposes of income tax under Section 72'

1.  All current expenditures on research made in Canada
durlng the year,

2. Capital expendltures made in Canada in that year on
.scientific research relating to the business.

Criteria for Eligibility

The activity must fall w1th1n the normally recognlzed fleld of
science not specifically included. The work must be carried out by
persons with the requisite training and.experience who are skilled in
the application of the scientific method. The work must be carried
out in a systematic fashion. The uncertainty of the results must be
removed through systematic 1nvest1gatlon and analysls._ :

Industrial Development Bank

Purpose of the Program

To provide a source of med1um and long-term. flnance for business
unable to raise funds from other sources on reasonable-terms and con-
ditions. Financing of small business to assist in fixed asset expend-
itures and working capital assistance. - To. supplement the services of
other lenders and sources of flnanclng ' ' '
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Form of Aid Provided

Loans may be provided to finance the purchase of . fixed assets,
to strengthen working capital, to finance the establlshment of new
businesses or to finance a change of ownership.

I.D.B. can provide financing by purchasing some of the common
or preferred shares or convertible debentures of a business, usually .
provided along with a term loan secured by the fixed assets of the
business.

I.D.B. can enter into or participate in underwriting agreements
when'a public issue would be the appropriate method of financing but
could not be marketed on reasonable terms and conditions W1thout the
assistance of I1.D.B. :

-

In addition, I.D.B. through its Advisory Services- program,
helps promote good management practices in small and medium sized
Canadian businesses.

Criteria for Eligibility

Sound proposal and capable management. Owners must have reason-
able amount invested. Borrower must be unable to obtain sufficient
funds on reasonable terms and conditions. Borrower must be able to

provide security for the loan. Will not lend for purposes of residential

development.

Amount of money available if the company qualifies

Average amount is $100,000 but a ceiling does not exist.

Repayment Terms

Generally over 5-12 years at conventional lending rates, however
rates increase as the amount of the loan increases.

Export Development Corporation (E.D.C.)

Purpose of the Program

1. To insure Canadian firms against non-payment- when
Canadian goods and services are sold abroad.

2. To make loans to foreign purchasers of Canadian
capital equipment and technical services.

3. To guarantee financial institutions against loss when
they are involved in an export transaction by financing
either the Canadlan supplier or the foreign buyer.

4. To insure Canadians against loss of their investments
abroad by reason of political actions.
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Form of Aid Provided

Export trade falls into these, categorles, bulk commodltles trade,
consumer goods trade, advisory or technical services, capital goods
trade, and capital construction projects. The E.D. C. has been estab-
lished to provide the Canadlan exporter with credlt 1nsurance, guarantee
and loan fac111t1es. .

The E.D. C is comprlsed of three main d1v131ons

1. Export Credlts Insurance Division: F D. C may insure
Canadian exporters agalnst non-payment when ‘they grant
credit to foreign buyers. ~In the case of goods or ’
.services sold on short term credit, a-comprehensive policy

-is issued which covers an exporter's entire export sales

for one year.  The E.D.C. normally covers a max1mum of -~
90% of the amount of .the loss. S

2. - Export Finance Division: -E.D.C. makes long term loans
to foreign purchasers, or guarantees private loans to
foreign purchasers at internationally competitive interest
rates. E.D.C. may make loans to foreign national devel-
opment banks for relending to importers in' their respective
countries to enable them to buy Canadian capital goods.

The transaction must be worth $1 million or more. :The
transaction must have a Canadian materlal/labour content
of not less than 80%. .

* 3. Foreign Investment Insurance: E.D.C. offers insurance
against certain- polltlcal risks of loss’ of Canadian invest-
ments abroad. Three categories of risk. are ¢overed. In- . -
convertibility, or ability to repatrlate earnings or
capital, exproprlatlon and insurrection, revolution or:war.
"The normal co- 1nsurance .to be carried by the 1nvestor 15
15%. ' : :

Smell Business Loans

Purpose of the Program |

To help small bu51ness to obtaln term- credlt for a w1de range of
business 1mprovement purposes.

Form of Aid Provided
Secured term loans. .

Criteria for Eligibility

Proprletorshlp, partnershlp or a iimited'company may borrow.
Annual gross revenue must not exceed $500, 000° durlng the .year.in whlch
the appllcatlon is made.
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Types of Loans

Fixed equipment loans
Movable equipment loans
Premises loans

Terms of Repayment

Maximum period is 10 years at conventional 1ending rates.

Farm Improvement Loans

Purpose of the Program

To provide farmers with credit for the purchase of agricultural

'implements and a wide range of farm improvement projects. To enable

farmers to raise the efficiency of their farming operations.

Form of Aid Provided

Term loans.

Criteria for'Eligibiiity

Only a farmer can borrow. Loans must be for:

1.
2.
3

4.
5.
6

Purchase of agricultural 1mplcment%

Purchase of livestock
Purchase or installation of agricultural
equipment or a farm electric system
Construction, repair or alteration of farm buildings
Purchase of addltlonal loand ‘ S
Other prOJects for farm improvement und development

The applicant must provide a reasonable portion of the cost of
the purchase or project from his own resources.

Fisheries Improvement Loan

Purpose of the Program

To supply financing to fisherman for a variety of fisheries
improvement projects.

Form of Aid Provided

Term loans.
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Criteria for Eligibility =

Only a fisherman may borrow. Loans may be made for: ‘

. Purchase of a fishing vessel

Purchase or construction of fishing- equlpment

Motor repair and overhaul of fishing vessel

Purchase or construction of a shore installation

. Development or 1mprovement of a prlmary flshlng
enterprlse : :

U RN

The applicant must prOV1de a reasonable portion of the cost of
the purchase or project from his own resources. :

Incentive Programs North of 60

' Purpose of the Program

The govermment has developed a series of incentive programs de-

signed to aid both companies and individuals in exploration and develop-

ment activities North of 60. These programs are administered by the
Northern Economic Development Branch of the Department of Indian Affairs
and Northern Development. There are six programs administered by the
Department: - ' R : :

1. Northern Roads Network Program .The program involves the
development of communlcatlon reads. to provide a primary
‘road network in the area, and lateral roads which lead
from this primary network to areas where resource explorat-
ion, development or exploitation are taking place.

2. Northern Mineral Exploration Assistance Program: This
. program is. designed to encourage the investment of domestic
risk capital in both mineral and oil and gas exploration
North of 60. Aid is provided in the form of a grant which
may not exceed 40% of the cost of an approved exploration
_ program. ' ' R ‘

3. Prospector's Assistance Program:. Prospectors may be pro-
" vided with grants of up to $900 per year to assist in out-
- fitting and transportatlon to their area of activity. A
prospector must spend a minimum of 60 days in the field
and is required to submlt ‘a diary and report to receive
final payment.

4. Northern Resource Airports Program: . Cost sharing agreements
for the establishment of airports may be made between the

federal government and a natural resource deve10pment company.
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5. Other Programs and Incentives: The government will
in some cases finance economic feasibility studies of
proposed northern primary production operations.

6. Small Business Loan Funds: Under the plan, up to
$300,000 will be lent annually in each territory from
the funds to businesses already operating or to
enterpreneurs starting a new business.

Such businesses as hotels, laundries and restaurants,
municipal services and small manufacturing plants will
be able to take advantage of the funds. The interest
rate will be such that the scheme is self-sustaining
except for administrative costs connected with the
provision of management advice, whlch will be absorbed
by the government.

Canadian Film Development Corporation

Purpose of the Program

The Corporation recognlzes two main categorles for its assistance:

1. Feature films designed for release in major motion
picture theatres and on television in Canada and
abroad to be assisted by investments and loans;

2.  Feature films on low budgets produced primarily for
the purpose of developing new talents to be assisted
by special investments.

Form of Aid Provided

1. The Corporation's contribution will rarely exceed
$200,000 and should not be more than 50% of the
cost of production of the completed f£ilm.

2. Guaranteed distribution in Canada is a condition
of investment. :

3. In principle, all investments will be recovered
pari passu from the returns of the film.

4.  Depending on availability of funds, priority will
be given to films also contracted for television
release or films with a television potential, part-
icularly on the international market.
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Defense Industrial ﬁésééréh*Piégram

R T N

Purpose of the Program

To assist companles seeking: support for research, pro;ects orlented
primarily to defense technologies:. ““The obJectlve is"to 1mprove the
capablllty for 1nnovat10n in Canadlan 1ndustry.g\tug Lo T e ' , ;

Criteria for E11g1b111ty

The primary criteria for selection are:

1.
2.

3.

4.

Form of Aid PrOV1ded

' The potential for exploitation of the research

The extent of defensevinterest

The scientific fea51b111ty and quallty of the
proposed research project

-

The calibre and experlence of the techn1ca1
staff :

in both defense and commercial appllcatlons

_ Normally one half of the oyeréll directpcdsté'of_the program.
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APPENDIX II

PROVINCIAL GOVERNMENT ASSISTANCE PROGRAMSV

BRITISH COLUMBIA

1. Department of Industrial Development, Trade and Commerce

Purpose of the Program

To provide services for the encouragement of 1ndustry, develop-
ment of trade and the collection and publlcatlon of statistics.

Form of Assistance Provided

Assists firms to establish new 1ndustr1es and survey foreign
and domestic markets, :

2. British Columbia Development Cbrporation

Purpose of the Program

To create, develop and increase income, employment, tax revenue,
and other economic benefits to the province by encouraging and assisting
in the establishment, expan51on and continued operation of industrial
- enterprises in the province.

Form of Aid Provided

1, Loans, loan guarantees, mortgages, and shares.
2. Acquire, develop, rent or sell land, buildings, machinery, etc.
3. Other financial and technical assistance.’

3. The Copper Bounty Act

Purpose of the Program

To serve as an incentive to encourage more intensive processing
of mineral produc¢ts within British Columbia.

Form of Aid Provided

One cent per pound bounty paid on blister copper or refined copper
within the province.

4, The Iron Bounty Act

Purpose of the Program

Same as the Copper Bounty Act,

Form of Aid Provided

$2.00 per ton on iron from ore mined out of the province. $5.00
per ton on ore mined within the province.




~ ALBERTA

1.

Alberta Opportunity Company

Purpose of the Program -

The promotion of economic growth in the prov1nce by stlmulatlng
the establishment of new businesses and a1d1ng in the expan51on of
ex1st1ng enterprlses :

Form of Aid Prov1ded

1. Capital loans to a level of 80% (max1mum $SOO OOO) at =
commercial rates.

2. Working capital loans to $500,000.

3. Inventory financing to $500,000.

4, Research and development loans to a level of 50%
. (maximum $10,000) .

5. Loan guarantees

6. Business management counselling services.

Criteria for Eligibility
1. Company must be located within Alberta.

2. .Proposal must be economically viable.
3. The availability of security.

Industrial Development Incentives Program

Purpose of the Program’

To equalize the opportunities to attract or develop 1ndustr1es
throughout Alberta.

To stimulate the industrial development of ‘non- metropolltan areas
of Alberta.

To prov1de financial resources for the development or expan51on
of 1ndustry in slow growth areas.

To 3551st in the development of secondary 1ndustry engaged in
manufactur1ng :

Form of Aid‘Provided

Interest free loan, which may be forgivable.

Criteria for Eligibility

Manufacturing must be conducted in Alberta. : -
The economic impact ‘of the pro;ect on the area must be 51gn1f1cant.
The management must be capable.

" 'The company must not be able to finance the progect by other means.,
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Repayment Terms

Term of loan is 5 years, during which period no interest is
charged and no repayment of principal is required.

Repayment of incentive loans may be forgiven entirely following
five years of successful operation by the recipient.

" The Native Co-Operative Guarantee Act Chapter 256

Purpose of the Program

To assist the productive operations undertaken by a co-
operative association of Indians or Metis.

Form of Aid Provided

Loans

Criteria for Eligibility

The loan is required for productive purposes. There is not any
distribution of earnings or profits without consent.

Repayment Terms

The Lieutenant Governor in council may authorize the Provincial
Treasurer to. guarantee on behalf of the Province the repayment of the
whole or part of money borrowed by the association and interest and
take as security any real or personal property..

The Co-Operative Marketing Association Guarantee Act

Purpose of the Program

To guarantee on behalf of the Province of Alberta, the payment of
any sums borrowed for acquiring land, factories, warehouses, machinery
or equipment,

Alberta Commercial Corpofation

Purpose of the Program

To provide financial assistance to Alberta industries which may
be unable to obtain suitable financing through other sources. Also
provides guidance to small manufacturers and producers in their man-
agement problems. '

To assist the growth of the tourist industry.




Form of Aid Prbvided

For small manufacturers to pr0V1de financing for - 1nventor1es,
plant equipment, plant- 51tes, 1nc1ud1ng land and- bulldlngs

Term loans.
Managementxguidance~is without ¢ost.

‘Repayment Terms

8% per annum with conventional terms.

SASKATCHEWAN -

1, The Industry Incentive. Act

Purpose of the Act

To encourage the establlshment, expansion ‘and modernization of
industry 1n certain areas of Saskatchewan.

Form of Aid Provided'i

A six year, interest free loan which is forgivéh at 10 per cént
per year for the first 5 years and then completely forgiven in the .
sixth year, providing certain conditions are met.

Criteria for Eligibility

Manufacturers who qualify as to nature of operations and who wish
to establlsh, expand or modernlze out51de the Federal Incentlves area.

Amount of Money Avallable o

a) $5,000 for each job created
b) 20% of the capital cost, or
c) $300,000

whichever is least.

2. Saskatchewan Economic Development Corporation

Purpose of the Program

To provide a source of financial assistance for industrial enter- :
prises wishing to expand or establish their operations in Saskatchewan.

qum df_Aid Provided

Mortgage loan.

it dATABI
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Criteria for Elipgibility

Primary or secondary manufacturers.

Certain specialized agricultural businesses.

The financing must be required for a business in Saskatchewan.

The funds must not be available elsewhere on reasonable terms
and conditions,.

The appllcant business must be profitable and financially sound.
The owner's of the business must have a reasonable investment
and there must be sufficient assets to prov1de reasonable

security.
If benefits would accrue to the province by increasing employ-
ment, replacing inputs or stimulating exports.

Repayment Terms

Term up to ten years depending on aﬁility_te repay. Repayment by
monthly installments of principal plus interest.. ‘

3, Industry and Commerce Development Act

Purpose of the Program

To make loans and grants to assist in, or provide for, the contin-
uation of a business entorprlse if threatened and its loss would dlsrupt
the social and economic base of the community,

Form of Aid Provided

Loans and grants for:

1. modernization,; refurbishing or expansion of small businesses,
2, to assist in the establishment of new businesses in areas of
the province of slow economic growth,.
3. promotion or development of the tourist industry,
4, consulting service by contract for
(1) management training programs
(ii) marketing, accounting, etc.

Criteria for Eligibility

1. Establishment in a city having less than 35,000 inhabitants.
2. Does not qualify under the Federal Regional Development
Incentives Act.

4, Aid to Trade Program

Purpose of the Program

‘To stimulate the sale of Saskatchewan-made products and services,
Its basic purpose is to increase the flow of money 1nto the province
and help create new employment




"Form of Aid Provided

Financial assistance to firms who wish to do the following:

exhibit their products and services in new products,

. 1.
NS 2. explore foreign markets and investigate sales opp01tun1t1es,
. 3. ship sample merchandise to potentlal markets, :
4. bring foreign buyers to Saskatchewan,
~ 5. undertake a market feasibility study.
MANITOBA -
1. Manitoba Development Corpofation

Purpose of the Program

To promote the establishment and expanSionzbf new and existing -
processing and manufacturing industries, to the tourist accomodation
industry and to ‘community development corporatlons in the province.

‘Form of ‘Aid Provided

Term loans.

Criteria for Eligibility

Must create employment opportunltles

Financing must not be available on reasonable terms and
conditions, :

Expand markets for Manltoba products‘
Encourage innovation in industrial enterprises.

Enhance efficiency and diversification of~enterprisés.

Terms of Repayment

Aécording to ability to repay.

2. Manitoba Export Corporation

Purpose of the Program

- ' To- prov1de manufacturers assistance in marketlng, shipping,
tariff and foreign regulatlonb and any other matters. related to
the exportlng of products from Manitoba,

‘Form of Assistance Provided

Information concerning exporting and short term loans.
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Manitoba Research and Dévelopment Grants

Purpose of the Program

To improve and introduce new products in Manltoba through research
and developments.

Form of Aid Provided

Grants.

Criteria for Eligibility

Financial assistance must not be available from other sources.

Manitoba Design Improvements Assistance Program

Purpose of the Program

To aid companies to retain consultants in order to improve their
competitive position.

. Form of Aid Provided

Grants

Criteria for Eligibility

The produce must be manufactured in Manitoba.

Total expenditures to be paid by grant must not exceed $20,000
in any 2 year period.

Consulting in areas of market testing and evaluatlon, redesign
of existing products and product planning and diversification.

Communities Economic Development Fund

Purpose of the Program

Loans for projects in remote and isolated areas of the province
for the purpose of promoting economic development in communities w1th
particular emphasis on economically disadvantaged people

Manitoba Airport Assistance Program

Purpose of the Program

Grants and loans available to mun1c1pal airport commission re-
spon51ble for the operation of airports in southern Manitoba which do
not receive Class 1, 2 or 3 Commercial Air Services.
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Manpower Development Assistance

Puzpo%e of the Program

| . :
To calry out analyscs to determine the product1v1ty of the:

Acompany s work force., .To analyse- policies and practlces set up by

the company to monitor manpower activity. To design, where neces-
sary senior management, supervisory staff and production personnel
training programs. ~To establish personnel models and management .

systems related to human resource development. - - o ar

Form:of A1d- « ' f f_-; ..~f - ff:,'ii jf_'..

The depa1tment w111 share w1th the firm in the costs of- consult-
ants to carry out approved programs on the follow1ng basis:

2/3 of the . first $2,000.

1/2 of the next $3,000.
1/3 of the next $10,000.

Productivity Improvement Program

Purpose of the Program

Product1v11) audit analyses of 1nd1v1dua1 firms ‘and’ 1ndustry
groups by industry specialists who will 1dont1fy problcm areas,.

obstacles to growth and opportunltles for improvement. in the marketing,

production, technology, manpower, organlzatlonal effectiveness and

- financial areas of the firm.and the provision of recommendations which

are suited to the needs and capab111t1es of" the flrm and hthh 1nc1udc
a blueprlnt for actlon . - : 4

'Feasibility Studies Incentive Program

Pdppose:of the Program.

To assist companies in the commissioning of feasibility studies

to developfplans for establishing or expanding manufacturing facilities
. in Manitoba. - To assist companies in making application to.obtain grant
. assistance from the Federal Department of Reglonal Economlc Expan51on

Form of Aid Prov1dod

The cost of profe551ona1 adV1cc from prlvate consultlng and ad~

visory sources used to assist in the fea51b111ty study or in applylng'
‘for Federal grants will be shared by the department on approved prOJects,i

as follows

2/3 of the . first $2,000.
1/2 of the next $3,000. .. .
1/3 of the next §10,000.
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10. Work Activity Project

Purpose of the Program

Specific community areas in the province have been designated for
financial assistance through local work activity committees. The funds
are for training and materials but do not apply to direct capital in-
vestments,

ONTARIO

1. Ontario Development Corporation

Purpose of the Program

To provide financial and advisory services to business in order
to stimulate industrial growth, economic development and employment
opportunities in the province.

Form of Aid Provided

Performance loans and term loans.

Criteria for Eligibility

Operations must contribute to the economic development of Ontario.

Management must be capable and the venture must be f1nanc1ally
sound.

Applicants must have sufficient equity in. the bu51nes% to warrant
financial assistance. '

Funds not available for primary industry,

Loans Programs Available

Performance Loans

a) Equalization of Industrial Opportunity Program
b) Fisheries Restructurlng :

Term Loans

a) Loans to small businesses

b) Venture Capital for Canadians

c) Pollution Control Equipment Loans
d) Tourist Industry Loans

e) Industrial Mortgages and Leaseback

Repayment Terms

Performance loans are interest free and conditional upon satis-

factory performance, may be progressively forgiven over a six yecar period.

Term loans are at conventional interest rates and the terms are
fitted to individual circumstances.




2. Export Supﬁort.Program

Purposé'of.the Program

To prov:de assistance to Ontarlo based . exporters encounterlng
difficulties in financing exports of capital and. consumer goods. . This
program is admlnlstered by the Ontario- Devclopmcnt Corporatlon S

;\Form of A1d Prov1ded

Short term flnan01ng of productlon of goods for expor
‘Short term financing-of export goods: held in warehouse.
Medium term export financing of capital goods

. - Short term financing of consumer goods. -

U=

- Criteria for Eligibility

Company must be Ontario based.

1.
2. Unable to obtain the: necessary export financing from E.D.C.
"3, ..The goods must have a significant Cdnadian-content.
4. Acceptable security must be available. - oo
3. Business Development'Services :

Purpose of the Program

The Businoss Developmunt D1v151on of the- Ontarlo Mlnletry of
Industry and Tourism encourages the ‘establishment of new. job producing
industries and:the expan51on of present manufacturlng concerns through- -

-.out. Ontario.

Organization

The programs are administered through 2 branches:

a) Industrial Development Branch
- i) industrial locations section
ii) manufacturlng arrangements section
iii) technology section K - N

b)  Trade Development Branch
’ i) international marketing sectlon
- 1ii) design and engineering services section
iii) marketing services section .

4. Ontaric Research .Foundation
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An Act to Promote Industrial Development Through Fiscal Advantages

Purpose of the Program

To encourage the use of advanced technology to produce newly con-
ceived products not yet manufactured in the province of Quebec.

Form of Aid Provided

Tax incentives whercby a company may deduct an amount equal ta
30%, 50% or 100%.of their annual investment according to whether it is
made in Zone I, II, or III up to a total of. $1O 000,000 during the
period April 1971 to March 31, 1974. :

Criteria for Eligibility

1. Investment must exceed $150,000.
2. Every company which is engaged in the- operatlon of a
manufacturing or processing business.

Quebec Industrial Development Assistance Act

Purpose of the Program °

To encourage manufacture of newly-conceived products, to consolidate
a company's means of production while adapting them to modern techniques

so as ‘to increase their share of the market, and to provide financial

assistance at reasonable rates to quallfylng companles who cannot obtain

financial assistance otherwise.

Form of Aid Provided

1. Loans secured by mortgage, machinery, etc. at current
interest rates. :
; Leasing of machinery, tools or equipment.
Purchase of up to 30% of the equity of a company.
Grants. B :
Loan cost sharing.

"MW N

Criteria for Eligibility

1. Competent management. '
2. Must invest at least $150,000 in the Province of Quebec.

¢
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3. Financial Assistance Programs. for Fast Growth-Industries._"

Purpose of the Program

To’ promote the 1ocat10n or expan51on 1n Qucbec of estab-
lished fleS 1n fast growth 1ndustrles who:

1) apply. advanced technology,
" ii) manufacture a product not- prev1ously manufactured
"~ in Quebec, and :
111) who are. in a p051t10n to export

Form of A1d PrOV1ded

Subsidy

- Criteria For Eligibility

a) . must locate in a’ slow growth” area
b) ©  will apply advanced technology or manufacture
. a product new to Quebec
c) will be able to export
d) projected investments exceed $5 OOO 000 ‘ .
- e) . must provide employment for resrdonts of Quebec

4, Thc General Investment Corporatlon of Quebec

Purpose of the Program»f

To taLe an active part in the 1ndustr1a1 development of Quebec.

Form of Aid Provided

" Long term-loanS'

5, Québec Industrial Credit Bureau

A‘ Purpose of the ‘Program

To promote the development of manufacturlng 1ndustry in the
prov1nce :

To a1d small and medium sized 1ndustr1al opcratlons located ‘in

slow growth areas of Quebec whlch do not have access to usual
flnan01ng sources, o

Form of A1d Prov1ded

Secured term loans o
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Criteria for Eligibility

Loans for the purpose of:

a) purchase of land and construction, 1mprovement or
expansion of plants or factories,

b) acquisition of machinery, tools and equlpment ' .-
c)  improvement or consolidation of the firms financial
structure,

d) must be located in Quebec, be engaged in manufacturing
or procesqlng and have good growth potential,
e) must locate in a slow growth region,

f) financial aid must not be otherwise avallable i

Regional Industrial Development Assistance Act

Purpose of the Program

To promote industries and the expansion of ex1st1ng industries
in the slow growth areas of Quebec.

Form of Aid Provided

Grants

Criteria for Eligibility

To manufacturing or processing firms for investments of at least
$50,000 in regions designated by provincial authorities. Investments
must be made in the construction or expansion of plants, purchase of
machinery, tools or equipment.

Amount of money available

Varies according to location.

1.

New Brunswick Development Corporation

Purpose of the Program

Assist in the expansion and diversification of existing industry

and encourages necw manufacturing and processing industries to locate ' i

and develop in New Brunswick.

Form of Aid Provided

Loans or guarantees of loans with first mortgage security.
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Criteria for Eligibility

The funds must not’ be obtalnable on roasonable terms from
other sources.

Dlrected primarily to secondary manufacturing.
- New companlcs wishing to establish in the prov1nco or ex1st1ng

companies requiring capital for expansion and/or 1ntroduct10n of more
efficient equ1pment and methods. -

New Brunswick Industrial Finance Board

Purpose of the Program

To provide financial 3551stance to certaln types of new or
expandlng 1ndustrles »

Form of Aid Prov1ded

Direct or guaranteed loans.
"Equity. participation.
Assistance in plant location and technlcal adv1ce

.-Crlterla for Ellglblllty

'AvalJable for recognlzed manufactu1ers to apply to land,
buildings, machlnery and equipment.

Funds must not be available from conventional sources on
reasonable terms. :
' Appllcants are expected to match dollar for do]lar with the

loan.

New Brunswick Guarantee Loan Board

Purpose of the Program:

To guarantee bond issues and long term loans.

‘'New Brunswick Research and Productivity Council

Purpose of the Program

To provide‘free;technical‘fnformation‘andiindusfrial engineering -
services to firms in New Brunswick and Prince Edward Island. It oper-
ates under arrangement with the National Research Council.
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5. Export Assistance Progranm

Identical to Program for Export Market Development administered
by the Department of Industry, Trade and Commerce of the federal
government. The provincial government provides additional assistance
above that provided by the federal program.

6. New Brunswick Design Council

Purpose of the Program

To provide New Brunswick industry with a service of assessing
products or prototypes by qualified experts, as an. aid to 1ncr6351ng
sales and/or reduc1ng manufacturing and developmcnt costs

Eligibility
A submission may be ‘entered by any fiim in the proVinée of

New Brunswick provided the item is made in New Brunswick and maximizes
New Brunswick content,

7. New Brunswick Multiplex Corporation

Purpose of the Program

The Corporation was established by the federal and provincial
governments to promote and implement a major project involving con-
struction and operation of a number of interdependent metal-working
plants in and around Saint John, New Brunswick.

8. Northeast Development Program

Purpose of the Program

A pilot program to encourage and assist the modernlzatlon, ex-
pan51on and establishment of small industry.

Form of Aid Provided

The program is sponsored under the Northeastern F.R. E D. Agreement
with 75% of the cost borne by D.R.E.E. and the remainder by New Brunswick
through the Community Improvement Corporation.

1. Forgivable Loans (D.R.E.E. formula).
New equity in the amount of 20% of approved capital
cost must be advanced prior to drawdown of funds
under the forgivable loan.

Criteria for Eligibility

To be eligible a progcct must involve manufacturing or processing
or a maintenance or repair fac111ty related to the manufacturing sector.




NOVA_SCOTIA

1. Industrial Estates Limited

Pﬁrpose of the Program

To promote the establlshment of new 1ndust1y and expan51on of
existing industry in Nova Scotia. . .

Form of Aid Provided

Loans. Will finance 100% of the cost of land and buildings,
60% of the installed cost of new machinery, 1nc1ud1ng sales tax,
duties, shipping and 1nstallat10n costs.

Criteria for Eligibility.
Secondary manufactufers locating in Nova Scotia.

Repayment Terms

Flexible.

2. Industrial Loan Board

Purpose of the Program

To assist in the establishment, expansion and modernization of
a variety of industrial and tourist enterprises. .

Form of Aid Provided

Loans up to 75% of the current appraised value.
Loans must be secured.’ .

Cfiteria for Eligibility

Manufacturing, processing industries or tourlst 1ndustry,app11cant
must have reasonable equity.

3. Nova Scotia Bonus Act

Purpose of the Program

To provide an incentive f01 companles to locate in certain
municipalities. o

Form of Aid Provided

Reductlon in mun1c1pa1 taxes charged to the company because of.
locating in designated municipalities.’
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Agriculture'and Rural Credit Act

Purpose of the Program

To make loans to, or guarantee loans of, a borrower for the
purpose of acquiring or improving any farm, plant, machinery, or
equipment. : ’

Form of Aid Provided

Loans and guarantees.

Fisherman's Loan Act

Similar to Agriculture and Rural Credit Act in purpose, with
orientation specifically to the fishing industry.

Industrial Development Act

RPurpose of the Program

To establish, assist, develop and expand industries in the
province.

Form of Aid Provided

Assistance by way of loan, loan guarantee, bonds, and acquisition
of equity. :

Forest Improvement Act

Form of Aid Provided

Loans for the purchase of forest lands up to the maximum amount
of $100, 000,

Criteria for Eligibility

Have been efficiently operating an established forest produet
mill,

Nova Scotia Resources Development Act

Purpose of the Program

To aid, assist and promote the development of resource-based
industries, businesses and activities within the province.
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PRINGE EDWARD ISLAND

1.

Prince Edward Island Provincial Department of Labour, Industry

and Commerce

(a) -The Business Services Unit

Provides free consulting services to‘lbcal"industries in special-
ized areas such as plant layout, product design, new product develop-
ment, qualnty control and f1nanc1a1 management

(b) The Industr1a1 Development Unlt

Attracts new industry to P. E. I. and assists in expanding
existing industries by providing free fea51b111ty stud1es and assist-
ance in obtaining f1nanc1ng : : -

Prince Edward Island Lending Authority

Purpose of the Program

" To assist manufacturers, processors,’ farmers, flshermen and operators
of tourist establlshmonts to obtain operating capltal as well as medium

“term 1oans

: Mainly_aimed at providihg WOrking;capital]td.small business.

- Form of Aid Provided’

1) Guaranteeing loans -
2) Term loans ‘

Cr1ter1a for Ellglblllty

The operation must»contrlbute to the economy of Prince Edward Island.

Prince Edward Island Industrial Enterprises Incorporated

Purpose of the Program

To provide assistance to-industries w1sh1ng to establish or expand
thelr facilities.

Form of Aid Provided

Direct loans or loan guarantees.
~Security required.
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Prince Fdward Island Market Development Centre

Purpose of the Program

a) to collect and provide information for those with 1mmed1ate
marketing problems.

. b) to set up fac111t1e€ to devclop test and complete market
analysis for new products. .

¢) to initiate studies to identify future changes needed in
marketing.

d) to establish contacts in various industries, research groups
and government agencies to facilitate 1mproved communlcatlons and
cooperation. »

e) to collect information on forelgn markets and review market
research performed elsewhere.

f) to assist in providing promotion through product design,
packaging, advertising, distribution and test marketing.

g) to assist in improving the quality of existing product lines.

The assistance is provided free by the government.

NEWFOUNDLAND

Newfoundland and Labrador Development Corporation

Purpose of the Program

To provide financial assistance to qualifying businesses wishing
to expand, modernize or locate in Newfoundland.

Type of Aid Provided

Direct loans or loan guarantees.

Department of Rural Development
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CHAPTER V .

CONCLUSIONS AND RECOMMENDATIONS :
Summary

The prlmary objectlve of thls studylwés to detcrmlne
the avallablllty of venture: capltal 1n Canada and 1n Ontarlo
*in,particular._ We examinéd the assembly and #1locatlon by
private and publlc Jntermedlarles and the 1mp11catlons for
‘"publlc sector pollcy. The study 1nvest1gated both the
supplier and.usér sides of the 1ssue;'concentrat1ng on the’
. terms undervwhiCh suCﬁ.capital;was available,[ffém*whomiit
- was available-and'fof whét fypes of invesfmenf:
Other objectives of the study ihcludéd aﬁ_investiga—
. tion of fhe’role\of,Canadé's méjor_financidl ihsfitutiqns"\
in the_profiéion of vénture.capitai and the-éffé§t$ of
.government feéﬁlation’ iﬁclqdiné_tax{_on fheir_provisidn
~9f such éapital. |
The final phase inydlyed a.study of.the yari§us
fedeial and prbﬁincial goVérnmeht indﬁsffialmassigtance
programs. The epphasis.heré was on the applicaﬁilify gf
these programs to small busine§s.: Spécialxafteﬁ;ion was
given to.thé‘provincial government prégramé.‘ .
o The‘mainjconclusioﬁs of this report aré:”
- 1. - Many ventures in Canada are worthwhile
.- ' ' financing, but currently cannot obtain it.
- This is especially true for firms during
the first few years of their lives when =~
- capital for startup and development is not
‘ ~available. The-capital which is provided -
for the startup of new businesses in '

Canada is typically prov1ded by groups of

individuals. There is no formal process
wheréby entrepreneur and investor can get o
-togethcr for thls type of flnanc1ng

v smns oy




There is insufficient venture capital available

for the start-up and development phases of new

firms in Canada. Most of the venture capital
available is directed into the cxpansion of
established companies or acquiring cxisting
companies. In addition, there are fairly tight
restrictions, both on the type of investment

and its geographical location, which prevent firms
in certain industries (c.g. service industries)

and areas (e.g. Northern Ontario) from obtaining
venture capital. The terms under which this capital
is available are often viewed as being prohibitively
expensive by the user, either in terms of the

debt load or the amount of equity the firm must
surrender. ‘

There is a distinct lack of venture management
ability in Canada. Managers of venture capital
firms claim that poor management is -the prime
reason for rejecting most of the proposals they
examine, : .

Government programs do not provide venture capital
as we have defined it. Equity financing is rarely
involved and most of the debt is fully secured.
However, in arcas like Northern Ontario, government
aid is the only form of capital available to many
small businesses and they consider it to be

venture capital. -

Government regulations and tax laws do not prevent
financial institutions from becoming more involved
in the provision of venture capital in general.
There are several notable exceptions, however.
Institutions are the prime source of new capital
entering the area of venture capital investments.

Foreign firms and individuals are not a significant
source of funds for venture capital companies in
Canada, However, many user firms are forced to
seek - funds in the United States, especially during
the early stages of their development, when such
capital cannot be obtained in Canada., This higher
risk capital is more easily found in the U.S. because
of differences in tax laws regarding the writeoff
of losses and the greater availability of capital
in the U.S. This is especially true of the natural
resource industries such as oil and gas.

The amount of venture capital in Canada is expanding,
especially considering the recent activity of the

Canada Development Corporation. But it is not changing
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.its focus towards younger firms. On the other

hand, the demand for venture capital has - 1nc1eased
rapldly, -as evidenced by the growth in ‘the numbe1_
of potential 1nvcstments examlned each year by
venture capltal companles : .

Current tax legislation does not prov1de 1nd1v1duals
ndr corporations sufficient incentive to invest in
higher risk investments such as young companies or,
natural resource exploration. .U.S. ‘investors have”

ﬂgreater incentives through more 11beral 1oss w11te—

offs, for example

:Current taxatlon of venture capltal f1rms on an income
‘basis rather than at capltal gains rates has influenced-

some venture capltal firms to change their focus. Some
of them are moving. towards a holding -company approach,

‘whereby they acquire equity control of “their ‘investments

and operate the firms as subsidiaries.. ‘They are then
not in the venture- capltal business- and would presumably
be taxed at Capltal gains rates when they sell their

1nvestments
QThe main recommendations for government resulting from -

the studyiwere thatt

The government should establlsh .a "clearlng house" where=

'by users could learn of venture capital sources and
‘their preferences and ventu1e capital sources could

locate w01thwh11e\ventures Thls center would also

prov1de a551stance in preparlng and evaluatlng proposals‘

The government should prov1de 1ncent1ves to attract

more: private capltal into venture. capital 1nvestments _
eSpeclally at the start-up level. The most appropriate
suggestion was the’ establishing of Small Business In-

" vestment Companies similar to those. found in the U.S.

with the capability of raising funds. from the publlc‘
and from financial institutions in -Canada. . These firms
could either borrow directly from the government or

use government gualantees to- ralse funds via publlc

'securlty issues.

Government programs like the Ontario Development .
Corporation .do not currently have the . personnel
skilled in making ‘equity 1nvestments One way for
the ODC to make equity investments in small firms is
to partlclpate in JOlnt ventures’ w1th prlvate sources.

of venture capital. These- investments .could then be

managed by venture capital firms in the- same manner
as’ they are cu1rent1y ‘managed for flnanclal 1nst1tutlons.
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This is a possibility while the concept of SBIC's
proposed above is being investigated and may be the
best eventual form of an SBIC program for Canada.

4. Current taxation policies should be changcd to glVC
individuals and firms more incentive to invest in
high risk ventures, especially at the start-up and
development level. This should be primarily through
more liberal loss writeoffs to decrease the risk of
venture investments.

5. Provincial and federal governments should co-operate
as suggested below on planning assistance for small
businesses. Any move towards a program similar to
the SBIC program should be planned jointly. This
"should be done by having the Federal Department of
Industry, Trade and Commerce and each Provincial '
Department of Commerce establish a Small Business .
Development Agency. These agencies could then
jointly plan to assist small businesses in Canada.

6. These agencies could administer the "c1earing house"

suggested earlier and arrange for courses through

our universities and community colleges almed at

the small businessmen.

It is suggested that the Ontario government's role in
implementing these recommendations should be to'éponSOr a
joint federal-provincial conference on the problems'of‘small

‘business. It should then propose these recommendations on

a cooperative basis with the‘other levels of government.

Availability of Venture Capital

We conclude that there is insufficient venture capital
available in Canada for the start-up and devélapment phases
of new basinesses. This is the pefiodvduring_the first few
years of a firm's life cycle when collateral ia'laCRing;
sales are low and profits are often non-existent or negative,

The replies from our user survey unanimously agreed that this
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was the nost diffieU1t‘stage fer-mest'firmsfto raise
e B fiﬁancihg. Tﬂis is—an-impo;tant“distinetiou ffem;the_Gray
Report concluSion.'.There was also a consensue among:usere
. ~ . that tﬁe majer Qeakneséiof the_user‘fifmSESQrteyed was lack
of capital. | |

.Altheugh_enetauthqr claims tﬁat thete?is:an exp¢5s;of'
venture.capitaiAaYailable in Capada'waiting'fgt apptopriate";,
ihveetment,; thie,eapital'is not primatiiy'ayailaEIe:for'neQ
ventares.v It is mainly available for the‘eXpaneioh Of_eS—
tabllshed companles and tﬁere 1s a. def1n1te lack of Venture
capital for flrms durlng the first few years of thelr existence.
Currently start-up capltal 1n Canada is prlmalaly 1nvested By
small groups of indiv1dua15f The'entrepreneat tequlree some
meaﬁe of iocatingvthese inyestots interested intfinanéing_a'
start~ub,- | | .

Ih.adaitien;,the capitai is'ayailabie;ptimarily for
high'techﬁology oriented ventures and fdr'firms.ﬁithva great
pptential'for expprt. :Therefote;-moet‘setViee‘iﬁdaetriee
‘in Canada,do not have access to sueh}capital,

Firms whichﬁareﬂnotilocated in the'Teronte, Mentreal
o :and Vancouver aréas have iittle'chanee ef.finainé‘fuﬁds for

any tyfe of Venture 'eIn'fact‘ the‘entreprehedreAih'tHe

- B Toronto area have a deflnlte geographlcal advantage over. other

1"The Ploblem with Venture- Cap1ta1 is. the Courtshlp” Dy
Rumball F1nanc1a1 Post, ‘June .30, 1973. ‘ o
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users in raising venture capital.l

Venture capital firms usually insist on ‘acquiring
some debt as well as equity'frpm the borroWing firm,val~
though the debt may be convertible into equity¥ Government
programs provide only loans or grants. The smélllfirm,
usually heavily debt finanqed before approaching a venfure
capitalist or governmént program, often dées not have the
capacity to absorb more debt. It is eqﬁity fhat small firms
need andkit is our conclusion that there is insufficieﬁt
equity finanéing available to small businesse§ in Canaaa,
especially during the early years.

But the limited availability of suppliers of equity
-capital to small firms coupled with the high demand for such
capital means the price will be high. Any actibn by gdvernQ
ment tQ iﬁcrease the supply of both debt and eqﬁity capital
to small businesses would decrease the cost which small

businesses must pay.

Lack of Venture Management

The greatest weakness of small firms in Canada, ex-
preséed by ventufe capital suppliers, government officials
and, to some degree, by small businesémen themselves, is
the lack of cabable mgnagement} Canadian managefs are often
not capable of preparing é reasonable presentation to obtain

funds. This is one reason that many Canadian venture capital

1 . . ' . . '
"Venture Capital Easier to Raise in Toronto," Toronto Globe
and Mail, May 8, 1973, ‘

AAFE T kv maratinn
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firms_préfefbto invest in ventures locatéd'in‘the Uﬁited
States.

A recént series of éemiﬂaré giVeﬁ~by‘a_Vénturé-capital
firm in.v;riohs citiés'across Canada atﬁempféd fo‘improVe
this proposal deficiency problem.. This couiSé sﬁggests‘how.
to appfoéch venﬁhre cépital firms, whét>a.pr9p§§a} should
cohfain‘apd genefal édvigg‘for obtaining gOvefnﬁent aid; as
well., Héﬁefer; the‘éttendahcé at this‘seminéx.has'included
more intermediaries (accountants, bankers; iawyérs); than
small Businéssmen} perhaﬁs becaUsé»theilatter,épuid not
affofd the time 'and expense of the seminar.

| One additional.probleﬁ encountered amOng>tﬁe>usef
firms.is.that entrepreﬁeufé'aré offen dnwillingfto surrender

equity.  This is especially true when'thejentrepreneur‘beliéves

-that_theAventufe‘éapitalist is demanding too much equity for

hiszfunds; This usually.results_ffom Fhe_faétffhat an
entrepreneur is very 6ptimistic abput-his fifm;s &alue while
the venture capitalist teﬁds to be pessimistic. The entre-
preneur may hot bg capable of correctly aséegsipg the risks
involved_in_his firm, especially his-bwn aBility to manage

his firm.

Government Programs

Government grant and loan progfams;ubothfprovincial
and fedeial, db'npt fall within our definition of venture
capital. The debt offered by these,programs.isffdlly sépured

and equity is rarely involved in government financial aid.
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Government grants could be considered as venture capital,
butlféw small firms qualify for them.

Government aid is limited to a narrow rénge of firms
in most caseﬁ, usuaily high technology firms_inﬁolycd in
research and development and capital intensive‘manufacturing
firms. Service firms qualify for little goyernmenf financing.

Officials of government programs are cautious in their
evaluation of companies and will seldom invést'in a firm with
no profitable history or "track record". The firm must have
the capacity to carry the additional debt 1oad‘imposed by the
government loan and the ability to repay it. ‘Many small firms
cannot support additional debt. |

In the more rural areas of Canada, such as Northern
Ontario, government programs are often the only source of
finanéing availabie to small firms, Firms in these areas

certainly view government programs as venture capital.

Government Regulations

"The legislation governing the various Canadian financial
institutions does not prevent these firms from participating

in the provision of venture capital. The institutions normally

participate as second level investors, by investing in a v

venture capital company rather than supplying capital directly.
Those firms which have inveéted directly usgally find they

do not have the ménagement expeftise to evaluate and monitor
ventures and thenrevert to investing via a venture capital

firm. A relatively new form of venture capital company is

0 e e
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the "packager", which syndicates ventures .among financial
institutions, individuals and industrial firms. . Using this

approach, the investors can select those Ventures they

desire to invest in and reject.thOse they dislike. The

”“packager“ will 1nvest a small portlon of the funds and

will_dovthe evaluatlon.and mon1toring1for'a fee. Government

programs codld also invest-eqnity in joint,ventnres_in‘the

same way es the.financial institutions:AWith venture capital .

firms performlng the evaluatlon and mon1tor1ng funotlon.
Certaln major financial 1nst1tut10ns llke llfe insurance

companies-make venture capital'investments@underltheir “basket

clauses", since these ventures are ineligible investments

for them, except under these clauses.

Foreign Capital

FOreign:sources of funds doinot.partioipdte to any
degree.in Canadian‘venture_capital.eompanies.} hut many usefs
of venture Capital are.foroed to approach Amefiean souroes'
to obtaln the funds they need This often results in ejloss

of control of the flrm to Amerlcan 1nterests and these flrms

often eventually become subsldlarles of Amerncan companies.

In add1t10n many small firms are sold to foreign'lnvestors
after attempts to raise funds in Canada have failed. Examples

of this were encountered among the user firms surveyed in

Chapter II.

American. capital is mote easily‘available during the
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early stages of growth of a small firm and for types of

ventures which Canadian firms do not prefer, such as natural

resources.

The Amount of Venture Capital

The tdtal volume of venture capital availablé in Canada
has grown rapidly since about 1969, especialiy With the funds
supplied by the Canada Development Corporatioﬁ. -Sources con-
firm that there is a 1arge~amount ($Sd million dollars in
Toronto alone) of venture capital available for investment
in June of 1973, because venture capital sources cannot find
ventures which they consider wdrthwhile.

It is our opinion that this capital -is uninvested
because the terms under which it is available are4too res-
'trictive, both in financial cost and types of investment for
which it is available. This capital is not available for firms
at the‘start—up or development stage, nor serﬁice firms in
general nor for firms in rural areés of Canada.,

~An example of this problem is a venture capital firm
which, after being established one year ago, has not yet
made a single investﬁent. It has a total of $S million to
invest. But this capital is limited to a;ﬁarrow range
of high technoiogy products and ié not available for new
firms.

Much of the venture capital in Canada is invested

already in the United States and Canadian suppliers are
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act:vely secklng 1nvestment opportunltlcs in the U.S. Few
-Amcrican companles .come. to Canada seeklng Venture capltal so

the'Canadian sUppliers”seek_ventures there

Tax Fffoct

| Canada s tax leglslatlon does not prov1de suff1c10nt

" incentive to 1nd1v1duals or flrms tollnvest ‘in hlgh—rlsk,

‘-relatlvely new Venturesv Amerlcan 1nvestors have much greaterl
1ncent1ve through more llheraihloss wrlteoffs,.for example,

‘In addltlon,-Canadlan venture cap1ta1 flrms are -
complalnlnp that they are belng forced to become holdrng companles
which controliand‘operate thelr Venturee.:ﬁThls,:they clalm, is
becausenthey are being taxed:ae rnVestment;companies gat'dnéome

_ratcsi.rather than at capitalhgainslrateei; Sineejthef.are in
“the bdeihees>of inveatiﬁg;.tho governmentitreats them as
investment'Corporat10n5‘under Seetion'130lof‘the,Income TaxrAct.
But  these firms~c1aim.they are,not covered‘byathis,se;tion since
their participation in thesetfirms.ietnothreaily_marketable
and they'ho}d relatively 1arge_share5‘of.relatively few firms
for long periods of tihef | | |
If thesehfirmS; do beeomevholdinggeohbanies, they‘will'
ilimit their rnyeetments even,more‘todcompanies;ihewhichAthey
canabuy"equitx eontrol and manage or operateyafterward; _This
willjfurther restriot_the availabilitonf,Vehture_capital in .
Cahada. | ‘
Pr0V1nc1a1 corporate taxes, including that of Ontario,

are typlcally based on the federal tax c1a551f1cat10n There-




fore, venture capital firms in Ontario are subject to the
provincial 12% income tax as well when they are taxed

federally based on income rather than capital géins.

Recommendations for Government Action

The main implications for governmeﬁt action at both
the federal and Ontario ieﬁel are stated inbfhié section,
It is our opinion that fhere is some unnecessarylduplication
of assis@ance programs at thé federal'and provincial levels.
We therefore recommend that both the Ontario government and
the federal governmenf should es%ablish a.Smail Bﬁsiness
Administration or Agency forAliéison with smglllfirms, ad-
ministration of small business programs and liaison between

the federal and provincial levels on small business assistance,

A Small Business Clearing House

The Ontario government should Encouragévthe federal
agency to include a "clearing house'" as partjqf its agency,
where users could obfain.information and advice. This center
would also serve ventﬁre capitalists, especially individuals
and.small-groupé, in allowing them to review proposals on
file. No mechanism currently exists for individuals to
invest in venture capital situations other'than as random-
opportunitiés arise. This appréach would permit the financing
of new ventures by éyndicates of individuals, venture capital

~firms and financial ‘institutions.
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This center 'should also provide counselling assistance

to small businessmen on preparing proposals and.should offer

courseés on the eleéments of operating a small business. It -

“‘could also administer other programs aimed at small firms,

SBIC's for Canada
The Ontario government should cooperate with the federal
government in the creation of Small Business_InveStment~Companies

operating under charters from the Small Business Agencies

" recommended above. These firms would be i@corporated by private

individuals and financiai‘institutions who .would cgllectively
provide a minimum equity participation of 'say $1,000,000 to

obtain a chaftér as a SBIC. This charier would permitkthe firm

“to raise capital by the issue of government guafanteed debentures

on the Canadian capital markets. The government guarantees .

would permit Canadian financial institutions to invest in these

debentures. If the interest offered on théée_debenturés was
slighfly'higher;than that_on‘governmentlbonds,_funds‘would‘be
channelled into these SBIC'S.

However, the terms under which these.SBIC‘s wohld»be

"permitted to operate must be strictly controlled.. In the

American situation, much of the funds was channelled into real
estate and variousvother'non;venture iuvestmgnts‘ For Canada,
the capital should be restrictedito new,aﬁd,young firms in{

primarily manufacturing, service and natural resource develop-

ment..
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For arcecas where the government desires regional

dcvolépmeht, such as in Northern Ontario, the SBIC's investing

I S

there could be permitted to leverage their equity base more

than the normal amount using the government guarantced de-

bentures.l The standard SBIC would be permitted to levcrage L

its equity by issuing, say, three‘times as much deb£-(to a

maximum of $3 million), SBIC's specializing in certain areas,

such ;s Northern Ontario, would be permitted to 1evérage its

equity base toa 5 to 1 maximum ratio; or §5 million in debt.

It is recommended that the provincial government should ‘

guarantee this additional $2 million, while the federal

government guarantees the original § 3 million. [Each province

could then decide the maximum level to which firms operating . o i

in that province or portions of it could be léveraged. ; |
One form of an SBIC is similar to the ”ﬁackager”

venture capital firm discussed earlier. Those firms licensed P

as SBIC's could approach existing government programs such N

as the ODC for funds as they do financial institutions.

The ODC; for example, could then decide whether it would ;

invest. This arrahgement would most likely involve equity

participation by these governmeht programs. But the SBIC

could perform the management function of that equity invest- i

ment. |

Another possible form of SBIC for Canada is one -

where the SBIC, once licensed, 1is essentiallyvfree of ‘ ' -

government involvement. The firm issues debentures to
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the public whrch are guaranteed by the gove1nment up to
spec1fred multlples'of the flrm‘s equlty base.

Since the SBIC program in the U.S. had extensive:"
problems during its early yeers,-an investigationvof these
problems_and their implications for a Canaoian SBIC should
be unoerteken.» lhe obJectlve of th1s study should be. to

examine the Amerlcan program deS1gn a s1m11ar program for
Canada and recommend a procedure for 1n1t1at1ng and operating -
such a progranm. ThlS would 1nclude the.deslgn of criteria
for issuing cherters,’terms of>reference for the SBIC's and

regulations for the operation of such firms. We intend to.

submit a proposal for such a study to the Ontario.government;

Taxation Incentives

Both the federal and provincial levels of government

should inVestigate'possible changes in tax 1egislation to-

-attract more prlvate capltal into hlgh risk ventures. A

more’ llberal method of wrltlng of £ losses on venture capital
1nvestments would be the most approprlate in our oplnlon
The federal government should also examine Lhe taxation of

venture capltal flrms _51nce the current 1ncome taxation of

the 1nvestments is forc1ng these flrms out of the venture

'capltal area'ln the acqulsltlon field.

Any llberallzatlon of the tax regulatlons should be
aimed at channelllng more funds 1nto new and relatlvely
young buslnesses. This is where capltal is currently very

scarce,




ThcéJ are the main recommendations‘from this study.
The lead in implementing these must>be'undertaken at the
federal level, with the provinces cooperating on issues'bf
special conéernAto them. The role which the Ontario govern—'
ment ;hould play immediately is fo encourage the federal and
other provincial governments to implement the above recommén—
dations.

One metﬁdd of bringing the Ontgrio govefnment;s concern
for small.business to the attention’of the othervlevels of
government is for it to propose a joiﬁt federal;provincial
conference on the topic. This qqnfgrgnce could be hosted

by the Province of Ontario and,the.regommehdations of this

cy R U IR IS BRI R P
and other studieé could be ‘discussed jointly. This coopera-
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tive approach in attacking~thedprobkens of small businessmen
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in Canada would minimize the:pﬁdlmferhildn and duplication

of assistance programs,
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