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Foreword and and Acknowledgments

The study of small business problems in Canada is a comparatively new
area of business research. There is relatively little published research
upon which to build, particularly in the area of management expertise.

This project, therefore, investigates some new territory and will probably
be subject to considerable discussion and even disagreement with our results
and recommendations. We welcome the discussion and urge readers to oﬁen a
dialogue with us in controversial areas.

It is also difficult to do research on technological.innovatioﬁ since
there seems té bé relatively 1itt1é of it done in Canada, especially when the
commercialization phase is defined in more detail, as we have done. Many
(40%) of our sample of firms didvnot perceive themselves as especially
innovative and tended to borrow their ideas from outside the firm. This
is not surprising since there is relatively little research and development
done in Canada. Statistics show Canada to be well down the list of industrial
countries in research and development expenditures per capita. The Financial
Post of September 4, 1976 states that only 200 of Canada's 35,000 manufactur-
ing firms have a research and developmeﬁt staff of five or more people with
science or engineering degrees.

Despite the difficulties of doing research in this afea, we plan to
continue working on the subject and encourage other researchers to join us.

Many people have assisted us in the study. We owe our thanks to the
Department of Induétry, Trade and Commerce Technology Branch which generously
sponsored the study. Our thanks go especially to Mr. T.E. Clarke and our
menitaring committee in that department as well as various government

oificiuis _bncerned with small business problems with whom we consulted.
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Of course, our primary debt is to the management of the firms which
participated in our study, who generously gave of their time to cdmplete
questionnaires and talk to us about their problems, yet must-reﬁain anonymous.

To all of these, our sincere thanks. However, the results and recom-
mendations remain ours, especially the responsibility for any errors or
oversight.

We hope that the results of this study will be of assistance to others
doing research in this area and to the Small Business Secretariat of the
Department of Industry, Trade and Commerce, which was preparing a statement
on small business policy at the time this report was written.

We admit fhe sample of small businesses studied in this instance is e
rather small to attempt to make generalizations about small fifms in
Canada. However, we have been exposed Lo similar problems in over 500 small
firms through the Small Business Assistance Program-éonducted at Western
during the past six years. The conclusions and recommendations are further
supported by that sample and by firms to which we have been exposed through

our consulting and case writing activities as well. -
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CHAPTER ONE

Introduction and Purpose of the Study

<

The purpose of this report is to investigate the level of management

v expertise in a sample of approximately fifty small and medium sized Canadian

technology-based companies. Lack of management ability has been found to be

a significant handicap to small businessmen in research conducted by both the
1 . -

authors and others. Canadian managers have often been accused of a general

lack of management ability and sophistication, particularly in the areas of

;Eégkggéng and f}ﬂ??f?; This is considered to be a contributing’factor to the
failure of ﬁany Cénadian companies to innovate and‘sﬁrvive.' Ouf study there-
fore investigated small and medium sized businessés iﬁ Canada to identify areas.
where management had problems énd to recommend possible solutions to these
o problems,.such as various types of formal educational programs.

The purpose of the researcﬁ is thus to addréss the following objectives:

1. To examine the level of management expertise in small and medium

sized -Canadian technology-based companies.
2. To determine the specific ?ESES{E&Whi?h_SéEEE“EERb1em5 in these'
| companies.
3. To determine whether assistance is needed in this sector and whether
various types of management training programs can be developed by

government, large businesses, or the educational sector to address

these problems.

¥ l”The Supply of Venture Capital Financing in Canada" by R.M. Knight, distributed
: by Department of Industry, Trade and Commerce, 1973,

"A Study of. Successful Technical Entrepreneurs in Canada: by I. Litvak and
C. Maule, distributed by Department of Industry, Trade and Commerce, 1972.



4. To explore related issues such as the technological innovation

within these firms, in an effort to discover whether management

problems are keyed to certain areas in the process of technological

innovation.

Importance of the Topic

This particular topic is of considerable importance to different levels
of society in Canada. It is obviously important to small businesses and to

government in its attempt to foster new businesses in Canada. It is also

“important to large businesses, which desire to create customers and suppliers

for themselves, and to the academic community, especially business schools,
which are attempting to train manégers for small and medium size& businesses
as well as large cogpanieswi However, this attention to small business manage-
ment is only a recent trend in most Canadian business schoolﬁ;

The management of small and medium sized companies should have a high
degree of interest in the data that this study provides. It could help them
in measuring and developing their management expértise which would ‘assist
them in improving their position and chances of survival. Perhaps people
conéemplafing éhtering a technoldgy based business, ‘or those thinkihg of
launching a small general ﬁréduct Oor service company, wquld appreciate ad-
vice on the operational guidelines for successful management of small and
medium sized firms. A£ the very least, they might be forewarned of danger
signals 'so that they can recognize shortcomings and plan- appropriate action
to avoid those management problems. In addition, the timing of any necessary

training, the areas in which such training should take place and the various

i vrias of management skills which are lacking can be established.



Governments are attempting to develop new technology based businesses,
to provide for the assistance of such companies and to protect present invest-
ments of both govérnment mone} and private capital. They could use data on
the backgrounds of the management involved ahd other management factors iﬂ
making decisions in this sector.

Larger businesses c6u1d~conceivab1y be interested in fostering the
development of smaller companies as both suppliers and customers, now‘and in .
the future.» This study should provide them with certain guidelines to avoid
pitfalis and build on certain strengths which could foster better méﬁagement.
roles both in the small firms and in their own firms.

Education institutions should be able to use the information to develop
specific courses or expand present offerinés to meet the needs revealed by
the study. This is particularly true of business schools, which currently
do not address many of their courses to sma11 and medium sized business
management. We believe that the small business typically has different prob- -
lems than those studied in the management of the large firm, if only.in the
degree to which small business problems are integratéd problems in all df-
the functional areas of management. Indeed, most small business managers
must be general business managers in terms of their background and in their
skills in marketing, finance, production and all.the other areas of running
a business. - From our standpoint as business school faculty members, we are.
interested in the level of management expertise_iﬁ such companies. 'We also
feel that we are capable of planning aﬁd fecoﬁmending programs to help cure
managerial skill deficiencies in these companies and hopé our business

schools can offer improved help in this area in the future.



‘to ask for cooperation as participants in this study. A letter was sent

Research Methodology
The primary ﬁethodology of this research involved the development of
a listing of small businesses which were technically oriented and which
were spread across Canada. To do this we first looked at various government
research and development oriented programs for which companies had applied
for funds. We obtained many of our leads from this source. In addition; many

companies were recommended to us by colleagues and friends who know of small

~.technically oriented firms which seem to fit within the parameters of our

survey. Once we had compiled a 1list of 100 firms, we then approached them

to each one explaining what the study was all about and particularly what
would be the benefit of the study to the management of the firms involved.
In fact, we promised to send summaries of the results to those participants

in the study. The second phase of the study involved preparation of a

questionnaire covering issues such as those detailed below. . This questionnaire

was mailed out ‘to each firm identified in the first phase which egreed to
cooperate with us. The final phase of the study was a.follow;up'interview
of all of those companies which had complefed the questionnaire. The pur-
poee of this interview was to clarify issues which were raised in the ques-
tionnaire but which might not be easily answered using the questionnaire
and to investigate -additional problem areas which arise during the course
of the_study and to discuss the particular problems of each.indiﬁidual'

company .

The Sample

The characteristics of the sample with which we conducted the study are
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shown in Exhibits 4 through 7. We had S3 companie5~which both completed the
questionnaire and were interviewed. In most cases, several individuals in
each company were interviewed. However, in those firms which were reldtively
small and which were a done-man'Show', we usually only intervieQed that one
man. As shown in Exhibit 4, the firms ranged from sales levels of about
$200, 000 to‘apﬁroximately 50 million dollars. We have arbitrerily split
our sample into a small group which included thoee up to a sales levei of
S million dollars, a medium sized group in the renge of 5 to 20 million dol-
lars .and a large-sized‘group'iﬁdthe 20 to 50 million dollar range, which in-
cluded only 5 companies. Thie latter groué could really have been combined
into fhe‘medium sized companies since they were still relatively small, com-
pared to many Canadian companies. As shown iﬁ Exhibit 4; thefe were epprox—
imately 60% in the'small category and 40% in the medium sized category. 1In
" terms of the number of employees, as shown in Exhibit 5, the firms ranged
from 10 employees to over 500 in 5 cases. However, in 70% of the coﬁpanies
there were less than 150 emplofees. As sﬁown in Exﬁibit 6,_the majority Qf
our companies were located in Ontario, 42 of the 53 companies being there
and only 11 in two other provinces, Quebec (primarily Montreal) and Alberta
(piimarily Calgary). Indeed, nearly half of ouf sample was in’the heart of
Ontario surrounding the Toronto ‘area ranging from Fort Erie to Whitby. As
shown in Exhibit 7, there were many types of ‘companies involved>in_thisf |
study but they were primarily'in the electronics and specialty equipment-
-area with approximately 50% of the companies in those two‘industfies.' Other
types of dndustries included other industrial.machinery{ fire equipment and

plavi’ ...



We do not claim that this Sample of firms‘ié representative. of aii Small
to medium sized technology oriented companies in Canada, Howe?er, Qe feel i£
is probably representative in terms of the problems faced by the management
of these firms and by the types of recommendations which were generated.frdm~

them.

Timing of the Study

The schedule for the study extended essentially from May of 1976 through
May of 1977. This study was initiated  during the spring of 1976. with the
~list of companies being prepared and the questianaire being developed dur-
ing May. .Companies wefe contacted and the survey was conducted using the
questionnaire during the early summer of 1976 and interviews were conducted
primarily in July and August of that year.. Interviews extended through the .
early fall to about late October of.1976 before all 53 companies had been
interviewed. During the fall of 1976 the results were compiled aﬁd thé ob-
jective‘dafa was prepared and presented tola,government audience in Ottawa
in late October of 1976. During the wintér and early spring of 1977 the
.subjecfive data was prepared and analyzed and the results written into Qhat
has become this report. Although the information was gathered during 1976,

most of the conclusions are undoubtedly still relevant today.

Issues Addressed in the Study

The basic issue addressed by this survey was to examineﬁthé existing
level of managerial expertise in small and medium sized tecﬁnplogy based
companies in Canada. We examined both sucéessful and unsuccessful firms
to determine_théir needs in terms of formalAtraining programs which managers
in those companies might require. The detefmination of whether successful
or unsuccessful is really a subjective definitioh in terms of thgir-profitf

ability. Unfortunately, the really unsuccessful firms are those which-have



failed and which are inaccessible in terms of gathering information about
them. We have tried at various times to contact people who were involved
in business failures and they were both difficult to find and very unwilling
to talk about the situation after the fact. Therefore, it might be cléimed
that we were really examining a sample of successful companies, if we. define

success as survival.

We have also investigated to some extend what types of companies have
been especially successful across Canada and will attempt to develop guide-
lines for people, both in the private sector aﬁd gdvernment, who are interested
in fostering new ventures. |

The issues of the symptomatic problems in the management of these firms
also_ﬂad to be considered. In many cases problems that were raised by the
management in the firms involved were really symptoms of much deeper problems

and our assessment was often very subjectivée in terms of these situations

.and what could be done about them. An example would be where a manager

would state that he had tremendous difficulty generating sales and when
questioned about his marketing program, it was discovered that he had little
or no promotional aétivity_and expected the customers to come to him since:'

he had "the best product in the world". How the customer was expected to

~ discover that with little or no promotion of the product or the company is

an issue that apparently had not occurred to the manager.
Another important consideration which we investigated was how to get

managers to release themselves from the fire fighting role in small businesses
o-.~Frm=ssing day-to-day problems, either to take necessary training programs -

or tu got more involved in the planning activities required for their firm.



Results of the Study

It is hoped that the output of this study and its specific recommendations
aimed at assisting government; universities, and businesses to impro?e the
level of management expertise within small and medium sized technical firms
in Canada will be used by all of these audiences.

The longer range implications of this study are that it might ultimately
contribute, alongiﬁith other similar research information, to the establish-
ment of healthier technology based industry in various parts of Canada and to
improvement in the business climate for small to medium.size& buéinéssés in’
Canada in general. It is hoped that it will assist small technology based
companies to improve their management and to move them to a more competitive
position, both in domestic and world markets. It is assumed that a well
managed technologf‘based company with a distinctive competence, based in
Canada could readily compete internationally, and indeed many of the firms
in our sample are already doing so.

It is also assumed that one thrust of the Canadian government's current
effort in small business is to develop a distinctive competence in certain.
technology based industries in.which Canada can compete internétionally.

It is with this longervrange theme in mind that we have suggested some of "
the recommendations later in this study, although many of the‘reéomméndations
are aimed at small to medium sized businesses in general rather ﬁhan just

technology based companies.

Whither Small Business?

The ‘question has been asked why we are expressing a special concern for

small and medium sized businesses. Each year many such firms either fail or



teeter on the brink of failure. In many of these cases it has been established
that it is due to a lack of management ability, és evidenced by the failure |
record publiéhed by Dun § Bradstreet which estimates.thét 98 to 99% of the
approximately 3,000 business failures in Caﬁada each year are really.due to
poor management. In 1975, there were in Canada, according to the Canadian
Federation of Independent Business (CFIB), approximately 735,000 independent
businesses. That association claims that approximately 150,000>of these
are small corporations eligible'for the small business tax eduction, 378,000
are préprietorships, or'parthefships; 106,000 are property owners, 74,000
are professionals and 27,000 are self-employed salesmen. They also claim
that between 50% and 60% of the work force in Canada is employed in owner-
managed firms. In aihér words, a majority of Canadians work for small firms.
They'coﬁment on- the lack of statiétics regarding -the Canadian situation and
point to other countries, such as the U.S., Sweden.and Japan for comparable
statistics. In the United States there are.nearly nine million small busi-
nesses and the CFIB quotes Presidenf Ford in a speech during Small Business
Week saying "small business accounted for 97% of all non-farm businesses in-
America, for nearly half of the gross national product, and nearly three-
fifths of all non-farm private‘employment.- About 100 million.Americans own,
work for, or are supportéd by small business“.2

In Japan, over 5 million enterprises .are defined as small or.medium
sized firms, which account for 78.4% of tﬁe total employees in all industries

in Japan.3 Japan, which has some of the wbrld‘s‘biggest corporations, also

2President Gerald Ford: a Bicentennial Salute -to Small Busiﬁess, May 1976.

3Taichi Faitoh, "Economic Vitality and Small and Medjum Sized Enterprises"
(Keynote address to the International Symposium on Small Business, Tokyo,
Japan, Novermber, 1975 by the Director General of the Japanese Small and
Medium Enterprises Agency). ' : '
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has by far the largest percentage of small business output and empldyment.

Even in many other countries which are more socialized than Canada,
social and economic policies are developed with the clear underétanding
that there is a need for treating the small business sector differently.

In the United States, there is specific legislation dealing with small
business called the Small Busiﬁess Act, which as amended.in 1965 reads, in
Section 2A, "The essence of the American-econoﬁic system of free enterprise
is free competition. Only through full and free competition, can free
markets, free entry into business and opportunity for the expression and
growth of personal initiative'and individual judgement be assured. The
preservation and expansion of such competition is basic not only to the
economic well-being but to the security of this nation. Such Security
and well-being cannot be realized unless the actual and potential éapacity
of small ﬁusiness is encouraged and developed. It is the declared policy
of the Congress that the Government should aid, council, assist and protect,
in so far as possible, the interest of small business coﬁterns in ordef-to>

preserve free competitive enterprise".

In addition, recent legislation has been proposed in the United States -
to establish Small Business Development Centers at universities there. .'This

legislation (Bill S$.972) proposes that such centres should provide managment

development, technical information, product planning and.development and
domestic and international market development, all from a single source of
assistance.

This approach may be contrasted with the Canadian scene, which may be .

‘rharacterized by Prime Minister Trudeau's now famous New Year's speech in
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late 1975, where he stated that the free entefpriée system is essentially
dead in Canada. Neverthelesé, CFIB has stated as its proposed Small Firms
Policy '"to increase the rate of new business formation,’the number of per-
sons employed, and the amount of gross national product produéed in the
owner-managed, small firms sectoxr'.
CFIB proposes the following legislative initiativés;
1. That the access to béth domestic and export markets should be im-
proved for small firms.
2. The development of Canadian-owned mini-multinationals. should be
encouraged.
3. Original Canadian research and technologiéal innovation capabilities "o
should be encouraged. |
4, Transition strategies should be developed td implement 'a lowering
of those trade and tariff barriers which would lead to the in—
creaséd internaﬁibnai competitiveness of Canadian.indu5tries.
'They propose moves to reduce the external valué of the Canadian dollar,
to reflect the real gap in .our labour and capital productivity vis-a-vis the o -
United States. They propose tax incentives for the employment of labour
capital as well as financial capital, that the incentivés_to work in Canada
should be increased through such moves as dedﬁciible day care-expenses and
removal of the disincentives to work such as the unemployment insurance
act. They recommend the facilitation of passing small fipm ownership on to
the next generation by easing the burden of death tékés ahd succession
duties. This would help to preserve small Canaﬁiéu firms. ~They suggest
that small firms should be encouraged and allowed to band together to ad-

vantageously share common production facilities, managerial assistance,
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financing, distribution etc., similar to the recent consortia established
in Quebec. This would permit emall firms to gain seme of the ecoﬁomies of
scale available to larger firms. They suggest that equal access to natural
~Tesources at competitive prices should be provided to small firms and equal
access to financing should also be provided to the small businees sectef at
all times, in all regions. They encourage the development of education
programs at all levels which teéach self-sufficiency and particularly en-

courage courses on entrepreneurship and 'starting your own business'. This

last is a direct suggestion to the business schools of Canada.



CHAPTER TNO

Definitions and Survey of the Literature

Definition of Small Business

To begin a study which attempts to Survey a group of small businesses
we. first attempted to define what we meant by the term 'small business'.
We, like many.other researchers in the field, encountered mu;h,difficulty.
in that definition. We found\that various definitions exist dependiﬁg on
the purpose_fdr which they were used. For example, the Canadiaﬁ ngeration
of-Indepéhdent Business (CFIB), which élaimé‘to represent fhe iﬁtgrests ofi
the small businessman in terms of lobbying on his behalf to various levels
of governmént in Canada, defineé, it, like the American Small Business Ad-
ministration, as foliows:

a. A-;ﬁall'business is independéntiy owned and operated:
‘b. A smali-business is not dominant in its field of operation.

In the United States, there are also various size limitations.used to
limit that definition, but the CFIB does not recommend the use of quantitative
size limits. We considered using various limits to restrict the size of
our Firms but.found-that none.of the measuring devices can reall& be ap-
plied in general. For instance, if we use,;ales as a 1imi£ to the size of
a firm, we find that many sﬁali‘wholesale and regail businesses~HaVe a fairiy
large sales level.. But since they take a relatively sﬁall margin on that.
sales level, they can in reality be a yery:small firm, even:though their
sales may be.relatively large. If we use asset.éize as the limitation, we
find that many capitai-intensive manufacturing coméanies require a fairly .

large investment in capital assets, but remain relatively small in ‘terms of
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the number of ?eoplé émployed, sales, etc. If we use the number of people
employed by the firm.as a criterion, we face the problem that many service
companies employ a large number of people but have a very low investment in
capital assets and.a relatively low sales level. We finélly decided to

use the profit level of the firm as our limiting guideline and essentially
that is the way that the federal government in Canada defines‘a gmall business.
They define their small business deduction within the iﬁcome tax'act as a
limit of $150,000 per year of profit which is elegible for a reduced cor-
porate tax rate of 25%! This iimif is allowed for 5 yeais or more to a
maximum of $750,000. We will therefore consider as our small business 1imit;
a company that is earning less than $150,000 per year. Wé'realize that some ' 4"_‘
large companies may fall into this category at various times so that even
this restriction does not really fit all examples. It also does not cure
the problem of a branch plant in Canada owned by a foreign company which

includes in its Canadian financial statements only.the earnings in Canada.

Definition of Management Expertise

To examine the level of management expertise one must first define it.
' Webster's dictionary defines 'management' as ''the manner of treating, dir-
ecting, tarrying oﬁ or uéing for é purpose" and 'expertise' as ''special
skill or knowledge drived from training or experience'. Druékefl*defines
management expertise more 5road1y,as "the ability‘or skills-gainéd thrduéh
a formal education or practical experience to direct an éﬁte?prise, having

some knowledge of the technical aspects of a product or process. But in

peter Drucker, People and Performance, Harper's College Press, 1977.
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addition, the manager should have an understanding of the marketing, financial
and human resource skills necessary for successful operation of the énter-

prise''. This is the definition which we shall use in this study.

Definition of Technological Innovation

One should perhaps attempt to define the term technological innovation
by examining dictionary defiﬁifions of 'technology' and 'innovdation'. 'Tech-
nology' is defined as 'the application of science to industrial use”2 while
'innovationiiis-defined as -'""the introduction of something new, such as a new
idea, méthod or device“.za

To define the term 'technological innovation' we reélly need to discuss
the process of technological innovation. We define this~pr§cess as occurring.
in the following stages:

1. initial marketing research to determine a need for a product or ser-

vice in the market place.
2. The development of a product or service to meet that need. This
may be called the invention or idea phase. |

3. The planning phase, which includes the pfeparation of ‘'the business .
plan and the gathering of resoufces‘such as capital andlmanagement.
to produce the product or service for the market place.

4. The start-up of the business and its érganigational aspectg,;

5. The-on—going marketing research or assessment of the market for

the product or service and the best méthbd of delivery of the
product or service to that market. This is an integrai'part of

the commercialization process that we single out for later discussion.

vebster's Seventh New Collegiate Dictionary.

7 : - - . -
o8 Webster's Seventh New Collegiate Dictionary.
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6. The growth and development of the new business into a going concern
with management skille being gradually developed.in the areas of
marketing, finance.and production. |

Therefore, we considered the whole process of commerciaiization of the

product or service as being part of technological innovation rather than just
a development of the product or service,. itself. We}feel that one of the
problems of both government and managerial involvement in the ptocess of
technologlcal innovation is that many of the part1c1pants consider that tech-
nolog1ca1 1nnovatlon ends W1th the techn1ca1 development of the product or
service itself and'does not include the other phases which we have outlined

above. They confuse invention with innovation.

" Research on Technological Innovation

Most of the definitions of technological innovation in the literature
are biased towards the research and development phase. This ie understand-
able, since most of the discussion of the technological innovation process
is in engineering and technical journals. However, when managenent mo&els
such as that of Myers and Marquis,3 are-developeo for technological in-
novations, they also tend to accent the researeh and development phase.

The Myers and Marquis model is essentdally a récdgnition phase followed by
‘anvidea~ formulation stage, a problem solvingistage and finally a utilization.
end diffusion stage. The latter includes allfof'the~commerciaiization
activity which‘we‘considered to be a part of theitechnological innovation

process. They never really do define what they mean by this‘final stage,

Smmo and Marquis; Successful Industrial Innovatlons, Washington D.C., U.S.

Goverument Prlntlnc Office, 1969.
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‘Other authors such as Goldhar use similar models.4 .The first phase of.
Goldhar's model is the idea generation, design concept formulation; the
second is problem solving and engineering; and the_third is commercialization
and diffusion. These authors usually concentrate on the'tesearch and
development or technical phaSee in the_problem solving and engineering
aspects of the process without really worrying about whether there is a
market for the innovetion itself, whether that marhet can be accessed and

whether the ~money can be raised for commerclallzln0 the idea.

In fact, most of these articles on. technologlcal innovation are addressed '

to the large firm which has a research and development department or group
as a separate eﬁtity and it is really the activity of this separate group
to which the articles on teclinological innovation are directed. Very few
of the articles worry about the other issues of getting a technical pro-
duct to its etentual market. ~ It is the total commercialization phase,
however, which will be the concern at this particular report.

Most of the published literature on technological innovation is, first
of all, Aherican and second, oriented towards large firm research and
development departments, with very little applicahility to the. companies
which are the subject of this study. It is a suggestiOn‘of this:repoft
that one possible problem with the technological innovation procees in
general is ‘that meny.of the pe0p1eﬁinv01ved~in‘it,‘partdcularly at the
technical stages, are aware of the process-only in its technical aspects
and have no concept whatever of marketing, flnanclng, and the other com-

merciallzatlon aspects of the process. An 111ustrat10n is. the article

4

IEEE Transactions on Engineering Managément, February 1976, "Information
Flcws, Management Flows, and Technological .Innovation'. '
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by Biller and Shanley in Research Management in September, 1975, entitled

"Understanding the Conflicts between R § D and Other Groups".. The article
addresses the problems of the R § D grouﬁ interacting with other groups .
within the large firm, but views them as protagonists, rather than cooper-.
ating groups. In most of the companies with whichvwe will be concerned in
this report, the management of R § D, marketing, manufacturing and financ- L
ing is often combined in one or two individuals, rather than having separate
grpu?s to hanqle ea;h specialty function. |

One article which does relate to this study is a ‘Research Management

article by Hogén and Chifichello in the November 1974 issue titled ''The
Role of R & D in Small Firms". This article discusses the researéh and
development activities of the American small business community and al-
though it.defines small businesses more in terms of our medium sized firm
in Canada, the.results aré probably pertinent for .our study. These

authors define firm; with fewer than 100 employees as theip‘small companies
and say that these firms spent approximately $900 million in 1971 on
research and development. About 90% of these firms were classified as
manufacturing concerﬁs. They discovered that a relatively small number of-
large companies performed most industrial resear;h and development done

in the United States in total. 'This ié a finding wﬁich they attribﬁte.to
the National Science Foundation. . The average size R § D program for
manufacturing companies with less than 1,000 employees in 1971 Qas about
$65,000.- Considefing the cost to a companyvof a scientist or engineer, this
means that the.average small manufacturing firm in the United'StateS'had less
CLan 7 professionals involved in R & D in 1971, Averages of coﬁrse, only

give a general indication. For most of these small firms, especially the
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very small firms, a single individual probably undertakes the entire R § D
effort for the entire company and research and development is only onerf
the several responsibilities assigned to him. This is what we expected to
find as the case in most of our small firms in Canada. Where there is any

significant R § D activity, it is probably done by the same individual who

is the overall manager of the -firm and is responsible for most of the managerial -

activities in toe firm as well,

One useful observation.from this article is that there are menyv
types of small reseerch and development oriented firme.¢'They‘reﬁge“from a
small manufacturing company with a fofmalizele & D brogram to the indepen-
dent inventor, whose main interest is the initial stage of the innovation
process. We suspect that this is true in Canada and would empﬁaeize fhat
probably most of the companies in tﬁe middle of that specﬁrum ere small
manufacturing oompénies which have adopted ideas of other inventors or

other sources of innovation outside the firm and are attempting to com-

"mercialize them rather than’ doing their own R & D within the firm. ‘Since

most small businesses spend very little on research and development, it is
assumed that they ﬁsually adopt someone else's ideas and most of.the
development is really on commercializing_ideaS'generated elsewhere and
producing them to meet ﬁarket demand;

Significanfly, fhis article'goes on to'discuss.problem areas of tech- '
nological innovation in the small firm. It is significant that it states
"there are a number of non-R & D areas which are also iﬁportant"to:the small
firm". However, these non-R § D areas are'ﬁever defined; It also states
"this leads to internal competition for available cepital”; Unfoftuﬁately;

the article tends to look upon other areas of the firm as competitors with
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the R & D department rather than as cooperative entities within the firm,
constituting a vital part of the technological innovation process on which

all R §D debends( This also reflects the typical attitude of many fechnically
oriented people, who tend to say that R § D itself is the center of the pro;
cess. These other activities are only seen as necessary competitors for funds
within the company. The onLy:other problems discussed in the article are
essentially the uncertainty of R § D effort, the requirement for assured pro-
duct quality, which is associated with reseérch and development, and the pro-
blems of the small firm in attempting.to sell its R G'ﬁ'cépabilities to the -
federal government. It also mentions in passing 1imifed avallability of high
quality manpower, sﬁall facilities which impose restrictions on the size of

an R § D program and the less sophisticated equipment than that of larger com-
panies. The article neﬁef alludes to the marketing problems of the technol-
ogical innovation process or to the fact that most small business‘entrepreneurs‘
in the technical firm are ill-equipped to ﬁanage the whole process from de&elop—
ment through to commercialization. The article does allude in one pafagraph

to '"the inventor entrepreneur who is interested in starting a small firm" and-
that he is "faced with a myriad of other éroblems such as the fact that he is
usually science-oriented with little or no business experience'. They say

this is aAparfiéular problem for new ventures but never really discuss it at

all within existing active cqmﬁanies. However, one would probably expect
people with technical backgroundsiwhé are interested in the technical proéess

to essentially ignore the managerial aspects of the process. We hopé to bé»I
more oriented in this report. to general management inputs iﬁto the technological

i:.navation process.
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It is only when one addresses the literaturevdealing with large company
technological innovation that one finds much attention devoted to the overall
process. Oné example is the work of John Moore.5

That author works with a division of McDonald-Douglas Corp. in California,
to illustrate the large company point of view. Moore talks extenéively about
marketing aspects such as the overall demand for the technical product, as
well as other topics such as prddﬁct life éycle and the need for overall

marketing programs within the technological innovation and business planning

_process. In discussing the launching of a new product, he stateés "business

plans should employ alspecific checklist of invést;gations and analysés plus

a set of market, product, proéram and financial criteria to aid in the planning
and decision making'. He goes on to state exampies of criteria which can ap-
ply to business planning, venture analysis and resource allocation. These
include 'the market, which must represent the real requirement of customers
without preferable alternatives and with an ability to pay'. He also states

""the market must be large enough to be significant on both a yearly and a

total basis and it should have either a substantial pent-up demand at the time

of entry or must be capable of re-orientation away from existing suppliers'.
It also '"must endure for a long enough time after the market development to

permit recovery of investments with acceptable profit". This is one of the

" few articles on technological innovation we have seen that addresses in any

‘way market requirements in the technological innovation process. However,

even Moore does not comment on how this market is to be assessed and- evaluated.

5The IEEE Transactioné on Engineering Mandgement, February 1976, titled ''Unique
‘Aspects of High Technology Enterprise Management'. A
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He seems to have assumed that there will be a marketing department within the

large firm to take care of this activity.

Technological Entrepreneurship

Another.area of the literature which includes small business oriented
material is the whole areé of study of technical entrepréneurs. In American -
research this topic has been examined by. several researchers including Roberts
at MIT. He writes about entrepreneurship in the large firm and corporate
spin-offs or the formation of small firms by individuals who have left large
.technical firms with an idea for a new product or process."He~dWells‘heéfiiy
on the topic of internal entrepreneurship within large firms and creating an
environmeﬁt for keeping the entrepreneurial spirit alive within these firms.
This is illustrated by his article entitled "A Basic Study of Innovators,

How to Keep and Capiﬁalize on Their Talents”.6~.The article also discusses
.spin—offs from large technical laboratories and various government agencies.
Roberts states that the technical entrepreneur is-typically well educated
with an average education of a Master of Scieﬁce degree or slightly better.
This is in contrast to non-technical entrepreneurs who, in other studies,
have been shown to be relatively poorly eduéated, often dropping oﬁt before
completing high school. This ;tudy also found tﬂat the technical entre-
preneurs in that study tended to be muéh more development orientedlrather

than research oriented.

Canadian Literature

The topic of technical entrepreneurship in Canada has been addressed

primarily by Litvak and Maule in their work pub1ished in The Business Quérterly,

6Research Management, Volume 11, No. 4, 1968.
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Spring 1972, Summer 1972 and Summer 1974. Litvak and Maule use several
definitions which we have found Véry useful for this study. They describe
the technology based firm and define if as a company which ”emphasizes R&D
or which places méjor emphagis on exploiting new technical knowledge. It is
often founded by scientists or engineers”.7

They also describe three types of innovation classifications as follows:

1. Fundamental - where a ‘totally new product is generated.

2. Functional - where a new method is found of performing the same
function as some_other product or process.

3. Adap£ive - which is the modificétioﬁ of-én existing product;

"They claim that in their study there were né fundamental innovations,
while 30% of their sample of appréximately‘so were fuﬁctional innovatibns and
70% were adaptive. Litvak and Maule also conclude that there was "little
tax incentive for the entrepreneﬁr to invest his time and capital in ‘the
pursuit -of a product concept or marketipg opportunity'.

Litvak and Maule discussed characteristics of entrepreneurs in thoée
articles and found that 80% of-the 96 entrepreneurs they contacted posseésed

a technical background which usually included formal education and on-the-job

_experience. Over 65% of the entrepreneurs possessed university training of

some sort, which again was similar to results found in the United States for
technical entrepreneurs, but not for entrepreneurs in general. They also

state that only a few of the entrepreneurs possessed general management ex-

. pertise comparable to their technical skills. This was usually due to their

lack of formal business education coupled with their work experience which
tended to be in the technical areas. They concluded that‘most of the entre-

preneurs were ill-prepared to organize and manage a newly established venture.

his is the definition used in our work but is taken from "A Study of Successiul
Technical Entrepreneurs in Canada" - September 1972. DITC.
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Their level of competence in such management areas as marketing, finance
and personnel and even manufacturing was sadly lacking. They concluded
thét the marketing performance of the entrepreneurs was weak and was a
major factor in the apparent high mortality rate of the ventures. Most

of the entrepreneuﬁs were unable to see the linkage Betweeﬁ product in-
novation and marketing and Li;vak and.Maule commented on the lack of market
perception evidenced by most of the entrepreneurs.

Litvak and Maule recommended the design of special management education
programs for entrepreneurs, particulariy those involved in the»sta;tuﬁ'of
new enterprises. They really do not elaborate on what fhese management pro-
grams should be or should contain. They also recommend the pfomotion of
greater awareness of entrepreneurship on the parf of the universities, par-
ticularly in the faculties of engineering and administration. Again they
do not suggest methods of doing this or get into the details.

Other work in the Canadian scene which has been done on innovation is
that of our colleague, Blair Little, at Western. His work‘ié.primarily
in terms of the marketing innovation viewpoint df the new product_develop;
‘ment and introduction process.. He worked'primariiy on larger -companies in
Canada rather than small ones.

Little's work is contained primarily in his fwo books titled ”Thé
Right New Product” and '""New Products, New Markets' and in articles in The

Business Quarterly, in the Summer 1972, and 1974 editions. His conclusion:

overall is that what is needed is not more investment in research and de-
velopment, but in market research and market planning. His companies ranged
i{rom small to large and he claims that marketing is especially neglected.in

the sweiler end of the scale. He states that technical managers seem
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oblivious of the need for marketing help in planning of their new products.
he also states that large companies often had full time marketing assessment
people, but that the overall lack of mgrketing orientation was noticeable
£hroughout the scale with an increasing emphasis in the smaller'firms.'i
In addition, a former student of Little's, R;G. Cooper at McGill, has

recently authored a book titled "Winning the New Product Game'" in which he
describes three innovations within large companies and concenfrates on

" marketing research and analysis within the new product innovation process!
He comments that even within the larger firms whi;h he has studied, the lack
of definitive market reserach is often a proBlém.. The.book also illustrates
the need for close cooperation between R § D and marketing in the development

of new products.

Management Training

Much has been written on the need for additional training, especially for
managers of research and development. Examples are‘articlés by M. Bachynski,8

T. Clarke,9 and a paper'by P, Gishler.lO

We shall concentrate here on the
results of the Clarke study. |

A very useful element from fhat study is the definition of technological
innovation which Clarke uses. -He states that technological innovation "includes-
the elememts or stages of R § D, finance, marketing, prdductioh and. planning".

This is amuch broader definition of technological innovation than we have

seen in any other research, including those discussed above.' Most other work

8”Training for the Management of R § D Innovation in Canada', proceedings on
+%e 10th Annual Conference of Canadian Research Management Association.

“tTechafdlogical Innovation Management Training Program for Canada', published
by o’ Innovation Management Institute of Canada in 1975. -

10 . e . i »
"Increasing the Effectiveness of Industrial Research Maznagers', a report to

the Office of Science § Technolegy in the Department of Industryv, Trade and
Commerce in March, 1973. ' -

w
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tends to discuss innovation in terms of the R § D stages plus 'commefciali:—
ation'. We agree with Clarke's broader definition of the technological in-
novation process, and will use that broader definition in this study. :In his
paper, Clarke states, "in Canada, with the exception of a few short exfension
courses, seminars or evening courses, universities are not sponsoring Research
and Development/Innovation Management Training'" (a term which hé uses inter-
changeably for technological. innovation).

Clarke fecommends short courseé on the management of technological
jinnovation of the order of 3 weeks or less. These should be made available
to managers of technologically based organiéations énd brief survey fyﬁe,
courses should be designed into undergraduate and graduate science and
engineering programs and MBA programs in Canada. He also recommends the
offering of evening university courses and suggests:than an MBA degree pro-
gram at several universifies speciélizing in R§D/I Management should be set
up. However, he states he has received relétively negétive responses from
some deans of engineering and science schools who commentedvon'an earlier
survey. Some deans of these programs did agree with the necessity for
management courses within their curricula.

He also states that "the difficulty with regulér maﬁagement courses is
that they rarely deal with problems faced by managers of ﬁechnological
innovation, such as problems of introducing new products or'processes into.
the market place". He claims that the R.§ D manager must bridge the gap be-
tween the 'cultures' of business and scienée, and sﬁggésté fhat a pr§gram
of these courses and seﬁinars should include the areas of financing new
poojwots and marketing néw products and processes. He recommends grants

be mnode to universities to encourage the development of R § D/I courses in




science and engineering departments, and that business schools be involved

in helping to develop these courses.

Studies of Small to Medium Sized Firms

I3

Another research project dealing with the innovation process in smaller
businesses is the work of M. Charles and D. MacKay.ll They conclude as well
that there is a definite need for general management skills within the companies
they surveyed. They state that there is no shortage of innovative ideas, but
rather a lack df estimation of profitability of the various ventures and new
product iﬁnoﬁations which they examined. We assume that this meansméjlack of
market research as well as evaluation of the potential return on investment
of these particular products. They state that the innovations they saw were
"usually modifications of eiisting products rather than completely new products',
which'tenas to agree with bbth results of other fesearch and with our results.
Charles and MacKay.also state that "the most immediately successful innovations
were those in which a chgnge in the market was perceived and where this re-
sulted in é technical development to meet that change'.  They go on to state
that "the need for interation between sales personnel and R & D groups cannot
be over-emphasized'". However, they state that "it 1is easier‘to im@rove this
communication.gap in the small company where interation is usually fairly in-
formal and unstructured".

Charles and MacKay also state that '"too many innovations ére attempted
without the proper advance market surveys' althOpgh they do remark that the

PAIT program has been helpful recently since it now forces firms to under-

.

1l“Case studies of Industrial Innovation in Canada', Report to the Office of

Science and Technology of DITC in May of 1975.
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that "the need is for more general government assistance with the innovative
process in areas other than the early technical stages of innovation", and
recommend outside assistance from consultants and other sources as an area
needing subsidization by government. However, much of their discussion tends
to concentrate on the placing of technical people in innovative companies and
commenting on the deve}opment 6f technical personnel in such firms. In this,
they do state that there was "criticism by companies that recent technical Ph.D.'s
lacked managerial ability and marketing experience'. They_suggested that such
scieﬁce and engineéring students shéuldmtake bﬁsiness éouféés d;ring their
program of study. However, most of thelr recommeﬁdations concentrate on
research and development support réther than improvement'of the management'
.ability of these individuals.

Another study which dealt with the small to medium sized firm was the
work of J. Robidoux and G. Garnier;12 This study discussed the lag in research
and development effects, wherebx R & D effort today usually does not pay off
until a year or more down the road. Often many small firms are no longef
around by that stage, as they cannot afford to wait that long for such R&D
payoff.

The report, however, is generally short on conclusions, and they suggest
‘”improving the methods of management in these firms" without any specifics on.

how this should be done.

lz”Factors of Success and Weakness Affecting Small and Medium Sized Manufacturing.
Businesses in Quebec - Particularly Those Businesses Using Advanced Production
Techi. .oues", Report 21, Technological Innovation Studies Program, Technology
Branch, Department of Industry, Trade and Commerce, Ottawa, December 1973.
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Other work in the area is that of M. Hecht and J. Siegei.13 In their
work they state.that the "main problem is managing human and capital re-
sources' in these firms and that "Canadian firms'wére at a disadvantage
compared to Amefican—owned firms, especiallybin the area of management”.
They stated that it was necessary that help he provided to small and medium
sized firmg so that they could remain competitive with foreign-owned firms
and that this help should be in terms of bofh management consulting and
additional capital just as is provided by the SBA in the United States.

In his study, Hecht discusses the heéd for continuing éducation of
management personnel in the area of financial assistance and soufces\of
information. He really does not compare the educational backgrounds of
the managers studied in ferms of whether they were technically or general
management oriented. He states, however, that the small firm was usually
facing a probleﬁ of having less education and experience in its management
and that attempts to extend their education were usuglly frustrated by
problems of shortage of time and resources and awareness of thé need for
this education.

-Stages of Corporate Development

Another useful framework which we shall need for discussion of our

results is the business policy ﬁheory called the stages of corporate development.

It is summarized in an article by our colleague, D.H. Thain.14

Pug Study of Manufacturing Firms in Canada: with Special Emphasis.on Small

and Medium Sized Firms" and "A Study of Manufacturing Firms in Canada with
Emphasis on Education of Senior Officers, Types of Organization and Success',
w1 21975, Reports to the Technology Branch of the Department of Industry,
a»*znd Commerce, December 1973, Maxch 1975

14

"Stages of Corporate Development', The Business Quarterly, Vinter 1969.
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Essentially; the theory describes these stages which may be summarized
as the one-man-show, the functionally organized and managed firm and the div-
isionalized firm.

The first stage is the case where one individual runs the firm completely .
on his own. Then there is a gradual development into the management team ap-
proach where, in the second stage, the firm is managed by a group which in-
cludes specialized functionai ﬁanﬁgers in the areaé of marketing, finance,
personnel; etc. The third stage is the multi-divisional, decentralized
managemenf,firm’where eéchAdivision operates relatively indépendently and.
each has its own manégement team. The divisions may be in entirely different
areas of business althoughAcertain functions may be coordinated at:the
corporate level (eg. corporate finance).

The three stages obviously have grey areas between them and transitions
are gradual rather than instantaneous. Not all firms ever move to stage
three. Exhibits 1 to 3 illustrate further characteristics of the stages,

but more complete details are contained in Thain's article.
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CHAPTER THREE

Results of the Study

Detailed Data

A total of 53 companies completed the questionnaires end wefe visited

for personal interviews. The tables referred to in this section will illustrate
the size of the companies in the sample, their location, the types of companies,
how and when they were founded, profitability, ownership status, the president's
and.management team's backgréuhde, and a 1ook‘at the past, present and‘suggested
future type of management training. Other factors were also examined such

as the use of consulting services, legislation desired and the role of gov-
ernment.

Size of Companies

Since small business, as mentioned earlier, is so difficult to define,
we empleyed 3 different types of measurement to arrive at an estimate of size.
Exhibit 4 indicates that if a sales cut-off point of 5 million dollars or less
is used, then 60% of the companies visited were small. In terms of medium
size (10 million dollars to 50 million dollars) .30% of the companies were in
this category. The companies vieited that had over 50 million dollars.saies
comprised only 10% of the sample. Exhibit 5 shows that 51% of the companies
had under 100 employees. Those with 100 to 250 employees represented 32% of
the sample, while the remaining 17% had more than 250 employees. By the
measure of stages of cqrporateldevelepment, as defined earlier, Exhibit 6
indicates that 45% of our sample were stage I companies of the one-man-show
type, 20% were between stage I and II, -another 20% were firmly in stage II
and the remaining 15% were stage II moving to stage III. One of the firms
in the sample had achieved a'fuli stage III status. Each size measuretties
in fairly closely with the -other. 1In our sample therefore approximately
55% were small businesses, roughly 35% were medium sized and the remaining .

10% were fairly large.



Location

Exbibir 7 shows that the majority df companies-visited were located
in the province of Ontario (79%), with 8% in the Montreal area and the re-
maining 13% lécatedAin Edmonton and Calgary. This is perhaps understandablé
in that many firms studied were manufacturing firms which would normally locate
either close to raw mategial sources or close to the markets they serve.
Age of Firm .

From Exhibit 8 it is interesting to note that the climaté for founding
new companies was probably best in the early 1950's and in the late 1960's.
Perhaps product development was more fertile in these particular.periods, or
else entrepreneuriﬁl people weré more prevalent or the environment was @ore
conducive to new firms during these peiods. However, this is difficulf to
estimate. Further investigation would be needed to reveal what particular
conditions made the business climate favourable at those times.

Types of Companies

A cross-section of cohpanies was included in our sample, as indicated
by Exhibits 9 and 10. Although a large perceﬂtage were in maﬁufacturing of
some type, service and éesign.industries were also represented. Exhibit 10
indicates that 79% of the companies visited'could be classified as technology
based and 59% described themselves as technologically innovative.

Given that 59% of the companies had classified themse;ves as innovative,
the researchers felt a closer look at this aspect was warranted. Using the
definition of inmovation given earlier, Exhibits ii and 12 were compiled.
Exhibit 11 indicates that only 20 companies out of fhe total 53 had tﬁém-
selves been responsible for innovations. That is, only about 38% of the
compaﬁies were Tesponsible for any innovation in terms of product or process.

Ve estimated that 10 additional innovations came from outside the firms visited.
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The tables also indicate that the larger firms were responsible for more innova-
tions. It wéuld seem that the smaller firms were less inclined or able to
innovate. Tﬁey usually obtained their ideas from other sources and utilized
their time and money in the adaptive engineering mode.

A more precise explanation of innovétion types is shown in Exhibit 12
which describes fundamental, fuﬁctional and adaptive innovations. We reached
the conclusion that the majority of inﬂovations in the sample were adaptive
in nature with no totally new.products or processes having been generated.

This result corresponds with the Litvak and Maule results mentioned earlier.

Sources of Funds

There was.an interesting .variation in fhe sources of fundé used to finance
the companies, as’ shown in Exhibit 13. In the early stages of growth; either
the founder and his friends, or some small-gfoup of shareholders, usually
provided the equity capital. After 2 to 3 years the banks norma11y came in rather.
heavily to provide the debt capital necessary for continued érbwth. In many
cases, after the company had reached a StageIIVclésgification, some type of
public financing was usually sought.- More often it was a,form of private
placement to financial insitutions or to otﬁer investor companies outside the
corporation itself. Few companies in the'sample actually went bublic. This'is'
understandable, considering the size of the companies, and their after-tax
profit level. These were not sufficient for the‘coﬁpany.to meet ‘underwriter
and stock exchange requirements. One half of the companies grew primarily by
the common stock method’énd thevother half used debt very héévily,'as’shown '

in Exhibit 14.



Ownership Status

Exhibits 15 and 16 indicate that the companies visited were ﬁsually in
the hands of one owner or controlling shareholder, or a small group of share-
holders. In the latter table, which is a cross-reference ofvownership versus
size of company, we are able to see that 53% of the total sample companies
visited were in the small independently owned category, while 16% of the
companies were in the medium Siiéd indepéndently owned category. It is also
interesting to notefjom this. table that 21% of ali ;ompanies visited were
subsidiary companies.

Profitability

Some indicatibn of the companies' own estimates of their profitability

is shown dﬁ Exhibit 17. Since, in a study of this type, it was impossible to
examine tﬁe financial statements of the companies in the'sample,.the researchers
were only able to take the companies' estimates of their profitability'levels,
Tt is interesting to note that 72% of the companies were considered moderately
to very profitable. As noted in the table,  the marginally profitable companies
were usually sophisticated, high technology, service equipment type~of cémpaﬁiesﬁ
Those that reported themselves to be unprofitable were oil and gas companies,
related primarily to exploration. On a further cross-reference between profif—
ability and the stage of.g;owth; the majority of the stage I companies were either
moderatélyj or marginally:profitable. The ﬁajority of the comapnies that could
be classified as moving from stage I to stage IIwere either mbderatéiy oT Vvery .
profitable and the same conditibn'gxisted among those companies that were cleafly
defineable as stage IL. All of the stage III companies&ere fairly evénly dis-~ |

i voagl among marginally, moderately and Very‘profifablé. Béth the unprofitablé

companies were in the stage I of development.
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Company Strengths and Wegkenesses

As illustrated in Exhibit 18 each company that completed the_queétionnaire_
was asked to indicate their estimation of the strengths and weaknesses of the
firm in teyms of location, the management skills in each functional area; ability
to raise capital, the market opportunities, government regulations, R & D and any
other category they might choose to indicate. To clarify the percentage figurés in
the table, the reader should note that each percentage figure is related to the
total number of companies studied (53) by personal interview. ' For example, in
terms of 1ocatioﬁ, 34.companies indicated this was a‘:strength and they represented
64% of tﬂe total sample. These were located frimarily in Sbuthefn Ohtario, cioser.
to their markets. |

Research and developﬁent was seen és a strength in nearly every firmv
we visited (50 'of 53). Except for the categories of raising capital and
government regulations, most (55%+) of the compénies in each category indicated
that each factor was a strength. This would indicate‘thaf, in thé area of
self-assessment, the tendency was to recogniie strengths and show cdnsiderable
reluctance to recognize any weaknesses. The other intérestinngesult is that
a large percentage of the people in our sample, when pressed to recognize
weaknesses, did indicate that marketing and finance Qere perhaps the greatest
weaknesses ‘in terms of maﬁagement”skills. In.followup interviews, the researchers.
felt that more people wouldvacknowledge weakﬁesSés.in the ﬁgrketing, finaﬁce"
-and pefsonnel areas in person thaﬁ were reflected as weaknesses in the Origina1‘ 

questionnaire, and this did indeed occur.

“Size of Management Team

.EXhibit 19 cross-references the size of the management team versus
the size of the companf. ThéAmajority of the small companies had groﬁp management
0T a management team. These small company ménagement’teams had a'tgndency to

be very technical rather than general management oriented in their backgrounds. -
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It is quite understandable that as companies grow larger they tend to develop
larger, more diversified management teams, and this becomes quite clear in the
table.

. President's and Management Backgrounds

Exhibits 20 to 22 contain the backgrounds of the presidénts and the
management teams. In many cases the president or management team acknowledged
that tﬁey did indeed lack some management skills. .Exhibit 20 examines the
president's background, which is cross-referenced in Exhibit 21 with the size
" of the company. Almost 60%’of-the presidents or chief exeéutive officers of
the companies studied were teéhnically dfiented.. The table also makes it
quite clear that there were VerVAfew coﬁpany presidents wifh the generalist e
background skills we considered essential for a high level of.management
expertise in these companies. To summarize this data, although the sample
revealed a high incidence of college degree people at the tbp_levgl, the
types of degrees were often in technical studies and seldom in general
management skills.

Exhibit 21 also indicates that a high percentage of the small and | -
medium sized companies were being operated by engineeriﬂg or technical people.

As indicated before, marketing and financial people.were definitely iﬁ the
_minority in the companies studied. The management teamn backgfounds are
-summarized in-Exhibit 22. Again, a high percentage of the management had
engineering or technical backgrounds, whichISuggesfs that, in the:hiring

of the managément team, the owner/founder would often choose people of

his own background. in fact, in several cases, the management group-within
corporatiuns were often mirror images of the preSidenf himself. However,

as indicated in the table, a low percentage of the presidents did attempt
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to supplement their own background by hiring either financial or marketing
people.. This only occurred in a total of 28% of the cases.

The Use of Consulting Sérvices

As is often the case in small to medium sized companies, and certainly
in stage I companies, consulting services were usually sought from outside
the company, as illustrated in Exhibit 23. At least 74% of the companies

indicated that at one time or another they had used outside consulting ser-

vices. It was often to provide skills not available within the company‘itself;

In the'hajérity of cases marketing, persdnnél and financial métters.wefe?:
the chief reasons for hiring outside help. In a few cases (6%), companies
had hired peopie to assist them in looking for government help. A high
percentage of the chief executive officers indicated during personal
interviews thﬁt their cbmpany's size prevented thgm from sparing ﬁersonnel
to, firstly, examine the government programs available to them and secondly,
complete the red tape necessary to qualify for govérnhent programs. In fact,
it Became obvious that in many céses:the companies wére not even aware of
the assistance programs available from government sources.

Courses Taken and Suggested

The next few tables illustrate the courses currently beiﬁg taken by
the management team, the courses taken previously; and suggéstioﬁs made
for future course offerings by type. Exhibit 14 details courses that had
been taken by the management team. In 40% of the cases, no ﬁanagement
courses of any kind had been taken by the management team. The seminar-
“type courses were only slightly more popular in the past. Exhibit 15
illustoztes the type of training programs that were being taken at*fhé time‘
of the survey. In a 1arge.number (70%) of the cases, no ménagement training

courses of any king were being taken by the management team. -In those
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cases where they were being taken, the general business/night course type
of program seemed to be in favour.

In the type of course suggested, Exhibit 26 indicates that the short
management weekend course was most popular. Although 28% seemed to indicate

that a two week course was useful, the majority of people indicated that it

. was impossible for them to take two weeks off to go on a management training

course. ‘Their feeling was that they were too busy with daily operafions to
spend that amount of time for such a purpbse. Exhibit 27 shows that
universities were favoured for offefing the courses suggested éver_other
sources;van_qnly one case dia the owners or managers indicate that the
gbvernment sbould be invelved in giving cdurses. ‘The next highesf per->

centage of respondents felt that professional and experienced managers should

"be employed to give these.courses.

When asked whether the government should provide for.funding of these
courses, 66% of the companies said no, as shown in Exhibit 28. When pressed
for-an explanation the coﬁpanies indicated thaf a tax incentive tyﬁe of
assistance program might be more useful.

Type of Legislation Desired

When asked the type of legislation. the company might want from

- government, their responses resulted in Exhibit 29 where 53% indicated that

very little legislation was required. When suggested at all, it was uéua11y>
as a tax incentive rather than any form of grant'gr loan. In subsequent
personal interviews; many presidents commented on the fact that the riék to
return ratio on an investment in the small éompany was not favourable today;
In 80% of the cases where any form of legislation was conceded to be help-
ful, it should take the form of some type of tax incentive rather than

any ¢ift or grant. Exhibits 30 and 31 show some of the suggestions made as

to the legislation needed.




Advice to Starters

We asked the CEO's to offer advice to starters such as "If you were

£o 2z it all over again, what would you do?" Exhibit 32 1s a summary of

some of the comments that were made in answer to the questions in personal

interviews. It is not surprising to note that, in the_vast majority of cases,

the need for people with specific skills was mentioned most often. Even

. though they had not acknowledged it before, the majority of company owners

pushed the ideé éf_surrounding oneself with peopie qualified in all functional‘ -
areas, that is, people Qith generalist skills rather than technical. ”

Impressions and Implications

In visiting théASS coﬁpanies in the.sémpié, tﬁe reséarchérs"éﬁoke with : N
many very interesting people. The respondents' opinions and feelings on varied
subjects emerged during the inter&iews. We would like to record some impressions
which, although they cannot be statistically documented, should nevertheless
be mentioned..

Perhaps the most prevalent remarks from the entreprenéurs visited.
pertained to the high level of frustration felt towards the applications
for aﬁd reporting to Government Assistance Programs. Many firms wére not
really aware of the various assistance and/or grant programs available to.
them. Once aware, the job'of completing the neceéSary paperwork ﬁo'apply
Qas perceived as a monumental task. Thaf in itself~wés a'deterrent:to
seeking funds. If the paperwork could be reduced to one or two foimg, it
would be a decided improvement. They were also quite frustrated at the
delays_involved’in.seeking-government assistance. h

In several cases, the Chief Executive Officer felt the Tisk to returﬁ
ratio in small business was too small, or the executive was too comfortable
with the life style hé.hadAcreated to want to. grow fhfther. In ‘these céses,

the CEO was within 2 to 3 years of retirement, so that risking a possible



- 40 - : |

loss, thus reduciﬁg the value of the companylstock, seemed.uﬁiée at thaf
juncture.

The risk factor most often surfaced in the form of accuntability
"Why work yourself to the bone if you cannot pass on a good hse té your
" heirs in the end,.without the government taking more than a vund éf flesh?"
They‘often felt that the company would be sold at a sacrific:.price to
pay succession duties. o ' ' o -

In terms of strengths and weaknesses, it;was interestzg on one or
two occasions to note that, although the questionnaire indicced marketing
was é sﬁrength, the personal interview was iiberaiiy intérsbfsed with
remarks about the marketing problems the company was experiecing.

Although many companies Qere high in their praise of ze government
efforts to answer the plight of the smaller or medium sized :siness, the-
general feeling was that much of the effort was misplaced. :isistance money
seemed readily available to develop products, but not availale to assist
in ﬁarketing those products and to determinekby marketing resarch if there
was a real market for the product or process. One impressio:we often Te-
ceived was that the companies were never aware- that marketin:a product cpuid
be-a difficult problem requiring different skills. »Thgy-fel that, if you
produce a good product, it would sell itself.'.MarketingAnaif'y was fairly
widespread.

Most CEO's talked not in terms(of graﬁt‘aésistanée bu more. in termg
of incentives requiring individual initiative. The freé ént:prise.choice
system was advocated.- They want the choice as to whether thr will take
an incurﬁf~m:or decide against it. Accounﬁability‘came invﬁ thé extent
that no - ~.sistance should be given unless performance jugtifad such as- e

sistance . Suggestions included the first stock issue being ‘eductible,
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tﬁe elimination of expense accounts and compensation-by reducing corporate
tax, a 10'yéar'moratorium in capital gains tax éftér start-up, etc. In short,
these are tax incentives as opposed to grants; In almost.all éases,»the
owners declared unequivocably that they had starfed ihéir~companies on far
too little capifal. Many owners also indicated that they suffered from a
dearth of managerial talént. They felt that good management wouid be more
readily available to a compaﬁy that offered stock ownership.. And yet, many
owners'séemed obsessed with the idea of néver giving up eduity; They often
did not agree that owning 30% bf a vibrant growing enterprise:was more de-
-éirable thaﬁ‘owhing almostV100%~of'a-firm with margiﬁal'perﬁdfmance; Tﬁey
wanted to make all the decisions.

When asked '"What happens if you are hit by a truck tomorrow?" many
owners replied almost as if they had never considered that very possibility. .
Most felt that they could not be replaced by aqyone_present1y~ih the firm.
In the unlikely event of their demise, they félt the enterprise would probably:
go out of business withiﬁ:a short period of time. In one or two situationms, -
sutcessqré were mentioned ﬁesitatingly, as if it were a very tentative .
decision. Where they were designated, successors tended to be a mirroy
image of the owner. The implication is fhat very little if any thought was
given tq continuity of management in the‘firm, almdst on'thg_assumﬁtion
that thé owner was immortal. In most casés,Ait seemed ii jusf hever,oc;
cured to them»to.plan for such an eventuality.

There was very little pianning in evidence. -Most_owﬁers proved to
be full time firefighters. If‘thére ever was .any free time, the CEO in-'
variably went about 1ooking'for problems to sélve. Very few firms had long
term plans. If any understanding of planning and the sétting'of~6bjectives:,

was evident, it usually was summarized by the phrase '"to make a good profit"
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Or‘"maximiZing effért”. But when pressed, hanagers could not explain ﬁhese
very well. Financial planning was usually considered the domain of their
bank manager and what little he did was done with very little pro forma or
future information from the firm. There seemed to be little understanding
of fhe process,.or any conviction that planning could elimante maﬁy of the
unpleasant surprises that precipitate the need for the firefighting type
of decision making. A shért‘couyse in how to plan would be very useful to
most firms, although they don't usually see the need for such training.

Although the need for continuing education was recognized by many
firms, most gave it low prioritf. They'were SO Busy.runﬁing fhe firm that
they did not feel there was time for further education.‘ Most oftéﬁ, CEO's
acknowledge the need for either marketing or general management training
of some type. - Therefore, the type of training system offered should re-
cognize the perceived time constraints of the managers.

‘Overall the level of management expertise wa§ found to be high on
the technical side but low on the general management side. The pafbchial
views of the technically oriented entrepreneur were-frevalent_in most firms
and very few generalists were in management positions. The approach to
marketing was- an engineer's view, because usually one of the engineer
founders was .designated to handle mafketing.,

“Very little sense of marketing research on new products eXisted; No
market research was done in advance of product defelopment. Indéed, in~one.
or two cases a product was developed only to discover there wés very\iimited
market or even no market at all. An example Qas a laser, with no ihdustrial
appiication for its use, until & potential customer suggested one.

People preferred to hire skills rafhgr than acquire them. This may

be a function of time or the feeling that the skills were needed sooner than
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anyone within the firm could acquire them to a satisfactory level. Again,

this may be the result of lack of planning of human resources. For example,

one firm hired three new managers .as marketing manager, treasurer and controller

only after the Boar& of Directors insisted these skills were needed.

Some general oEservations on the people visited would be both com-
plimentary and critical. Most owners were dedicated in their pursuit of
a goal and quite convinced they were ''doing the right thing", for‘them:’
They were often not certain of their personal goais, but this probably was
due to the fact that they_hayg_never put them to paper. Althoggh.advocates
ofvplanning;‘they were ofteﬁ not practitioners aﬁd tﬁe most har&-nosed
entrepreneurs often indicated the hardest part of their job was to lay
anybody off. The reluctance fo concede weaknesses in functional areas -
often seemed to be a "burying the head in fhe sand" typé of action. ?or
example,.several managers admitted the need for additibnal §kills in marketing
and finance, but had made no attempt fo acquire these skills theﬁselves or
to hire people with sﬁch skills. Above éll;»eVeryoné was a strong advocate
of free enterprise, even to the point of suggesting they.wanted.a free.
choice as to whether they would accept or.reject any government incentive
programs. They wanted the 'back door' approach to government help, namely, .
a tax incentive system based on performance. |

Our overall impression can be summaTized by the feeling that many
of thesé firms have a great future, if thelgenéral management skill_level

can be raised.
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CHAPTER FOUR

Conclusions and Recommendations

Level of Management Expertise

The primary conclusion of this research study is.that the managers in
our sample of.firms were well educated and experienced in areas of.technical
manageﬁent skills, but poorly educated and experienced in areas of general
management skills. As evidenced by their backgrounds, they were reasonably
well equipped in technical training, but not in general management training
or experience. This result is similar to results of other séudies of technical

firms in the United States and by researchers such as Litvak and Maule in

this country. "It is different from the results of studies of small businesses -

in general, which show entrepreneurs to be relatively poorly educated, except
in more technically oriented comﬁanies. The management skills which were
lacking were primarily in the marketing and financial areas, both in our
estimation énd.in that of our sample of managers. However, in many cases,
this lack of geﬁeral maﬁagement expertise was not observed by the managers
themselves. But, even in these cases, they admitted that most of their problems
were in the marketing of their product line and in the finaﬁcing of their
company . |

Another obvious conclusion is thaf the firms in.our sample were not
very innovative in general, but tended to adapt ideas and products from out-
side the firm. These outside sources included other firms from Wthh the
small businesses had been spun off, the National Research Council and other
government branches involved in research, and ideas from outside Canada. 1In
most cascs, the firms in our sfudy relied on one product or a very narrow
produut line or process. - This was part of their problem, since they had
1iitle or no diversification.

They also had done very little market research, either before or
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after the development of their product line, tonreally establish what'the
market was for their particular product. This resﬁlt also agrees with much
of the research done previously by other researehefe such as Little_and
Litvak and Maule.

Obtaining Additional Skills

When questioned about their general management ability and their in-
terest in obtailning edditionai ekiils, mest df the managers in our study
claimed they di& not have the time or the resources to attend management
courses. . They preferred to hire additionaliskills outside the firm, either
as consultaﬁts or as full time.management assistants. The consultants' help
and management assistance was usually general management oriented rathef than
technical. In fact, they rarely hired technical skills from outside the
company after the original c0mpehy formation, which was usually by a group of
technically oriented people. Government assistance programs had been used
by 86% of the firms in our study, but were usually programs which were aimed
at technical assietance, such as PAIT. Now part of the Enterprise Development
Program, PAIT has added the requirement that marketing research be conducted
as one of the conditions for that grant. We conclude that this is a.step

- in the right direction for such.programs. The managers interviewed felt

~

that government assistance should be oriented more towards the commercialization

phase of the innovative process rather than research and development; and
cited examples such as the marketing research requirement in PAIT. They
complimented especially the CASE program (Counselling ASsistance for Small
Enterprises), which they found very useful since.it used'experienced manegers
uiqthad been through many of the problems in their own businesses. They

aluo complimented government efiorts whieh_assisted‘small firms to_culfivate

export markets through the formation of comsortia, trade missions, ete.
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However, they felt that governmenf programs in general did iittle to assisf
small businesses, but were oriented primarily towards iarger buéinésSes.

They felt overwhelmingly that government assistance should be provided

more in terms of incentives to the private sectof, such as tax incentives,
rather than through grant and loan programs. They felt this method would
permit management of small firms to take advantage of the incentives directly,
rather than having to go th;ough a long, arduous process when negotiating
with the govefnment‘ ‘

None of the firms in our Sample had uééd the Smaill Busiﬁess Assistance .
:Program époﬁsored by theVOﬁtéfio governmentt However, e?idence gathered-'.
from firms which had experienced it reinforce our conclusions. These_firms-
claimed the SBAP was an invaluabie source of relatively cheap outside con-
sulting and should bevextended to all small businesses in Canada.

Source of Management -

Managers in the firms we interviewed had typically been involved in
the original formulation of the firm and were almost~a11.of a similér tech—
nical backéround. In many éases, these technical people had bééome'the‘
marketing and financial managers of the companies, despite the fact that
they had little or no training or experience in these areas. It was obvious
that they tended to spend more of their time oriented towards the technical
sidé of the business, rather than worrying.about the marketing and financial
details, since that was the area pf their specialization. In those éompaﬁies
where we had found a marketing oriented manager'inVoived in the originél'

formation of the business, we found the firms were much more oriented towards

at .. formation. We found many examples of managers being hired from out-

side, but because of the difference in their orientation, namely towards
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general management, they experienced many difficulties with tﬁe technically
oriented managers already in the firm and in many cases did not stay in the
firm. We suspect that this was usually because the existing technically
ordiented management tried to‘impoée their vgrsions of marketing_and financial
management on the managers hired from outside. Reasons given for their
departure were usually that they could not interact with the other managers
in the firm. Most of the firms we studied did not have any financial or
accounting‘managemeﬁt within the firm, but hired bookkeeping or elementary
accounting assistance from outside. |

When asked about hiring management from outside, many of the small business
managers stated that they had difficuly competing with lérge firms for manage-
ment talent, even if they recognized the need for these general managment
skills. When asked about the possibility of sharing equity in hiring new
management, the entrepreneurs were rather negative toward the idea, since
they did not favour the notion of relinquishing amy equity control.

As the firms in our sample progressed from small to larger, it was
evident that the larger firm was much more likely to possess a well-rounded
managehent team of the type described in stage 11 of the corporate development
model. .It‘was usually much more successful in the commercial phase due to |
this functional management team. However, even the management -of firms
which Qere divisionalized (stage II to stage.III of the corporate model),
indicated that their primary problems were finding orfdevelopihg good
management for their divisions, particularly in the marketing area. It
was our overall conclusion therefore, that the problem 6f develpping’capable
general management skills within these technical firms wa$ the dbminant

povulem facing all of them.
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“~—munication Between Functions

Only a few of these firms were large'enopgh to have a formal research
and developmeﬁt group or marketing group as such. Therefore we found few
of the éommuniCation problems evident in many large firms between groups
with these two specialities. The management of the firms which we interviewed
tended to have a similar teéhnical-background and found communication with -
one another on technical ideas very easy and efficient. When-managément was
hired whose skills were in the general management areas, such as marketing,
however, the story soonAchénged:” These individgals fénde&‘to have difficulty
communicating with the technical individuals in the firm and this may have
been the reason why many of them étayed for only a short time. In one case,
a new corporate investor had insisted that additional general management skills
should be hired. Three new members of the management team left the firm after
only three monthg because of conflicts with the owner over decisions in their
area of speéiéliZation. |

The problem was usually to convince the technically oriented management
of the firm that they really neededvadditional general management skills to
be able to prepare complete, detailed marketing and financial plans. These
plans were required to serve the market and to raise funds for the contiﬁuatioﬁ
of their business. It is difficult to measure the cost of this lack of. .
general management expertise, bﬁt it undoubtedly meant at least delays in
the growth of the firm and, in many cases, failure;_‘As stated earlier; the
firms in our sample can be judged as successful, if only in the fact that they
had survived to the date of our survey. Most of fhe firms with severe
broblems in this area had already failed. In those .cases where general

.

manageme i skills were admitted by the respondents to be lacking in their
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firm, they admitted fhat it had slowed their growth and, in'several cases,
brought them to the brink of failure.

When questioned about expansion activities, the management of 23 firms
staped that their expansion was almost completely outside of Canada, chiefly
in the United States, because of the unfavourable business climate which they
perceived in Canada. They stated that if the present Canadién economic climate
continued, they foresaw the disfiﬁct poésibility tﬁat their operations would
gradually move completely to the U.S. These tended tp be the firms which
were growing and expanding and which had the_more well-rounded management
terms. | |

Small Business Financing

When questioned about the source of fiﬁanﬁing for their businesses, the
entrepreneurs replied that the majority of the earlnyinancing came from
individuals and small groups of people, chiefly in equity form. They said
tﬁat much of this source had dried up recently because of government iegislation
to encourage individual savings in other forms, such as pension plans. They
stated that the tax incentives to individuals to put money into pension and
home ownership plans drew.much of the -funding away from small business. They
felt this tax incentive was unfair unless a similar tax incentivé was given to
individuals to invest in small business.

Most of the managérslstated that without their bank they would ﬁe
completely unable tb operate. .The banks tend t0’operaté‘inythe venture
capital érea, whethervby.accident-or desigh.' HbWever, their loans are
usually operating loans secured by inventory and accounts receivablé»and
usually ao not involve,fhe amounts invgsted by yenfufé capital compénies.

We found that a few of the companies studied had investments in them by

venture capital companies and these proved to be the firms in ocur sample
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with the most complete management teams. This probably resulted from.
insistence by the venture capitalists, as previous research shows that they
require a complefe management team in the firm before they will invest.

The managers étated that the FBDB and other government lending agencies
were usually of eveﬁ less assistance in providing funds to them than the
banks, since they tend to operg;e‘with tgrﬁs very similar to that of the
bank and offen required more security than the banks did. -Overall, the .
managers felt that they did not want ‘handouts' from government as assistance
to their business but rathef.waﬁted.tax incentiyes which would let them determine
the directions in which they moved to gain this indirect government assistance.

Government. as a Customer

Many times during our study the subject was raised that the various levels
'of government do not often act as a customer of small Canadian firms. The
Department of Sﬁpply and Services was criticized for favouring 1argé firms
in Caﬁada and eveﬁ foreign-owned firms as potential suppliers of:their various
needs. The suggestion was often made that the goverﬁment should foster
Canadian business by being a better customer to small businesses in Canada ‘ -
and by encouraging sma11 businesses to be suppliers of governmént needs in
general.
This conclusion also applied to large businesses in general, which could
do much more to be better customers and suppliers of small firmé.
However, most of the small businessmen interﬁiewed-stated.that they
did not want any additional help or interference from govefnment or from
iavce businesses. They really wanted to be.free to"go their own way and not
he %“;hered by masses of government forms and by continualkinterférence

in their business by outside sources: They felt that the government should
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should primarily try to provide a free enterprise climate, so that’businesses
such as theirs could operate as completely independently as possible and
make their own decisions regarding the areas in which they would operate.
They often stated that government had done more to discourage the formation
of new business ventures in Canada than to encourage it. They believed

that much of the existing gove¥nﬁeﬁt legislation favoured large businesses
and fostered the decline of small businesses. Such legislation included

.a capital gains tax, succession duties and incentives for investment in
sectors other than small business.

These conclusions are gummarized as follows:

1. Managers in our sample of firms are well educated and experienced
in areas of technical management skills, but.poorly educated and
experienced in areas of.general management skills.

2. Firms in our sample are not very innovative, but tend to adapt
ideas from outside the firm.

3. The managerial skills lacking in our sample‘of firms were primarily
.financial and marketing, both'in our estimation and that of our
samfle of managerg.

4. The primary problems raised by the managers of the firms studied
were general management oriented (eg. financing énd_mafket assessment),
rather than technical (R § D). Where there were technical problems
Taised, théy tended to be production oriented, suﬁh as. producing
a product in quantity compared to a singie unit in a labofatory.

5. Managers claimed they did not have the time or resourcesito attend

management courses.



10.

11.

12.

13.

14.

15,

16.

- 52 -

They preferred to hire additional skills outside the fifm, éither-
as consultants or full time.

Consulting help was usually general management oriented, rather
than technical,

Although most of our sample were technologically based, only half
considered themselves technologically innovative. Few héd more
than one innovation.-

Government assistance had been used by 80% of the fifms, but it

was usually technical assistance, such as the PAIT program.
Managers feltAgovernment(assistance should be more oriented fo
commercialization rather than R § D, such as the marketing research
modification of PAIT.

Managers felt that government should provide incentives to the
private sector in the form of tax incentives, rather than as

grants or loans.

Managers complimented the CASE program'(Counselling Assistance for
Small Enterprises) as very useful as it used experienced managérs
(not academics or c¢ivil servant;) as consultants.

Managers complimented government efforts to assist firms to cul-
tivate export markets.

Technical firms in Canada tend to ignore the marketing research phase
of technolégical innovation.

The marketing managers were often converted R § D personnel from
inside the firm with little training ot experieﬁce in the marketing
area.

Financial management usually came from outside the fi;m except for

a bookkeepér or elementary accounting assistance.
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;Our sample of firms did not routinely evaluate new product opportunities

or projects and thus rarely had a formal procedure for evaluating them.
The management of these firms usually were more orieﬂted to the
technology of the product rather than market need for.the prdduct.
The larger the firm, the more likely it was to possess a weli~rounded
management team and the more successful it was in fhe commercial
phase.

Even firms which were divisionalized (Stage II - III) expressed

their primary problems as finding or developing good'management

(eg. marketing) for their divisions.

Few of these firﬁs were. large enough to have a formal R § D 'group'
or marketing 'group' és such.

The cost of the lack of general management skills is diffipult

to evéluate; but it means_delays in the growth of the firm and

in many cases failure to survive.

Small business managers claim they cannot compete with large firms

for management talent on a competitive salary basis or in terms

© of utilization (eg. of a full-time marketing manager).

The expansion activities of these firms are centered outside Canada,
chiefly in the United States, because of the unfavourable business

climate which they perceive in Canada.

. Recommendations

The following is a general discussion of recommendations in various

areas and these shall be summarized at the end of this section.

Management. -

- It was obvious that small firms, as evidenced by our sample, lacked

general management skills. It is therefore recommended that encouragement
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s3hould be given to small firms to hire management expefienced in general
management éreas, such as marketing and finance. This should be done through
the use of tax incentives to permit small businesses to hire bette? trained
managers.. One recent move in that direction was the proposed tax imprqvements
on stock options in the recent federal budget of April 1977. The various
levels of government should provide incentives to the private sector to
improve their general management skills through management training courses
and also through incentives to hire such management skills from outside
fhé firm. _Théée incenfives provided by government Should Be sﬁch>that the
decision making power is in the hands of the fifms themselves and they
automatically receive the incentive if they take the appropriate action.
An example would be a tax incentive to hire outside management help and
'eveh‘a tax break on salaries of new executives hired from outside the
firm.
. Another possibility would be the creation of registries or clearing
houses of ﬁanagement talent by government and associations such as‘the‘
Canadian Federation of Independent Business (CFIB). These groups would also
_help to provide part-time management assistance when regular management 1s
away on training courses, export market investigations , etc. This program
would facilitate the release of management to take advantage of new
opportunities, and could be operated similarly to the CASE program.
Government incentives for small business to add management could include
permitting tax-free stock options to executives joining small firms as well
as management help fo perform marketing research studies. The latter would

indicate the need for full time marketing research skills in .the firm.

0y



" These government services should be coordinated through one agency
such as the Fedgral Business Development Bank (FBDB). It couldvact as a
clearing house for ideés, programs;andsmall business initiatives in general.

We also feel that the government should encourage the formétion of
various joint ventures or consortia of small businesses for various pur-
poses. These are primarily bepeficial where economies of scale or skill
are present such as generating4export sales, joint marketing‘efforts Be—

tween two or more firms, the possible joint financing of firms and joint

‘R & D. Some experience has now been obtained in use of consortia in the

province of Quebec and we shall iﬁvestigate conéortia as one future re-
search effort.

Government agencies and the CFIB should study various industries to
determine when the opportunity-for such consortia 'exist and enCOurage‘Businesses
to take advantage of consortia, where advisable. Associations such as the.

CFIB could act as an intermediary in the formation of such groups, and
assist the flow of ideas for consortia between government aﬁd small_buéinéés.

Business schools, engineering schopls and science programs should be
encouréged to pfovide courses on starting and operating a small independent
business with a minimum requirement thaf each technical student at least has
a project on operating his own business during his technical program. It.is
to the various schools that we attribute the blame for the fact that their
students generally know little or nothing about forming or_dperating their .
own companies upon graduation from these schools. If we are to encdurage
entrepreneurship in Canadé, it must begin in all of the education systems,
which must encourage the formation of new business ventures. .This encouragement

should also come from government, which should sponsor programs at these

"schools in this area of new enterprise formation.
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The establishment of small business centers (similar to the-intefhational
business centers of DiTC) at selected universities could assist in the\creation
of courses and programs for small business. These centeré could éssist the
development of such programs in business, engineering and science programs.

Government Assistanceé Programs

It is the conc1u§ion and recommendation of the report that governmenf
assistance should be éimed more at management assistance than at financial
- assistance. The government should concentrate on providing varioué incéntives
to obtain. outside management help and should direct its existing programs
in fhis area. We feel that agencies such as the FBDB should concenffété
on providing market data on many small firms and'products and should assist
small firms in marketing reseércﬂ studies. Government agencies are in a
much'better position to gather this type of information and to assist in
the harketing rgsearch phase than any other source, and indeed in a better
position  than tﬁe small firms themselves.

These agencies could also approach large businesses and various government
departments to ascertain which products and services they currently impért cbuid
readily be provided by small businesses. This would complement the Federal Departmé;t
of Supply and Services, for example. Small businesses could also 1ist.their |
.product. lines with such a clearing house.

The government should provide legislation which gives incentive to the
private sector to make investmenﬁs in small Canadian firms. This should inclﬁde
legislation in the Registered Retirement Savings Plan area which would permit:

RRSP investment in small firms. We do not suggest:providing,a tax deductioni
additional to that existing in the current legislation, but to provide the bﬁtién
to those individuals who wish to do so to make fheif RRSP investments in small

business. Other government legislation should be aimed at returning control of
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the investment decisions to the private sector and giving incentive to private
enterprise to foster the development of small businesses through the diversion
of funds. This includes tax incentives to large compaﬁies to create corporate
spinoffs and to assist small businesses with which they are associated as

customers and suppliers through the provision of financial assistance to them.

' Various levels of government should also foster Canadian small businesses
by acting as customers of thosé small businesses, whenever possible. This
'suggesfion has been made by many other observers of the small business scene
in Canada as well as these researdhers, but the goverﬁment has made very littie
effort in this direction thﬁs far.

The government should also continue to increase the CASE type of assistance
to.small businesses by using experienced ex-managers as consultants. This type
of assistance was well received by small businesses, since the consultants were

ex-managers who had faced similar problems in the operation of their own businesses.

Large Business Efforts

Large businesses in the private sector need to be more oriented towards
the creation of small firms as both customers andAsuppliers and should do so
by encouraging corporate spinoffs in pfoduct areas where these firm; choose
not to.participate themselves. They should also éﬁcourage the formation
and continuation of small firms as distributors of thefr‘various'products,
since much of the wholesale and retail sector in Canada, and distribution fifms
in general, tend to be sméll firms.. The government will probably have to |
proVide incentives to entice these large.firms to take such action. In
addition large businesses can encourage thgir more entrepreneurial employees
to start.up spinoff businesses'of their own, possibly with fﬁnding from the firm.

This will help to increase the diversification activities of large businesses
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in general, as well as channelling entrepreneurial.activities present within
the firm into creative small businesses. Currently many.entrepreneurial
individuals within large businesses become frustrated and leave their firms,
much to the disadvantage of both the business and the individual. If theée
individualé could be kept within the umbrella of the large business, it could
channel their activity to mutually beneficial enterprises.

Small Businessmen Thémseélves

Small businessmen need to help themselves by grouping together to.solve
common.problems. This includes the formation of business consortia to face
commoﬁ broblems, such as éxport development and the creation of hew product
lines to serve new markets. They should also group together ihto industrial
and other associations to solve common problems, such as government legislation,
lack of management skills and problems which they cannot handle as individual
small firms. The collective power of the small businesseé is illustrated by the

recent growth of the CFIB which acts as a lobby to government for the small

business cause.

Entrepreneurs, or small businessmen themselves, need to become more
willing to share the ownership of their firms. They seem to have a phobia
about relinquishing aﬁy control -of thei? firms through ownership of stock in
their companies. This prevents them from growing in many casesl since small
firms must grow through added équity funding to some degree. This_woﬁld
also permit them to offer some ownership in their firms to édditional management
hirea from outside through the use of stock obtions etc. Governments may
need to provide incentives suéﬁ as tax legislation to give entrepreneurs
sufficient incentive to share the ownership of their firms with their
wangauenent teams. This would be a step in the direction of broadening the

general management team and ensuring the survival. of more of these small firms.



EhE Continuation of the Small Firm

Federal legislation should also foster the continued growth of small
firms rather than their forced selling out to settle succession duties and
death taxes and to pay capifal gains tax when a small firm or part of it
changes hands. The legislation could be set up so that succession duties
were not due until the shares in the.firm actually were sold from one
individual to ahother, or until the whole firﬁ waé actually sold as an entity.
Current government legislation tends to force the conversion of the firm into
a division of a>large buginéss through an acquiéition; sincé_iarge businesseé
are usually the only potential customers for thetclosely ﬁeld small firm.
Indeed, this is one of the real problems in the small business sector in Canada.

The fact that there are very few potential buyers for a small business with

its lack of liquidity is often a disincentive to individuals to start up their

own firm. Since there is relatively little possibility of going public in

today's stock market, the only alternative left is to sell out to a large firm.

The government should therefore consider legislation to encourage the continuation

‘'of small businesses in the hands of individuals by legislation which would permit

small firms to change hands without excéssive.tax penalties for doing so.

In general, we feel that government legislation should foster the formgtion
and continuation of new business ventures rather than concentrating bn,corporate
power and ownership ‘at the large.firm end of the scale,~és.it»has recently done.

Much of the effort spent studying these large firms would be bettervoriénted

towards recommending incentives to encourage small firms to succeed and grow.

These recommendations are summarized as follows:
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RECOMMENDATIONS/ IMPREMENTATIONS

1.

Small firms should be encouraged to hire managers experienced in marketing,

finance, or general management through government incentive prpgrams. It

might be achieved using tax incentives,

a.

Establish a small business executive reserve group as a bank of
people on which small business could draw for temporary or per-

manent help in the fields of general management, especially mar-

keting and finance. This might be done through the offices of FBDB

or through the regular CASE program.

Another possibility for encouraging the hiring of managemeﬁt would be
government publications and con;ulting, such as the CASE program,
which stress the need for management expertise in the small company .
References could be'provided to show wheré such management expertise
can be hired, even on a'short—ﬁerm basisH For example, the Province
of Nova Scotia has ‘recently developed.a program which subsidizes

the hiring of business school graduates by :small firms in that

.province. This is really a management development grant to be

used for the hiring of professional management.

Should a small company receive government help through an assistance
program (eg. Enterprise Development Program) to‘commercialize a

new product, conditions with reference.to management expertise

should be built into the agreément. .For example, a marketing
oriented person would have to be employed as a condition of receiving
government funds and the loan:could be increased to.cover two |

years' salary for such personnel under the same loan conditions.

An example of an incentive to encburage the employers to hire

meanagers is the modification proposed in the budget of May 1977
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regarding stock options offered to management. However, these
proposed changes in taxation of stock options apply equally to
both large and small firms and do not help small firms to -attract

qualified managers from, for instance, large firms. It would be

preferable if the small firms had a more favourable tax break on the

provision of stock options to their management teams in order to
give an incentive to managers to work for smaller firms. One
possibility would be a total write—off'of any investment in stock

by a manager in his own firm at the time investments were made.

-2. Governments should provide incentives to the private sector to improve

their general management skills through management training courses.

a.

Allow 25% or 50% additional write-off for management skill courses
taken by top level management\people. These should be‘courses
approved by government manpowéf development beople and proof of
successful completion must be submitted (ie. diplomas from courses.
similar: to:those now offered by FBDB and CASE).

Courses should be given in management education centres that may

or may not be on university campuses, but could be affiliated with

- approved university business schools. 'An example of this is the

new Spencer Hall Centre which is a joiﬁt venture of the Bank of
Nova Scotia and Western Business School. Such centres)should‘bé
staffed by a combination of experienéedAexecutives and proféssors
with bﬁsiness and teaching experience.

Another incentive would be to provide training courses to which
the small businessman may have easy access, by méking,such courses

available to him at very low cost during evenings and weekends so

‘that this does not require much time away from his-business.
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d. Where time away froﬁ the business is required,'caie taker!
executives could be provided from a CASE-type program to assist
in the operation of the firm while the top man is on a course.
This could be done where appropriate experience and maturity
of the CASE people could be matched to the firm. It answers
the main objectiqns of small company managers: "I can'f leave
here for two weeks for a course. Who would mind the store?"

e. Another idea is the possibiiity of clearing houses or development
centres where a small businessman could go to get information or
advice On.how to prepare a businesé plan, devélop é mafketing plﬁn,'
and so on. A vehicle for the provision of consulting .programs
could be the Small Business Consultants Assistance Program which
is sponsored by the Province of Ontario, The Ministry of Industry
and Tourism, or small business centers similar to those in the
Unifed States.

Any incentives provided to the small businessman should be such that the
decision making power would be in the hands of fhe firms involved and they
would automatically receive the incentive if they took the appropriate
action. This would usually mean tax incentives whereby they received the
relief in the form of optional tax breaks, if they behaved as required

by the legislation. Most of the small firms we interviewed were adamant

that they were against government 'give-away programs' and much preferred

to have various incentives which gave them the option and -awarded them

immediately through tax provisions if they took advantage of the incentive.

4. Governments should encourage the formation. of consortia or joint ventures

of small businesses for various purposes, where economies of scale or

economies of skills exist. Examples of this would be:
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a. The joint exploration of export markets, joint venture marketing
efforts, and joinﬁ financing of R & D could be done in areas where ‘
two or more companies had mutual development interests. This
might lead to the formation of smali trading companies/marketing
agencies along the Japanese model. Governments could encourage
this through publicizing circumstances where they are beneficial
and by direct contact with obvious trgding partnersiv This could
also extend- to providing a meeting ground in several larger centers
which would facilitate: the initial'meeting-of consortium members.

b. This would also involve such action and recommendations as eﬁ;
couraging the use of manufacturer's agents where skills present
in the company are more on the technical side than the marketing
side. Many small firms even now would do well to heed the advice
of leaving the marketing of their products to some other more qualified
firm.

c. Another method would be the setting up of a"clearing house' through
FBDB, for example; to list people seeking association or those‘who
should have some association, as mentioned above.

Small business centreé should be established at designated univeréities

with government funding provided by the Small Business Secretariat of the
Department of Industry Trade and Commerce. These funds would be 5pecifiéally
for the encouragement of small business and for ‘the development»of coufses

and course materials. It could even extend to the use of these funds for

‘providing qualified staff for courses. These centres should encourage:business

schools, engineering schools, and science programs to provide courses on
starting and operating a small independent business. The contents would include

exposure to all functional areas and overall policy:. The minimum requirements
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should be a project on preparing a business plan which students should
take as far as possible towards implementation. Governments céuld pro-
vide leads to documenting case situations which have used government
grants and loans in order to provide material for such.programs; (Courses
along these lines are already in place at Western, York and Ryerson
Polytechnical). Tﬁe small business centre with its designated staff
could also be the vehicle for.providing courses for small businessmen,
consortia formation assistance, and the Small Business Consulting
Services, all in close cooperation with the present FBDB and CASE efforts.
Governments should provide‘legislation to‘permit RRSP investment Ey~
individuals in small firms. One way to dd this would be to'pefmit iﬁVeSto
ments in venture capital companies to be tax deductible in the same seﬁse
as current RRSP investments ére. Another alternative wpuld be to permit
such deductions for direct investment in small Cénadian operating businesses.
We realize that control of such investments migﬁt be a problem but if the
limit on RRSP inﬁeétment remained as it is today and the option ié_givén
to individuals of investing their money in small fifms, a small percentage
of these individuals will undoubtedly exercise this option. Such invest-
ment could well overwhelm by a significant degree the total amount of
availab}e funds fof small businesses in Canada today.

Government agencies such as FBDB, ODC etc. should cooperate in the gathering

of market data on-or for many small firms and products -and assist small firms

in conducting marketing research studies. This could be done by funding_
research‘into problems of‘small business, the feasibility of joint
marketing research through sﬁch prdgrams.as CASE, and the compilation of
statistics regarding small firms and markets, ete. The>fundinglof researchv
projects should be available-at the university,'community_college‘and

private consultant levels. This could take the form of circulated
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project lists in response to small firm requesfs so that qualified

parties might apply. Accountability could be accomplished by the
appOintmgnt of monitoring teams comprised of intere;téd and qualified
parties to meet at certain project stages. Another alternative would be
the clearing house idea suggested above, whereby all of this informatioﬁ
could be gathered sxstematically in one centrai location for a region

and local.entrepreneurs,’small businéssmen, financial sector representatives,
such as Venture Capitalists, and managers interested in positidns in
smaller firms could interact to the benefit of all concerned.

Govérnmenfs should foster large Canadian businéssés and governﬁeﬁt.as.'.
customers of small businesses. This could be done by the federal go?~
ernment leading the way and‘purchasing many of’its requirements from

small businesses in Canada. Even something as simple as a common desk
stapler is not currently produced in Canada but could be if the”government
would buy its stapiers from a small Cénadiaﬁ firm.producing thém, provided
that product quality and price were acceptablef However,‘recént action of
all levels of government is more oriented towards the cheapeét priée_

even if it means buying imports. The same is true of many large firms

~in Canada which would puréhase mény of their.supplies frém Canadian
sources, if these sourceé of supply were available. Governments could
also assist by publishing lists of products available, suppiiers:of such
prodﬁcts and customer needs. It could ﬁse programs like the FBDB and

CASE to promotefthe use :0f such products and:to helplin doingithe
industrial and consumer marketing research necessary in such a program.
_Goﬁernments should continue to increase the CASE type of busiﬁeés assistanée'
with expefienced executives as éonsulfants. They . should a}Sb encourage

programs- such as the Small Business Consulting Programs sponsored. by the
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Ontario Provincial Government. at many business schools across dnfario.

These could be extended to other parts of Canada. The experience of

over five hundred companies being assisted by the SBAP program at The
University of Western Ontario illustrates tﬁat even simple managerial

skills are not present in many of these firms. The pfovisioﬁ of very

simple management assistance would often help these small firms to survive
and grow.

Large businesses should foster and suéport small firms'aﬁ'both customers and
suppliers and even encourage corporate spin-offs in product areas which these
firms choose not to pufsue'thémselves. We did find many illustratidns-of
this where large firms_gncoﬁraged employees and outsiders to dévelop‘small
businesses in areas where spin-offs from.ﬁhe_company's main line of business
could be done in that manner. Examples are distributorships ‘from many of
the large manufacturing firms in Canada and manufacturer's agents for a
variety of products, one or two of which may be the parent company's
products. Several others in the line could be products from othér com-

panies. A vehicle for doing much of this might be the compiling of.lists

~and display of products that government and business would like manufactured

for them by smaller firms with sdmé technical expertise. The FEDB could.
sponsor periodic shows in connection with their present familiarization_
programs by area. Loan assistance could then be_éi?en to companies williﬁg
to take on ideas as projecté.

Small.business should help themselves by grouping together to solve

common probiems Such as ‘government legislation, export markets and lack -
bf‘maﬁagement skills. Associations could encourage the formation of

consortia or joint ventures while also acting as a clearing house for’

. publicizing lists of suppliers and customers. The only illustration
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yet available of this practice is the Canadian Federation of Independent

Business, which tends to be rather large and unwieldy when it comes to

representing the interest of small segments of the membership. The

catalysts for the formation of consortia and associations could be

the small business centres, established in several areas~of,Canada,

as suggested in Recommendation #5. | |
Entrepreneurs or small businessmen need to become ﬁore willing ﬁo share
the ownership of their fifm-with their managément téamstthrough stock
options, etc. This would assist the attraction of competent management.
Legislation regarding the stock option was menticned earlier; while a’
much larger scale educational program needs to be undertakén’ﬁhrdugh

the EBDB and CASE to encourage the small businessman to share the
ownership in the firm with this management team. Convincing them-that
owning a smaller part of a large pie is preferable to all of a small
pie is often a very difficult task. Some responsibility for this

must also be shared by universities and coﬁmunity collegés since most
entrepreneurs are very unwilling to share ownership in.thei; firms.r One.

additional way of doing this might be with the RRSP arrangement mentioned-

above whereby a wide variety of‘investors may pﬁt money'into a small firm -

so that there would be no danger of losing control for the entrepreﬁeur."
Such silent partner investors are usually not interested in'getting
involved in the day-to-day running of the company.

Government legislation should foster the continued’growth.of.small firms
with the deferment of sﬁccéssiOn duties aﬁd,death.taxes én shares in

small closely held firms until those shares are actually sold. "Further
education in the use of trusts and other arrangements for passing companies

on from father to son are also required. Among all the firms we visited
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and among the majorify of the 500 small firms whiﬁh have been serviced
under the SBAP program at Western, this particular complaint was foremost
in the owner's mind. The time and money spent in an effort to pass:on

a small business within the family under today's legislation acts as a
very real disincentive. Indeed the omission of suﬁbession duties and
death taxes_should be considered for small businesses being passed on

. from one generation of a faﬁiiy'to anofher in thé same way as it is now
omitted for the family farm. We encountered maﬁy examples of small firms
that had to be sold to settle the successionAdﬁties; The entrepreneur
going iﬁto business for himself often looks at this problem déwﬁ the road
and ‘his attitude is "Is it really worthwhile if I can't pass it on to my
heirs?" Legislation should foster the continued growth of small firms
until those shares are actually sold. In other words, it would be mgch
like the capital gains tax now except that the transaction could not be
taxed when fhe shares were passed on through an‘inheritan§e~but could only
be taxed once they were sold.

Government legislation should foster the formation of new businessvventu;es
rather than concenfrating on corporate power and ownership at the iarge
firm end of the scale. We felt, as aid many of.the small Business managers
interviewed, that governmentlspent much df its time -concentrating on the
large end of the spectrum, igndring small businesées. For instance, the.
present equipmgnt'rapid write-off system favours large'fifms, which are
uéuall;-capital intensive, versus smaller firms, which are ﬁSually'léboﬁr,
intensige...lf equipment is not involved,. then speéiél'tonceééions:should

Lo w0 oa with respect to the reinvestment of any profits in the early

yea = of a company's life. Another way to counteract this attitude at the

moment might be to encourage government agencies and programs to 5ponsor
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the study and dissemination of information ébout the small business
sector in Canada, far more than they have in the past. The creafion of
small business centres as suggested in Recommendation #5, the extension
of the CASE program, and the adoption of the cleariﬁg concept could
together contribute a great deal to a creation and fogtering of small
businesses in Canada. |

Guidelines for the Small Businessman

The primary guideline which we would offer to busingssmen in technéiogy—

oriented firmsand in small businesses in general 1is that they should make
an éffort to form a well-rouﬁdéd'management'teaﬁ iﬂ theirAfirm. This means
that they should attempt_tb aﬂd managers to the firm who have skills in
general management areas such as marketing and finance, asAwell as the
technical skills which are usually present.- In addition, the provision of
more managers with varied skills would facilitate the continuation of the
" business should anything -happen to the -entrepreneur himself. It Qill also’
provide more funding, since most of the managers will be involved as equity
shareholders_as well. This advice, to get one or mofe partners when fofmihg
a small business, is advice thét we-give td our students in our business
courses and which is an important message for éll‘small bﬁsinessmen;

For fhose smail businessmen already operating an exisfing business,
‘wé encourage them to look at their strengths and weaknesses in terms of
management abilities_énd to make an effort to éompiehent‘fhesé.with any
skills they find lgcking. We suggest. that thesée skills will likely be in
the markéting and financial areas in particular, as evidenced‘by the firms
in our sample and by previous research in the area. | |

The lack of even simple planning by the'managéis we interviewed.was

obvious. We recommend to the small businessman that he should attempt to
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develop a plan for the next 1 to 3 years théh idantifiesatafgets, milestqnea
and required resources. A searching evaluation of each past_year and a new plan
for the coming year is the very laast that should be undertaken.

In estimating fund requirements, flexibility is mandatory.: Most new
capital will be ralsed through a negotlatlon process and the nece531ty of
evaluating what might happen 1f things don't go as well as planned cannot be over-
stated. One manager suggested one should always “undarestimate.your ;ales and
over-estimate your expenses' to give a comfortable margin in negotiations.“

This plannlng must 1nc1ude addltlons to the management team and the plan
" for continuing the company should the manager be>1ncapac1tated by 1llness or
die unexpectedly. He must learn to delegate authquty and respon51b111ty, 51nce_
his business will eventually grow to the point where he cannot hanale everything
himself. Routina planning will help the managér_té»plan for thi5~sharing of the
management load. and allow him time to plan policy forvthavfuture.

Another guideline which we would provide to amall businessmen is that they
should make much more effort fo determine the market for theif partiaular prodnct,
process or service before they devote a tremendous amount of money to parfecting
the technical aspects of that product. We found many instances of .companies where
the technical development had led the comnany'to develop a narticnlar product
. OT process, only to discover there was no significant~market for it. We feel
that even a minimal effort at early market research for.especially‘the high
technology-products-wouid be funds well invested;_ This‘wou1d~he1p prevent the
product failures which so often cause buainess failuresiin firms of-the>size
discussed in this study. Indeed, the moral to be learnéd from our survey is
~ that a complete business plan should be prepared_iong before large amounts of
funds are ﬁ"Mjed into the technical development of the products béing-developed'-.

by firms such as those in our survey. We conclude that this-complete lack. of
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_ planning exhibited by most of the businesses we interviewed was the major cause
for the large pfoportion of business failures in Canada in both high technoldgy
firms and in small businesses in general. This planning would be enhanced’
. considerably b}.the provision of additional management skills, as sﬁggésted
above. |

A further guideline to small businessmen is that they shéuld consider
forming a partﬁership with another  firm which has a similar_product line to
cooperate in a sort of joint venture to marke; their products.:“The fact
that many of our firms claim they could not afford a full-time marketing
manager ié evidence that-the‘possibility exists for sharing méﬁageméﬁt Skilis
acrToss one of more small firms; even though these firms may be operatihg
fairly independently from -the produétion and development point of view. This
could be done by the formation of a third emntity which would be a markefing and
" distribution company only, but which would market and distribute the precducts
of both émall firﬁs{ This arrangemeﬁt might also be made for a consortium of
small firms across the country rather than for only a few in a ‘given area. dne
national marketing agency could probably better serve the needs of many firms
across Canada, than the duplication of the same marketing services in each firm.
Even if this seemed infeasiblé fof the domestic market, it might very well serve
for the U.S. and other foreign markets.

Small firms could aléo, through consortia arrangements of this fype,
be in a position to raise funding much more efficiently, since they wduld then
.bo‘looking for a collective amount of money which would interest large
institutions and venture capital companies. The diQersification inhereﬁt in
investing in a consortium of small firms would probably also intérest the
lending insitutions;'since the risk, should any one firm fail, is considerably

lessened. This is probably difficult to'do, since most of these .small firms
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prohalily visualize themselves as competitors to one another. But, we are
talking mainly of firms which do not compete directlf‘and which have product
lines that are related rather than exactly duplicated.

Another guideline for small businessmen is that they consider the5sharing
of management skills across firms where the skills present in one firm are
those needed by another and where trade-offs of management time and effort can
be made to the mutual benefit of.ﬁﬁo.or moré firms; fhis could also be enhanced
by the formation of the consortia described above.

We also suggest to small businessmen thaf they attémpt to interest large
businesses with which they deal, whether as suppliefs or customers, in the
possibility of playing a role ﬁn the_formatién of these consortia. An example
would be a large bu;iness that is a supplier of a number of small distribution
firms. This firm could easily provide the role of encouraging the formation
of the consortium and indeed of presenting the opportunity to its employees
to buy into some of the small businesées when the existing management either
sold out or reached retirément age. This would encouragé the cohtinued
development of a good distribution network for the large firm and the continued
development of excellent managemeﬁt within the small firms, especially if it.

sponsored the funding of its own employees to acquire these firms. We have seen

- examples of exactly this phenomenon at work and intend to study it further in

future research. Another example would be a large firm which did not have a
readily available network of suppliers to which it could subcontract various

materials which it needs, "especially the secondary mandfacturing of small parts

and.equipment. The firm could encourage employees to&épin off small manufacturing
and fabricating firms which act as suppliers to the large firm. Indeed, it could

act as a source of funds for these employees to get into their own business and ,

to create a -reliable source of supply for the large firm.. This does not mean.

.« o -
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that the large firm would have to act as the only customer for thése small

businesses, but would play a central role in the formation and continued growth

.of the firm by directing its needs for various supplies towards that small firm.

The final area in which we would have a guidéline for -small business is the
overall.area of-government—business relations in generél. We woﬁld encéurage
small firms to proact rather than react tolgovernment legislation.” This means
that they have to get involved early when the legislation is in tﬁe formulgtive
stage and provide their input to government early enough so_ that it can Be
built into the legislation being formed."The best possibility for doing éhis is

through associations and organizations such as the Canadian Federation of

- Independent Business. By making their opinions known to organiiations

such as this, the small busineéses in Canada can lobby for improved governmeﬁt
regulations in their area and, indeed, for changes or removal ofvmuch of the
legislation that tends to interfere with the way they operate currently.

However, they must organize into an effective lobbying group in order to do this,
rather than handling the problem by screaming loudly.at the éovernment, usually
after the legislétion has been ''carved in stone'.

It is our conclusion that these small firms are not ofganized:in any way 
to make their wishes known to the-government as large businesses are today, with
public affairs departments aimed at influéncing govérnment‘legislation. However,
we feel that the CFIB has done a gqod job in bringing the small-bqsiﬁess situation
to the attention of the government as evidenced by the creation of ihe~Smali

Business Secretariat within. the Department of-Industry;'Trade3and‘Commerce.

‘We hope that our conclusions and recommendations will be of interest and will

be used by this Secretariat in the formation of their policies for the future.

In cenclusion, we wish to thank all of those managers involved in assisting

us with the study and all of the other people, too numerous to name, who also

helped.
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EXHIBIT 1
STAGES OF CORPORATE DEVELOPMENT

CORPORATE CHARACTERISTICS

STAGE III.

STAGE I STAGE II
'MANAGEMENT ONE MAN SHOW FUNCTIONALLY MULTI-
SPECIALIZED DIVISIONS -
GROUP - "TEAM" DECENTRALIZED
FUNCTIONAL "JACK OF ALL TRADES" MARKETING . MANY
AREAS : s FINANCE STAGE II
‘ ENGINEERING - R § D - PRODUCTION ORGANIZATIONS
EMPHASIS ON OPERATING ACCOUNT ING-CONTROL ‘
MARKETING - SALES ENGINEERING
CONTROL - SIMPLE SYSTEM
EXPERTISE OUTSIDE ASSISTANCE INSIDE . DIVISIONAL
FINANCE-BANKER EXPERTS _EXPERTS
ACCOUNTANT OR CORPORATE
EG. FINANCE
PROBLEMS SALES MARKET PLANNING LONG RANGE PLANNING
: LIQUIDITY FINANCIAL PLANNING CORPORATE STAFF =~
HIRING PEOPLE * PERSONAL DEVELOPMENT EVALUATION &
CONTROL OF
FIRE FIGHTING SHORT TERM' PLANNING DIVISIONS
OWNERSHIP PRIVATE PRIVATE-PUBLIC PUBLIC

FROM '"'STAGES OF CORPORATE DEVELOPMENT' BY D.H. THAIN, BUSINESS QUARTERLY

INTER, 1969.
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EXHIBIT 2 -

STAGES OF CORPORATE DEVELOPMENT

FUNCTIONAL AREA CHARACTERISTICS

EFFICIENCY

STAGE I STAGE 1I STAGE 11II
MANAGEMENT OPERATING FUNCTIONAL AUTONCMOUS
ENGINEER : DIVISIONS
EACH FUNCTIGONAL
MARKETING -~ = - -GENERATING SALES. SPECIALIZATION WELL DEVELOPED
B IN PROMOTION WIDE VARIETY
MARKETING BY PRODUCT OR
RESEARCH ETC. GEOGRAPHICAL
AREA
ACCOUNTING SIMPLE SYSTEM ' MORE COMPLEX COMPLEX
QUTSIDE ACCT. COST ACCOUNTING ~ CONTROL
CONTROL SYSTEM "SYSTEMS
FINANCIAL ALMOST NON-EXISTENT FORECASTING  COMPLEX
: EXCEPT THROUGH BUDGETING PORTFOLIO
BANKER - PLANNING NEEDS MGT. AND CAPITAL
BUDGETING '
PERSONNEL PERSONAL BASIS BY FORMAL POLICIES SOPHISTICATED
OWNER-MANAGER § FUNCTION PROCEDURES - IN
: DIVISIONS & HEAD
OFFICE
-  PRODUCTION SIMPLE SPECIALIZED 'COMPLEX BY
. FACTORY PRODUCTION, - DIVISION
R & D PROGRAMS

FROM-"'STAGES OF CORPORATE DEVELOPMENT' BY D.H. THAIN, BUSINESS QUARTERLY, WINTER 1969L-
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EXHIBIT.

3.

STAGES OF CORPORATE DEVELOPMENT

KEY FACTORS

STAGE I

DAILY COMMUNICATION

AGREED POLICIES

STAGE II° STAGE III
; L
- OBJECTIVES SURVIVAL GROWTH DIVERSIFICATION
" GROWTH RATIONALIZATION EVALUATION
SHORT TERM RESOURCE ROI
PERSONAL ALLOCATION EPS
SUBJECTIVE PROFITS PROFITS BY DIVISION
- BUDGETS ‘
'MANAGEMENT - ONE MAN SHOW -FUNCTIONAL ~ MULTI-PRODUCT
SINGLE PRODUCT MULTI-DIVISION
OR SERVICE
: MEASUREMENT PERSONAL DELEGATION MORE IMPERSONAL
- AND CONTROL SUBJECTIVE. STRUCTURED EVALUATION
SIMPLE ACCOUNTING CONTROL -SYSTEMS ' ROI, EPS
- SYSTEM BY FUNCTION MARKET SHARE

COMPLEX FORMAL
SYSTEMS

REWARD/

PUNISHMENT

PERSONAL
INFORMAL
SUBJECTIVE

MORE FORMALLY
STRUCTURED

VERY

. FORMAL

SYSTEMS

FROM ''STAGES OF CORPORATE DEVELOPMENT' BY D.H. THAIN,
WINTER, '

BUSINESS QUARTERLY
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EXHIBIT 4

RESEARCH MANAGEMENT EXPERTISE

SIZE OF COMPANY - SALES

NUMBER PERCENT

Under $1 million _ 7 13
1 - 5 Milliom - 25 47
5 - 10 Million ) 10 19
10 - 20 Million 6 ) ll )
20 - 50 Million 5 10

53 ..100

EXHIBIT S

SIZE - NUMBER OF EMPLOYEES

NUMBER

Under 50 | ) 17
50 - 100 SR .10
100 - 150 10
150 - 250 : : 7
250 - 500 A
Qver 500 ]
‘ 5

EXHIBIT 6

32
19

19
13
.- 7

100

STAGES OF COMPANIES STUDIED

STAGE - ' 1 I - IT 11
No. of firms ' 25 : 11 10
Percentage 45 20 20

7

15

PERCENT -

- I1-111

)
)
)
)
)

small 60%

medium 307%

large 10% .~

TOTAL
53

100



EXHIBIT 7
LOCATION
ONTARIO . NUMBER PERCENT
Central ' 26 49
Eastern 7 13
Western 7 13
: ~ North Central 2 42 4 79
QUEBEC | 4 3
ALBERTA 7 13
5 100
EXHIBIT 8
WHEN FOUNDED
NUMBER PERCENT
Since 1970 . ; 5 9
1965 - 1970 17 33
1960 - 1965 5 9
1950 - 1960 14 26
Prior to 1950 _ i 12 23
5 150
R - EXHIBIT 9
TYPES OF COMPANIES
NUMBER PERCENT
Electronics 15 27
Specialty Equipment- ' 12 ' 23
Machinery 7 13
Fire Equipment 5 9
-Specialty Trucks . 3 - 6
) Plastics 3 6
~+7i1/Cas Explorations 3 6
Computers - - 3 6
Other 2 4

w
(3]
(@]
(o]

|
|
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EXHIBIT 10

CLASSIFICATION OF COMPANIES

NUMBER PERCENT*
Technology Based 42 79
Innovative } 31 i 59

*Percentage of total sample of 53 firms

EXHIBIT 11

NUMBER OF INNOVATIONS BY COMPANY

Innovations 0 1 Z. more Total
. Number of firms .33 10 s s 53
Percentage 63 19 9 . 9 100

Approximately 10 additional innovations came from outside the firms.

EXHIBIT .12

INNOVATION TYPES

1. Fundamental - Total  new product or process
2. Functional - ’ New method of performing same function
3. Adaptive - : _ Modification of existing product

Our estimate for approximately 30 innovations was 30 - 40% functional

and 60 - 70% adéptive with no fundamental innovations.
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EXHIBIT 13

SOURCE OF FUNDS

NUMBER PERCENT
Founder/friends ‘ 20 23
Group of shareholders | 6 7
Venture capital firm o ' 10 11
Bank loans, chartered . 20 ' 23
- I.D.B. : 9 10
Government programs 14 : 16
Public - ' . 9 10
| 88 ' 100

EXHIBIT 14
METHOD OF GROWTH

NUMBER PERCENT
Common Stock 26 49
Debt ' ' ' 27 51
53 100

EXHIBIT 15
. OWNERSHIP STATUS

. 'NUMBER  PERCENT
One owner/coﬁtrollihg shareholder 15 28
2 - 10 shareholders o 12 23
Group control 13 25
Public company ’ . . . 4 ‘ 8
Subsidiary 9 16

53 : 100
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EXHIBIT 16

OWNERSHIP vs SIZE OF -COMPANY

SMALL MEDIUM - LARGE

*

(under $5 - ($15-20 - (over $20
million) .. . milliOn) milliom) "
# g%, # 5% ¢ %
Independent - .28 53 9+ 16 - - 1 2.
Canadian subsidiary 3 5 | 1 -2
U. S. subsidiary .3 5 3 5 o 4
Foreign ;ubsidia?y
Public . | . 12 2 4 e
“*Percentage of total sample of 53 firms
EXHIBIT 17
PROFITABILITY .
© NUMBER - PERCENT
‘Very.profitable | ' 9 \ 17 7
Moderately profitable : ‘ ‘ 29 - . 550
Marginally | , 13 25
Unprofitable R | B ;"2 - , _f  3

Unprofitable: 2 o0il companies

Marginally: Computer specialities,'packaging _
: specialties; electronic $pecialities
(usually sophlsulcated high. technology
service: equlpment)



- 82

EXHIBIT 18

COMPANY STRENGTHS AND WEAKNESSES

NOT RELEVANT

*

%

W W ~N W NN

Category
STRENGTHS WEAKNESSES
it 2" # 7" K
Location 36 64 7. 13
Production 33 62 10 19
Marketing 30 .'57 15 28
- Finance 29 .55 13 25
Personnel 32 60 3 6
Raise Capital 25 - 47 13 25
Opportunities 37 70 5 9
Government ' "
Regulation 18 34 10 19 26
R&D 50 95 3
* Pércentaye‘of total sample of 53 firms.
EXHIBIT - 19
SIZE OF MANAGEMENT TEAM vs SIZE OF COMPANY
SMALL MEDTUM
{ % # %
One man show 13 41 1
2 - 4 9 28. 3 19-
5 and over 10 31 12 75
32 100

15
4
4

6

13

17
6

47

LARGE

B

5100



Engineer

Technical

BA
"Finance/Accounting

Marketing

HBA/MBA  .

Commerce

Law

Other (High School/Management Course)

BACKGROUND OF CEO/FOUNDER vs.SIZE -OF COMPANY

EXHIBIT 20

- 83_

PRESIDENT'S BACKGROUND

EXHIBIT 21

-NUMBER -

22

4

& Ign

Engineering/Technical
Financial

Marketing

BA/HBA

Operations.

Law

Other

4

SMALL
# %
21 60

2

3 . 9
3 9
3 9
3 9
35 100

MEDIUM
# %
6 46
2 15
2 15
1 9
2 15
13 100"

PERCENT
50
.
i
B
4
3
3 .
3
12
100
LARGE
8y
2 40
1. 20
120
L
5

5 - 100
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EXHIBIT 22

MANAGEMENT TEAM BACKGROUNDS

USE CONSULTING SERVICES

NUMBER
Engineering/Technical 56
Financial (CA) (RIA) 21
(B. Com.) 6
Marketing 15
‘ HBA/MBA 2
Operations 4
LaW<3. . \_ - 2,-
Other High School or Technical
Management Courses 21
127
EXHIBIT 23

Yes

" No

NUMBER

39

v =
f

REASONS FOR USE

Skills not available
internally

New product deéign/Marketing
Personnel matters |

Production expansion/efficiency
Fiﬁancial expansion/efficiency

Assist looking for government help

NUMBER -

12

[

I~
Co jin

PERCENT
44
16

5

12

16
100

PERCENT .

74

[\
@)}

l

—t
(@)
o

|

PERCENT

25

15

21

Pt
(e
(oo

|



COURSES TAKEN BY MANAGEMENT TEAM
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EXHIBIT 24

* PERCENT

—
o
(o]

PERCENT

- NUMBER
Degree courses 12.
Seminars 13
Management Training Courses .
(University) 10
None 23
5
EXHIBIT 25
TYPE OF MANAGEMENT TRAINING PROGRAM (BEING TAKEN)
NUMBER
None 37
Night 4
University 2
General Business ,5
No .Response =3

w
w

I

‘ SN
VY B K O

—_
ol
o

|

|
|

|
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EXHIBIT 26

TYPES OF COURSES SUGGESTED

NUMBER PERCENT

Short - Management/Weekends 19 35
1 Week .2 4
2 Weeks 15 ‘ 28
Night Courses - V 1 - 3
No Response 16 30

53 100

EXHIBIT 27

WHO SHOULD GIVE COURSES?

NUMBER PERCENT
Industry : , 1 2
University 26 . 49
Government 1 2
Professional (Managers) -9 17
(Experienced)

No Response 16 30

53 100
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EXHIBIT 28

SHOULD GOVERNMENT PROVIDE FUNDING
FOR MANAGEMENT COURSES

‘NUMBER PERCENT
No 35 66
Yes ..18 - 34
53 100
SUGGESTIONS: _ o

- Assistance by funds for in-house use.
- Subsidize existing courses by loans forgiveable on successful completion.

- Develop case studies of success stories on no-cost basis.

EXHIBIT 29

LEGISLATION WANTED

NUMBER " PERCENT
Tax credit on risk investment 8 15
Change capital gains tax : 6 11
Cut red tape 3 5
Relief on reinvested profits 2 4

Government help on marketing and
administration costs

Change bank act

Small business act like in the U.S,

w &~ BB

None wanted

NN
Wwice NN NN
—
oln
(o]

|
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EXHIBIT 30

RANDOM SUGGESTIONS ON

LEGISLATION NEEDED

- Make first stock issue deductible from buyers income for tax purposes.

- Eliminate expense accounts of controlling shareholders and compensateé
by redudng corporate tax.

- Some entity to promote mortgage money for Canadian Businesses like
C.M.H.C.

- Insurance on joint ventures in developmental markets.

- 10 year moratorium on capital gains tax after start-up for companies
90% Canadian owned.

- Change tax laws on transfer of ownership to offspring.

- Rapid write-off of R § D expenses is better than grants.

EXHIBIT 31

SUGGESTED ROLE OF GOVERNMENT

» " 'NUMBER PERCENTAGE*
Prime customer of smaller businesses S 9
Tax incentives to private sectbr 23 43
Assistance to improve marketing rather
than only R § D o 20 38
More CASE type programs 15 ' 28

* Percentage of total sample of 53 firms
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EXHIBIT 32

ADVICE TO STARTERS

_ .NUMBER ..PERCENTAGE*
Good financial people/planniﬁg ) , 13 o 25
Watch overheads in early years . 3 _ 6
Grow slowly/steadily ‘ \‘4 7
Hire qualified/best people =~ = ' ' ) 15 5 28
Know the market : ' 11 21
Get strong financing . 7 o 13

* Percentage of total sample of 53 firms

RANDOM COMMENTS

- Diversify risk, start slowly, gamble only with the profit.
- Finance properly, know market.
- Good management, sound financing, profit sharing.

- Enough capital for at least 3 years. Market research importént, get
good people.

- Plan everything well, use outside help, get oest people, have marketlno :
emphasis. Wa\lmlze government a551stance

- Don't get into this business at all.
- Don't -- too much competition.
- Assume you substantially underestimate costs, overestimate sales, then

make sure you have enough money to cover these mistakes - pay extra for
experienced people you will need three years from now.
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