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Executive Summary

The overall purpose of the Small Business Loans (SBL) Program is to increase the avaitability of
loans to small businesses for the establishment, expansion, modemization and improvement of
small business enterprises by providing loan guarantees to private sector lending institutions.
The SBL Program evaluation framework identifies evaluation issues, performance indicators,
data collection requirements and potential methodologies and options for the future evaluation of
the Program. In addition, the framework identifies performance indicators and data collection
requirements needed for ongoing reporting of Program results to senior management in the
federal govemment and to Parliamentarians. Data gaps and anticipated data and evaluation
challenges are also identified for consideration by federal govemment representatives.
Furthermore, the evaluation framework presents a composite program profile which highlights _
the Program’s current objective, activities, outputs and impacts. A logic model is also provided
to identify the key Program activities, outputs, reach, direct outcomes and ultimate impacts.

This document provides an initial framework for evaluating the Program and for reporting
Program results on a regular basis. This framework for the future evaluation of the Program was
developed in consultation with representatives from the federal govemment, lending institutions,
SBL Program borrowers, and other relevant associations and organizations.

it should be mentioned that the framework is a broad plan for the future evaluation of the SBL
Program and that it is fiexible enough to incorporate any program changes that may take place,
as well as the input from representatives from the federal govemment, lending institutions, SBL
Program borrowers, and other relevant associations and organizations.

The future evaluation of the SBL Program should focus on five main evaluation issues:
1. Rationale - Is there an ongoing need for the Small Business Loans Program?
2. Results - To what extent is the Small Business Loans Program objective being

achieved? What expected and unexpected impacts have resulted from the Small
Business Loans Program? How have small businesses benefitted from the Program?

O
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3. Program Structure and Activities - How effective and efficient is the Small Business

Loans Program?
4 Alternatives - Are there alternatives ways of achieving the Program's objective?
5. Other - What have been the effects of program changes on the performance of the

Small Business Loan Program?

A series of evaluation questions nave been identified in the framework for each of these
evaluation issues.

In order to ensure the successful completion of the future evaluation of the SBL Program and
the ongoing reporting of Program results in key areas, the following anticipated issues and
challenges and recommendations should be considered by Industry Canada,

Anticipated Issues and Challenges

Awareness on the part of SBL borrowers that their loan is an SBL loan - It is expected that
a number of small businesses who have obtained a loan under the SBL Program are not aware
that this loan is an SBL loan. It will be essential to ensure that SBL borrowers participating in a
survey for evaluation purposes know which loan the shrvey is referring to in order to obtain valid
answers from them. It will also be essential for smali businesses examined under a case study
research to be aware that the loan for which the research is conducted is an SBL loan.

Assessing the incrementality of the SBL Program - The question of incrementality comes
down to determining whether an SBL loan would still have been made in the absence of the
Program or to what extent another loan would have been granted under the same conditions
(e.g., value of loan, maturity term, interest rate and loan fees). This will be a challenging
evaluation question to answer since the only individuals to truly know are the ones making a
decision on the loan application. Since some lending institutions may be using the Program to
reduce their risk on loans that they would have made otherwise, it can be expected that these
institutions might be more or less forthcoming in their assessment of the incrementality of the
loans made under the Program.

o
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Attribution of impacts and effects to the SBL Program -Attributing impacts in areas such as
job creation/maintenance/displacement within the organization which has received an SBL loan,
or performance of small businesses to the loans these businesses obtained under the Program,
will be a challenge. To a great extent, these attributions will have to rely on the perception and
reports of the small businesses that obtained SBL loans. While the issue of job
creation/maintenance/displacement outside of the organization that actually received the loan
has been identified as a potential evaluation issues, it must be recognized that impacts in this
area would be extremely difficult to assess. It would be possible to ask SBL borrowers the
extent to which they feel that obtaining an SBL loan had an impact on job
creation/maintenance/displacement in other firms (e.g., competitors, suppliers). However, this
information would likely be very difficult to provide on the part of SBL borrowers and estimates
may be highly unreliable.

Assessing the extent of the impacts of firms getting an SBL loan on firms that have not received
an SBL loan (without going through SBL borrowers) would require the development of a special
model and access to accurate data.

Assessing the extent to which the Program is progressing towards cost recovery -
Assessing the extent to which the Program is progressing towards cost recovery is highly
dependent on the use of a reliable forecasting model. It is important to keep this issue at the
forefront so that the current model keep being tested in order to provide reliable information at
the time of the evaluation. Other considerations for the assessment of progress towards cost
recovery include the fact that cost recovery cannot be assessed at one point in time during a
given fiscal year since costs are recovered over a period of 10 years. The assessment of cost
recovery that will be performed at the time of the evaluation therefore has to account for the fact
that information on the claim cost of a loan registered at a given point in time may not be
available before many years.

Relying on perceptions to address some of the evaluation issues - Because of the difficulty
or impossibllity of getting factual information, some of the evaluation issues will have to be
addressed by relying on perceptions. While relying on perceptions is not ideal to answer some
very specific evaluation questions, the absence of other sources of information will make it
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necessary to do so. This issue will be particularly evident when addressing questions for
performance indicators that concern both SBL borrowers and non-SBL borrowers. For example,
the evaluators will have to rely on the perceptions of lenders and other interviewees to
determine whether ienders exercise the same level of due diligence when reviewing SBL loan
applications as they do with other loans. Access to non-SBL loan files would be needed in order
to make definitive statements on this issue but it would not be realistic to expect to have access
to these files at the time of the evaluation. It will therefore be important to acknowledge some of
the limitations of the evaluation when reporting on the results.

Obtaining information from lending institutions - Lending institutions are very private about
the information they have on clients and obtaining this information can be very challenging, as
the Auditor General experienced in the preparation of his 1997 report on the SBL Program.
While obtaining information on SBL clients in the context of an evaluation would likely be
possible, much planning will need to go into obtaining this information and making arrangements
to have access to the files. There are, however, limitations to the availability of data on SBL
Program loans and other loans made to small businesses at lending institutions. Data at lending
institutions are currently either stored in paper format 6r electronically and are, for the most part,
available on a loan-by-loan basis rather than at an aggregate level. In addition,reviewing files of
non-SBL borrowers (for comparison purposes) would be nearly impossible. This is why the
evaluation framework does not include performance indicators, research methods or sources of
information that would rely on the review of non-SBL borrowers files. Lending institutions would
also have concerns about providing Industry Canada with information in addition to what they
are currently providing on SBL loan registration and claim request forms. Their concems stem
from their commitment to their fiduciary responsibility for confidentiality and to maintaining the
confidentiality of their customer's personal information under their privacy model code.
Furthermore, access to additional SBL information could be particularly challenging at certain
lending institutions where each branch is recognized as an autonomous and independent entity.

Lack of readily available SBL borrower telephone numbers - Access to SBL borrower
telephone numbers is not readily available. While researching SBL borrowers’ business

telephone numbers or purchasing databases on small businésses would be possible, this
approach could be costly and time consuming. Lenders consulted stated that they would
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consider providing this information on the loan registration forms, as long as the forms included
a borrower consent agreement that borrowers would be required to sign for disclosure of this
information. SBL borrowers consuited also stated that they would have no problem providing
their business telephone number on their loan application form.

Limitations of current business activity data - At present, the level of information related to
SBL borrower business activities is based on eighteen Standard Industrial Classification codes
at the two digit level. At this level, gaps are particularly evident in the category of “Other Service
industries” which does not clearly identify the business activity in which the majority of SBL
borrowers are found. In order to better identify the type of borrowers receiving SBL loans and to
provide sufficient information to address some performance indicators, this code should be
broken down into more identifiable business activities. In addition, loan registration forms

should also provide more detailed information on growth sectors such as knowledge-based
sectors

Burden on Program Administration and Small Businesses - The additional monitoring and
reporting requirements identified in the document, as well as the evaluation itself, will likely place
an extra burden on the Program Administration as weli as on those from whom data need to be
collected (e.g., SBL borrowers and other small businesses, interviewees). It will therefore be
important to consult wath SBL Administration representatives to discuss the new requirements
and assess the impact that collecting and reporting on additional information will have on
resources and workload. The collection of data from SBL borrowers and other small businesses
will also place a response burden on them, which must be acknowledged. However, there are
steps that can be taken to reduce this burden. These steps are described in the document.

Recommendations

. it is recommended that the evaluation of the SBL Program take place in the year 2003.
A mid-term evaluation conducted in the year 2000-2001 would allow interim monitoring
of, and potential adjustments to, the Program.

. It is recommended that Industry Canada consider reporting on the performance
indicators in key areas of performance on an annual basis through, for example, the
SBLA Annual Report.
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. it is recommended that Industry Canada consult key stakehoiders on the timing and

frequency of their participation in the gathering of information on the Program’s
performance. Furthermore, it is recommended that key stakeholders are consuited on
the issue of response burden.

. It is recommended that a'telephone survey (rather than a mail survey) be conducted
with SBL Program borrowers to alleviate the challenges associated with conducting a
survey on a loan of which borrowers may not be aware.

. It is recommended that numerous indicators and muitiple lines of evidence be used to
address the question of Program incrementality, as presented in the evaluation
framework.

. It is recommended that SBL Program data required for reporting on key areas of

performance be collected on an annual basis and that data on non-SBL loans made to
small businesses be collected every two years for comparison purposes.

. It is recommended that a comprehensive plan be prepared ahead of time to ascertain
that SBL loan information can be obtained from lending institutions for evaluation
purposes.

. It is recommended that Industry Canada consult lending institutions on their data

warehouse and credit-scoring initiatives to determine the possibility for any potentially
feasible partnership arrangements whereby these data sources could be used to report
on the SBL Program’s performance in the future.

. It is recommended that Industry Canada consider requesting that lending institutions
provide borrower telephone numbers on the SBL loan registration forms.

. In order to better identify the type of borrowers receiving SBL loans and to provide
sufficient information to address some performance indicators, it is recommended that
the “Other Service industries” code be broken down into more identifiable business
activities. It is also recommended that Industry Canada consider the knowledge-based
Standard Industrial Classification codes used by the Thompson and Lightstone annual
survey to report on the knowledge-based activities of SBL Program borrowers.
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1.0 Introduction

The purpose of this evaluation framework is to present the approach that should be used to
evaluate the Small Business Loans Program in the future including evaluation issues,
performance indicators, data collection requirements and potential methodologies and options. -
In addition, the framework identifies performance indicators and data collection requirements
needed for ongoing reporting of Program results to senior management in the federal
govemment and to Pariiamentarians. Data gaps and anticipated data and evaluation challenges
are also identified. Furthermore, the evaluation framework presents a composite program
profile which highlights the Program’s current objective, activities, outputs and impacts. A logic
model is aI56 provided to identify the key Program activities, outputs, reach, direct outcomes and
ultimate impacts.

This document provides an initial framework for evaluating the Program and for reporting
Program results on an ongoing basis. It should be considered a pian that is flexible enough to
include future refinements based on program changes, and the input and feedback from
representatives from the federal govemment, lending institutions, SBL Program borrowers, and
other relevant key informants.

1.1  Structure of the Document

The document is divided into six main sections. The remainder of this section presents the
objectives and scope of the framework, and the methodologies that were used to prepare it.
Section 2 summarizes the SBL Program's current environment, its objective and element
activities, a logic model, Program resources, and operational outputs and impacts. The '
evaluation issues are presented in Section 3. The performance indicators for ongoing
monitoring of the Program in'key areas and for evaluation purposes are outiined in Section 4.
The data collection requirements needed for ongoing monitoring of the Program and for
evaluation purposes are identified in Section §. Section 5 aiso presents data gaps and
anticipated data challenges. The proposed approach for the future evaluation of the SBL

O
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Program is discussed in Section 6 including timing, methodology options, anticipated evaluation
issues and challenges, critical path to the evaluation and expected costs.

1.2 Objectives and Scope of the Framework

The objective of the evaluation framework is to ensure that the ensuing evaluation of the Small
Business Loans Program uses an appropriate approach, and provides useful and credible
results. The development of the framework also helps to ensure that any information
requirements which are not currently in place can be developed and established prior to the
evaluation. The framework focuses on all elements of the Program and has been prepared in
accordance with Treasury Board requirements.

The framework includes the following elements:

. compaosite program profile;

. potential evaluation issues;

. performance indicators for use in tracking program performance in the key results areas
and for evaluation purposes;

. data collection requirements (on an ongoing basis and for evaluation purposes), data
gaps and challenges;

. possible evaluation options;

. anticipated evaluation challenges; and

. estimated costs per option of conducting the future evaluation of the Small Business
Loans Program.

1.3 Methodology for the Framework

The methodology used to develop this framework included a comprehensive review of the
literature, past reviews, evaluation studies, files and data banks on the SBL Program. The list of
documents and studies reviewed are presented in Appendix B.

O
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A total of thirty-four interviews were also conducted with representatives from the federal
government, associations, lending institutions delivering the Small Business Loans Program and
SBL Program borrowers. The majority of interviews (26) were done in-person in Ottawa,
Montreal and Toronto. Exhibit 1, below, provides an overview of the number of interviews
conducted by group and location . The complete list of organizations represented by the

interviewees is presented in Appendix C.

Exhibit 1 - Interview Breakdown

interview Group Location Number of Interviews
Industry Canada, SBL Ottawalin-person 5
Administration
(6 representatives)
Industry Canada, Entrepreneurship Ottawa/in-person 2
and Small Business Office (3
representatives)
Industry Canada, Industry Portfolioc | Uttawalin-person & telephone 1
l(6 representatives) conference
Industry Canada, Controller Branch Ottawa/in-person 1
|(3 representatives)
Office of the Auditor General's Ottawalin-person 1
Office
(2 representatives)
Treasury Board Ottawa/in-person 1
Secretariat/Department of Finance
|(4 representatives)
House of Commons Standing Ottawa/in-person 1
Committee on Industry
(2 representatives)
Senate Committee Standing Ottawa/in-person 1
|Committee on Banking, Trade and
Commerce
|Lending Institutions delivering SBLs | Ottawa/in-person, Montreal/in- 11
' person, Toronto/in-person,
Edmonton/telephone
Associations Toronto/in-person 2
JAcademic . Ottawa/in-person 1
SBL Program Borrowers B.C., Ontario, Quebec, 7
N.S./telephone
otal 34
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Interviewees were asked to identify the main evaluation questions that should be examined
during a future evaluation of the SBL Program and to identify potential performance indicators
for each of them, as well as associated data sources. Representatives were also asked to
identify the key performance indicators needed to monitor the activities of the Small Business
Loans Program on an ongoing basis. Representatives from the Small Business Loans
Administration and lending institutions delivering SBLs were specifically asked about the type,
frequency and method by which they collect information on the SBL Program. SBL borrowers
were asked to identify potential evaluation issues, and about their willingness to participate in a
future evaluation and to provide additional information at the time of their application for an SBL
loan. The interview guides used for the interviews are presented in Appendix D.
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2.0 Program Profile - Small Business Loans Program

This section provides a description of the context in which the Small Business Loans (SBL)
Program was developed and has evolved over its 37-year history. The purpose of the program
profile is to provide a common understanding of the SBL Program as a basis for the evaluation
framework. A general description of the environment in which the SBL Program exists is
provided. As well, a detailed description of the current program and its various elements,
objective, resources, outputs, and impacts is included.

21 Program Environment

Launched in 1961, the Small Business Loans Program was designed to assist small- and
medium-sized enterprises (SMEs) in gaining access to business credit. Thirty-seven years later,
the primary objective of the program remains unchanged: to increase the availability of loans for
the establishment, expansion, modemization and improvement of small business enterprises by
providing loan guarantees to private sector lending institutions. Over almost four decades, the
environment in which the program exists has witnessed significant changes. Nevertheless, the
importance of the small business sector, in terms of the total number of businesses and in terms
of employment generated, has remained crucial to the Canadian economy.

Small business is recognized as one of the fastest growing segments of Canada’s economy. In
1997, approximately 75% of all businesses in Canada employed fewer than five people, and
97% of these had fewer than 50 employees (the upper limit most often used to define small
businesses). In 1996-97, small businesses created 81% of the new jobs in Canada, up from
70% the year before.! In 1979, small businesses accounted for 30% of total private sector
employment, by 1993, they accounted for 36%. During the same period, large firms (with 500 or

' Industry Canada, Small Business Loans Act: A Presentation to the House of Commons Standing

Committee on Public Accounts, February 1988.
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more employees) dropped from a 45% share to 41% share of total employment?. According to
the Auditor General's December 1997 report, by 1996, one out of every two Canadians was
employed in a small business.® It should be cautioned, however, that small businesses also
account for the majority of job displacements. Employment stability in SMEs is thus very
volatile.

According to a January 1998 survey by the Canadian Federation of Independent Business
(CFIB), small business owners are increasingly concerned with the availability of credit.*
Despite a positive upturn in the economy, lending worries have not eased over the iast decade.
in fact, 29% of business owners surveyed in 1997 indicated that access to capital is among their
most serious business concerns (see Exhibit 2, on the following page). However, Thompson
Lightstone and Company Limited have argued that based on 1996 and 1997 surveys, SMEs are
not as concerned with access to financing as is often hypothesized. In fact, they report that
“most small- and medium-sized businesses believe that they don't require any financial
institution funding and, as such, do not approach financial institutions for financing.” These
seeming contradictions in the findings likely arise from the different approach used to identify
concems (i.e., the CFIB survey uses close-ended answers whereas Thompson Lightstone and
Company Limited uses open-ended answers).

2 Canadian Federation of independent Business, Small Business Primer - The Majornity of
Canada'’s Businesses are Very Small, Aprii 1997,

3Report of the Auditor General of Canada to the House of Commons, Chapter 29 - Industry
Canada - Management of the Small Business Loans Program, December 1997.

4 Canadian Federation of independent Business, Credit Where Credit is Due: Results of CFIB
Survey on Credit Conditions in the Small and Medium-sized Business Sector, January 1998.

*Thompson Lightstone & Company Ltd., Small and Medium Sized Businesses in Canada: An
Ongoing Perspective of Their Needs, Expectations and Satisfaction With Financial Institutions, 1997.

&
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Exhibit 2 - SMEs Citing Concerns about Availability of Credit, 1984 to 1997
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Source: Canadian Federation of Independent Business, Credit Where Credit is Due: Results of CFIB Survey on Credit
Conditions in the Small and Medium-sized Business Sector, January 1998.

As interest rates are indicators of perceived risk, it is of no surprise that small businesses must
assume a much higher rate of interest than their larger counterparts. As Exhibit 3, on the

following page, highlights, it should also be noted that this gap has been widening over the last
decade. Higher interest rates for smaller firms make access to affordable capital problematic. It
is in this environment that the role of the federal government in supporting small business
access to financial credit is deemed important. The Small Business Loans Program is one of
several federal programs aimed at providing assistance to small businesses. For example, the
Business Development Bank of Canada also provides direct financing to small businesses and
provincial governments fund similar programs.
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Exhibit 3 - Average Loan Interest Rate Points above Prime, by Size of Firm

25 _

% above prime

0-4 5-19 20-49 5099 100+
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Source: Canadian Federation of independent Business, Credit Where Credit is Due: Results of CFIB Survey on Credit
Conditions in the Small and Medium-sized Business Sector, January 1998.

The rate of rejection on loan requests from small businesses is another significant indicator of
the difficulty that these businesses have in obtaining financing. According to the CFIB, over 11%
of formal loan requests by small businesses were turned down by financial institutions in 1997,

nearly 2% higher than the 9.3% rejection rate measured in 1987. Furthermore, according to this

organization, formal loan rejections represent only part of the total number of firms who need or
informally seek financing. Many receive insufficient funds and others, anticipating rejection by
the bank, do not even apply. As a result, it has been estimated that close to 30% of the SME
sector is under-financed. The CFIB believes that “part of the problem lies in the lack of any real
alternatives to the traditional banking sector for small business financing.” It believes that even
with the current SBL Program support, small businesses remain significantly under-funded.® On
the other hand surveys conducted by Thompson Lightstone and Company indicate that a stated
lack of need (by 80% of respondents) as opposed to a fear of turndown (by a mere six percent

SCanadian Federation of Independent Business, Credit Where Credit is Due: Results of CFIB
Survey on Credit Conditions in the Small and Medium-sized Business Sector, January 1998.

O
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of respondents) is the primary reason for not approaching a financial institution for financing.
Furthermore, “Canada'’s seven major banks approve 87% of the loan requests they receive from
small- and medium-sized businesses... Moreover, most of these (91%) are approved in full as
opposed to in part."’

2.2 Program Objective

The objective of the SBL Program stems from the Small Business Loans Act and has remained
essentially the same from the beginning: to increase the availability of loans for the
establishment, expansion, modemization and improvement of small business enterprises by
providing loan guarantees to private sector lending institutions.

Aside from the objective of increasing small business access to financing, expected impacts of
the program are the following:

. to minimize the negative effects of business cycle troughs;

. to encourage lenders to provide loans on reasonable terms to establish, expand,
modemize and improve SMEs by claiming part of the net losses of borrowers who
default on repayment of guaranteed loans; and

. to encourage an increase in efficiency and productivity of small businesses.

In 1995, Industry Canada introduced a condition of cost recovery to the SBL Program. A
number of policies have been developed to accomplish this goal. in 1993, the registration fee
was increased to two percent. In 1995, a one-and-a-quarter percent (1.25%) annual
administration fee on loans made after March 31, 1995 was imposed and the maximum interest
rate that ienders were pemmitted to charge on SBL Program loans was increased to prime plus
three percent. The Department’s loss sharing ratio was also reduced from 90% to 85%. While
the Auditor General has noted that the Program’s objective of increasing access to financing for
small business may be incompatible with achieving cost recovery, it has been asserted that the

"Thompson Lightstone & Company Ltd., Small and Medium Sized Businesses in Canada: An
Ongoing Perspective of Their Needs, Expectations and Satisfaction With Financial Institutions, 1997.
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main concem to small businesses is access to credit,® not price. Thus, while there are limits to
the fees and the interest rate the SBL Program can institute, credit-worthy firms have been
prepared to pay for loans. According to Industry Canada, achieving cost recovery over a period
of 10 years is a realistic goal.’

2.3 Description of the Program and Element Activities

In 1997, the SBL Program underwrote loans totalling some 20% of all loans under $250,000
made by commercial banks to small businesses in Canada. The average SBL Program loan
size was approximately $65,000. In fiscal 1996-97, loan insurance was provided to over 30,000
small businesses, representing business investments of $2 billion across Canada. These figures
are anticipated to remain stable in 1998-99."°

2.3.1 Program Administration Elements

Via the Industry and Senate Committees, Parliament is currentty respopsible for approving the
design of the Program, while the Small Business Loans Administration at Industry Canada is
responsible for ensuring compliance by the lenders and borrowers to the Act and the
Regulations. The Program is administered by over 1,500 third-party lenders (financial
institutions) who are responsible for granting the loans based on the commercial viability of the
proposal, the ability of the borrower to repay, and the legislated criteria of the program. Small-
and medium-sized enterprises are the borrowers and thus, beneficiaries of the program. The
Entrepreneurship and Small Business Office (ESBO) of Industry Canada participates in advising
and recommending to Parliament appropriate changes to the Act and the Regulations in order to

*The Small Business Working Committee, Breaking through Barriers, November 1994,

® Industry Canada, Small Business Loans Act: A Presentation to the House of Commons Standing
Committee on Public Accounts, February, 1998.

1% 5peaking notes for Kevin Lynch, Deputy Minister, Industry Canada, to the House of Commons
Public Accounts Committee, Ottawa, February 19, 1998.

o
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ensure that the objective of the program and the needs of SMEs are met. Finally, Industry
Canada and the Regional Agencies are required to report their program spending to Parliament.

As Exhibit 4, on the following page, illustrates, Industry Canada's role is virtually invisible from
the viewpoint of the small business owner seeking a loan. Businesses wishing to make
purchases of, and/or improvements to, the premises and equipment or to purchase land must
apply directly to any of the 13,000 branches of authorized private-sector financial institutions.
The private sector lender must evaluate the credit-worthiness of the customer according to its
own criteria, with the same diligence applied to any other loan application. if and when the credit
is extended, the lender must then submit the loan for registration with the SBL Program
administration at Industry Canada. Provided the application meets the eligibility requirements
and regulations of the SBL Program, the loan is registered.

If for any reason the loan is not repaid, the lender must take the usual steps to mitigate the loss.
Once the lender has taken all reasonable steps to do so, it submits a claim for the loan loss to
the SBL Program administration. The administration then audits the claim to ensure all proper
procedures were followed, and that the provisions and reguiations of the SBL Program were
complied with. For claims that are approved, the government currently absorbs 85% of the cost.
Approxximately 40% of all cases have been reduced or rejected.! Claims have been declined
for a variety of reasons, including, but not limited to, factors such as missing or inadequate
information, claim was not submitted within the time frame, total loans outstanding exceeded the
prescribed maximum, and loan was not registered/fee was not paid.

" Industry Canada, Small Business Loans Act: A Presentation to the House of Commons Standing

Committee on Public Accounts, February, 1998.
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Exhibit 4 - SBL Program Fiowchart

Loan
application Loan
made applicant
Loan registered
SIBL prog;a;m with SBL Lender
oan ma program
Loan repaid Loan defaulted Loan
applicant
Security .
liquidated
Claim made to
IC on SBL Lender
program loan
Ciaim paid (in
full or in part) Claim not paid Industry
Canada
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23.2 Program Activities

There are seven distinct parameters, or levers, which Parliament has established which affect
the costs and performance of the SBL Program. Each of these levers are interrelated and even
slight changes to one or more of them can have a dramatic impact on the uptake of the program.

They are:

. the loan-loss sharing ratio;

. a cap on claims;

. the percentage of the cost of eligible capital assets accepted for financing;
. registration and administration fees;

. the interest rate ceiling;

*  the maximum loan size; and

. the eligibility of firms determined by maximum annual sales.

The history of the SBL Program can be segmented into three separate phases which are
marked by changes to one or more of these levers. Before 1993, the Program was remarkably
stable and relatively modest. From 1993 to 1995, dramatic changes in the Program's
parameters led to exponential growth in loans. In 1995, the SBL Program administration
tightened the reins of the Program in order to brinQ it under control and implement a cost
recovery policy.

From 1961 to 1993, the government registered approximately $500 million worth of loans
annually. In the five years before 1993, average annual claims cost about $36 million.
However, a number of fundamental changes were made to the Program in 1993 which
broadened the eligibility cﬁtei'ia. increased the amount of financing made available and reduced
personal guarantee requirements. These changes led to an explosion in both the number of
loans and the total dollar value of those loans. The subsequent default rate and cost ballooned
proportionately. By 1995, the Program had grown eight-and-a-half fold in just two years.
Substantial re-engineering to restore the Program's stability was deemed necessary. The

O
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introduction of a one-time, two percent registration fee was implemented and the maximum
allowable interest rate was increased to prime plus three percent so that lenders could pass on
the costs to borrowers. A total of 78,000 firms have used the SBL Program to access financing
since the cost to borrowers was increased in 1995. Exhibit 5, helow, graphically presents the
results of the 1993 and 1995 changes. Exhibit 6, on the following pages. highlights the major
changes to the Program since its inception.

On March 31, 1998 Bill C-21, an Act to amend the SBL Program received Royal Assent. This
act extends the current lending period to March 31, 1999 and increases the aggregate lending
ceiling to $15 billion.

Exhibit 5 - Program Activities
s - 250
“
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.. ‘\ ~ 200
~
] - ~ 150
i £
2 S
ol ,. -~ 100 ¥ ‘
. - 50
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Forecast for 1997/98 fiscal year is
Fiscal Year based on actual figures to the end of
. the third quarter

Source: Industry Canada, Small Business Loans Act: A Presentation to the House of Commons Standing Committee on
Public Accounts, February, 1998.
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Exhibit 6 - Changes to the Small Business Loans Program and Resuliting Outputs

Changes

Outputs

1961

Creation of the Program

Program delivered by Department of
Finance

Chartered banks only eligible lenders
Maximum loan amount was $25,000

1970

Credit unions, caisses populaires and other
co-operative societies, trust, foan and
insurance companies became eligible to
lend

1971

Eligible small businesses defined as
generating less than 1 million in revenues
Maximum loan amount increased to
$50,000

1974

The Province of Alberta Treasury branches
were added as eligible lenders

1977

Eligible small businesses defined as
generating less than $1.5 million in
revenues

Maximum loan amount increased to
$75,000

1978

Depariment of Industry, Trade and
Commerce becomes responsible for the
program

1980

Maximum loan amount increased to
$100,000

1961-85

Program reiatively modest and stable

1985

Eligible smal! businesses defined as
generating less than $2 million in revenues
Introduction of a 1% registration fee

1985-93

Approximately $500 million in loans per year
Average annual claims cost about $36 million

1993

Eligible small businesses defined as
generating fess than $5 million in revenues,
firms in particular sectors (including the
professions) become newly eligible
Maximum loan amount increased to
$250,000

The percentage of financing permitted
increased to 100% from 80% on equipment
and 90% on land and buildings

Maximum rate of interest increased to
prime plus 1.75% from prime plus 1%
Govemment guarantee increased to 90%
from 85%

Registration fee increased to 2%

1993-95

Fundamental changes result in approximate
lending of 2.5 blllion per year in 1993-94

$4.4 billion in annual lending in 1994-95
One-third of value of all loans made under
program’s 37 years made in two years
Instability and unpredictability ensues

High default rate occurs on much larger loans
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Changes

Qutputs

1995

The percentage of financing permitted was
reduced to 90% for loans made after
December 31, 1995

Maximum interest rate increased to prime
plus 3%

Annual administration fee of 1.25% of the
outstanding balance on a loan was
introduced

Govemment guarantee for lenders reduced
to 85% for loans made after December 31,
1995

Cost recovery strategy implemented

1995-97

Total lending cut in haif to $2.2 billion in 1995~
96

Lending approximately $2 billion annually
thereafter

1996

Administrative changes focus on efficiency
of delivery

Lenders Guidelines introduced to provide
explicit directions to lenders

New loans forecasting techniques
developed

1997

Aggregate lending ceiling increased from
$12 to $14 billion
Comprehensive program review launched

1998

.

Bill C-21 passed - extends lending period to
March 31, 1999

Aggregate lending ceiling increased to $15
billion

1896-98

Loan processing time cut from 90 to 30 days,
interest costs cut accordingly
Program continued to March 1989

Source: Report of the Auditor General of Canada to the House of Commons, Chapter 29 - Industry Canada -
Management of the Small Business Loans Program, December 1997. Outcomes from the Industry Canada, Small
Business Loans Act: A Presentation to the House of Commons Standing Committee on Public Accounts, February 1998.

2.4 Program Logic Model

A proghm logic model has been developed and is graphically presented in Exhibit 7 on the

following page. The logic model is designed to communicate the main characteristics of the

program and to provide the context in which it is administered. The visual presentation of the

logic model enables the evaluator to better understand the program and the linkages between

the various elements. Program elements have been separated into those relating to Industry

Canada and those relating to lending institutions.

—




Exhibit 7 - Program Logic Model

Actlvities Outputs UsersiClients/Lenders/ Direct Outcomes Ultimate Impacts
{How?) (How?) Beneficiarles {(What do we want?) (Why?)
(Who? Where?)

industry Canada Industry Canada Primary Targets Borrower Extent to which SBL Program
¢  Program *  Numberofloans | (clients) *  Increase in access lo credit | iS perceived to contribute to

management registered «  Borrowers - SMEs +  Loan meets SME needs for | SME performance factors
*  Registration of +  Value of claims with revenue up to access o tenm/debt suchas:

loans paid out $5 million annually financing . netincrease in
*  Claims auditing *  Increase in expenditures employment

Lender Delivery Agents on premiges, equipment& |*  netincreasein

Lender . Value of loans . Authorized financial land . pmxjuctlwly ) )
o Client management provided Institutions . Increased awareness and net increase in sma
+  Financial «  Value of loans understanding of SBL bus[nesses created

evaluations repaid Other Stakeholders Program . inet lnlcrea?e in business
*  SBL Program loan . CFB *  Increased knowledge nvestment

applicalions . CBA regarding obtaining aloan | ° net increase in sales
»  Business loans «  Other stakeholders and developing relations and profits |

administration with lenders . net increase in product |
e ClaimstolICon *  Service satisfaction with conception

SBL Program loans lending institutions *  netincrease in exports |
+  Security *  netincrease in |

liquidations Lender production costs |

Increase in lending activity
Increased awareness and
understanding of SBL
Program .
Increased knowledge
regarding lending to SMEs
and SME profiles

Service satisfaction with
SBL Program management

. increase in netloan |
activity

. improved relations
between lenders and
borrowers
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2.5 Program Resources

Before 1993, the SBL Program cost taxpayers approximately $36 million per year, not inciuding
program revenues and the additional tax revenue generated by newly created jobs. As Exhibits
5 and 6 on pages 14 to 16, respectively, indicate, from 1993 to 1995, significant changes in the
program's regulations resulted in a drastic increase in the value of lending from $500 million
annually to $2.5 billion in 1993-94 and $4.4 billion in 1994-85. With the sheer volume of defaults
which followed, commencing some two years later, coupled with the increase in the average
loan size, gross program costs have risen drastically, to about $241.8 million in 1997-98." The
total amount of guaranteed loans outstanding at March 31, 1997 was $6 billion. Of this, the
govemment's contingent liability was $1.4 billion."?

In fiscal year 1996-97, the SBL Program empioyed 35 FTE's with a $2.3 million administrative
budget.’ While the program is moving towards fulfilling its objective of cost recovery, itis
uncertain whether this will be achieved under the present fee structure and loss-sharing ratio.
Exhibit 8, on the following paqe, details the claims paid as well as the loan recoveries and
registration fees received since 1961. '

12 |ndustry Canada, Small Business Loans Act: A Presentation to the House of Commons Standing
Committee on Public Accounts, February, 1998.

'3 Report of the Auditor General of Canada to the House of Commons, Chapter 29 - Industry
Canada - Management of the Small Business Loans Program, December 1997,

'4 Report of the Auditor General of Canada to the House of Commons, Chapter 29 - Industry
Canada - Management of the Small Business Loans Program, December 1997.

O
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Exhibit 8 - SBL Program Record of Claim Payments,
Recoveries and Receipt of Fees, 1961-1997

Period Claims Paid Prior Year Loan Total of Claims less
Recoveries $ |Registration Fee| Recoveries less
Claims Gross § Recoveries $ Income $ Fees $

1961-34 3,246 61,142,409 - (590,366) - 60,552,043
1985 1,533 29,079,005 - (670,000) - 28,409,005
1986 1,884 44,454,693 (21,453) (592,178) (7,101,331) 36,739,731
1987 1,524 37,331,898 (265,133) (507,944) (7,172,167) 29,386,654
1988 1,457 35,379,304 (327,051) (1,102,547) (6.639,065) 27,310,641
1989 1,436 32,675,582 (439,108) (1,004,661) (6,887,911) 24,343,902
1980 1,224 33,562,975 (611,442) (1,364,747) (5.545,077) 26,041,709
1991 1.556 33,653,689 (366,713) (1,728,699) (4,179,079) 27,379,198
1992 1,927 46,424 478 (500,101) (1,662,939) (3,931,874) 40,329,564
1993 1,826 45,942,577 (757,335) (1,733,171) (4,755,773) 38,696,298
1994 1,376 32,916,740 (437,618) (1,939,182) (47,081,663) (16,541,723)
1995 1,015 24,092,391 (129,728) (1,498,922) (78,307,287) (55,843,546)
1996 2,003 65,984,760 (116,132) (1,257,146) (53,598,465) 11,013,017
1997 3,822 151,238,855 (79,632) (818,618) (40,086,617) 96,489,656*
Total 25,829 673,879,356 (4.051,446) (16,471,120) | (265,286,309) 374,306,149

*The 1997 total includes a new $13,764,332

in loan administration fee income.

Source: Industry Canada, Small Business Loans Act Annual Report on Operations for the 12-month period ended March

31, 1997.

A steady increase in claims on defaulted loans has followed the exponential growth in loans

since the program was altered in 1993. Claims are expected to peak in Fiscal Year 1997-98,
after which are expected to decline in line with the falling post-1994 lending levels. From 1993
to 1997, a total of 8,217 claims were paid, amounting to a cost of $274 million, which was
partiaily off-set by $233 million in fees collected during the period. One-half of the claims were
from loans made in 1986-97 and one-third from 1993-94, with nearly 75% of the value of claims
being for loans made to new businesses.’ - '

'S Industry Canada, Small Business Loans Act Consultation Paper, prepared for the
Entrepreneurship and Small Business Office, December 1997,
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2.6 Program Operational Outputs

Exhibit 6, on pages 15 and 16, highlighted a number of outputs that were generated as a result
of program changes. Since 1961, more than 493,000 SBL Program loans totalling $20.2 billion
have been made. In 1997-98 over 30,000 SMEs were expected to access $2 billion through the
Program. Exhibit 9, below, below indicates the total lending made under the SBL Program from
April to December, 1997 and the total 1997 figures.

Exhibit 9 - SBL Program Lending Classified by Category and by Province on the
Basis of the Loan Made Date for Nine Months Ending December 1, 1997

Province SBL Program Lending
April to December, 1997
Number Amount $

British Columbia 1,769 $125,650,395
Alberta 2,086 $150,354,113
Saskatchewan 1,024 $57,371,509
Manitoba 515 $32,756,316

1 Northwest Territories 22 $1,824,382
Yukon ) 28 $1,981,113
Ontario : 5,437 $412,693,165
Quebec 7,018 $413,898,202
New Brunswick 567 $36,244,981
Nova Scotia 622 $36,920,898
Prince Edward Island 133 $6,842,390
Newfoundland 361 $21,711,355
Total (9 months) 19,582 $1,298,248,819
Annual Total ] 30,765 $1,999,607,516

Source: Industry Canada, Small Business Loans Administration: Information, ?ebmary 16, 1998.
Note: The Small Business Loans Act provides a iender up to one full year after the Loan Made Date to submit a business
improvemnent loan for registration

O
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2.7 Program Impacts

SBL Program loans have largely been targeted towards new and early-stage small businesses.
From 1988 to 1997, fully 38% of new loans were issued to these businesses through the SBL
Program. A further 20% were made to businesses that had been in existence for less than three
years.' A total of 177,000 new SBL Program loans were extended in the last four years for
small businesses with an average of 37 jobs created for every million dollars of lending, or about
2.4 jobs created per loan. This figure represents nearly 35% of all SBL Program loans made
since the existence of the Program. The figure is derived from estimates made directly by
borrowers when submitting their application for an SBL Program loan. It is important to stress
that this figure is only an estimate provided by bofrrowers. The Auditor General estimated the
figure to be closer to seven jobs per million dollars of lending. However the econometric study
from which this number is derived provides a wide range of job estimates. Industry Canada also
commissioned a survey of 700 borrowers in 1996 and found that 3.9 jobs were reported to have
been created per loan, or about 59 jobs per million dollars of lending."

It should be noted that calculating the impacts on jobs is extremely problematic. First of all, the
figures generated come from historical estimates provided by the borrowers at the time of the
loan application, not from an independent third party. These are inherently rough estimates
because they represent incremental jobs borrowers anticipate to generate as a resutt of the loan,
not what did occur as a result. Secondly, the econometric models used to support the estimates
are based on assumptidns regarding the number of loans which may have been made in the
absence of the SBL Program and are thus necessarily subjective.

'® Industry Canada, Small Business Loans Act Consultation Paper, prepared for the
Entrepreneurship and Small Business Office, December 1997,

' Industry Canada, Small Business Loans Act: A Presentation to the House of Commons Standing
Committee on Public Accounts, February 1998. Auditor General job figures derived from Informetrica,

SBLA - Economic impacts, 1984.
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3.0 Evaluation Issues

This section describes the five main issues to be examined at the time of the evaluation and lists
the specific evaluation questions to be addressed under each issue. The main evaluation issues

are as follows:

. rationale - is there an ongoing need for the Small Business Loans Program?

. results - to what extent is the SBL Program objective being achieved? What expected
and unexpected impacts have resulted from the Program? How have small businesses
benefitted from the Program?

» - program structure and activities - how effective and efficient is the Small Business Loans
Program?

» altematives - are there altemative ways of achieving the Program'’s objective?

. other - what have been the effects of program changes on the performance of the Small

Business Loans Program?

Each of the above issues is discussed briefly in the remainder of this section and is
accompanied by a list of relevant evaluation questions. The reader is referred to the Glossary of
terms, found in Appendix A, for a definition of some of the terms presented in this section.

3.1 Rationale

In a broad sense, the issue of rationale examines whether there is an ongoing need for the SBL
Program, given the financing needs of small businesses and the evolving Canadian economic
context. The specific evaluation questions related to the issue of rationale are the following:

1.1 Is the objective of increasing the availability of loans to small businesses still relevant
today? '

1.2 To what extent is the SBL Program meeting the actual financing needs of small
businesses?

O
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3.2 Resuits

The resuits issue examines the extent to which the Program'’s objective is being achieved and
the extent to which it is accessible, and assesses the impacts and resuits of the Program
(expected and unexpected). In addition, its progress towards cost recovery is assessed. The
specific evaluation questions to be examined under this issue are the following:

2.1 To what extent are loans made under the SBL Program incremental?
22 To what extent is financing under the SBL Program accessible?

2.3 To what extent has the SBL Program had an impact on financial institutions’ lending
practices?

2.4 What impacts, if any, does the SBL Program have on job creation/maintenance/
displacement within the borrowing firm?'® What are the related costs and benefits?
What impacts, if any, does the SBL Program have on job creation/maintenance/
displacement outside of the borrowing firm?

25 What impacts, if any, does the SBL Program have on the perforrnance of small
businesses? .

26 To what extent is the SBL Program progressing towards cost recovery?

3.3 Program Structure and Activities

The purpose of this evaluation issue is to assess the effectiveness and efficiency of the Program
in a number of areas (e.g., management, visibility, clarity, duplication and complementarity with
other similar programs). The specific evaluation questions to be examined include the following:

3.1 To what extent is the Program managed in an efficient and cost-effective manner by the
SBL Program Administration and lenders? Can the Program be modified to increase the
efficiency and effectiveness of its management?

'® Please refer to Appendix A, Glossary of Terms, for definitions of job
creation/maintenance/displacement.
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3.2 To what extent are small businesses aware of the SBL Program? To what extent are SBL
Program borrowers aware that they are participating in the SBL Program? To what extent
are SBL Program borrowers aware that their loans are guaranteed by the federal
government?

3.3 To what extent are the SBL Act and Regulations clearly understood by lenders? To
what extent are the Act and Regulations applied by lenders?

34 To what extent does the SBL Program duplicate or complement other programs (e.g.,

other programs offered by the federal government/agencies, the private sector,
provincial govemments)?

3.4 Alternatives

This evaluation issue examines whether there would be alternative, more effective ways of
achieving the Program's objectives. The relevant evaluation questions are the following:

4.1 Is there still a need for the federal government to be invoived in the SBL Program?
Should another entity play a role in the management of the Program?
4.2 Are there altemative ways of delivering the SBL Program to better meet its objective?
3.5 Otherlissues
%

The effects and impacts of any program changes would be examined under other issues. The
specific evaluation questions to be answered are the following:

5.1 To what extent have program changes impacted SBL Program uptake?

5.2 What have been the other impacts of the changes made to the Program?
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4.0 Program Performance Indicators

Performance indicators can be defined as quantifiable expressions of those program elements
that are to be subject to measurement.'® Accordingly, performance indicators for the SBL
Program should provide relevant and sufficient information on the key performance aspects of
the Program to address Parliamentary accountability requirements, and support Industry
Canada in the day-to-day management of the Program and lending institutions in their day-to-
day delivery of the Program. The identification of performance indicators would also address
some of the Auditor General's concerns as expressed in its December 1997 report. Section 4.1
presents the key performance indicators that are required for regular reporting on the
performance of the Program.

Additional performance indicators on the SBL Program should provide information to answer the
evaluation questions identified in Section 3 related to the Program'’s rationale, its expected and
unexpected impacts and results, its structure and activities, and alternative delivery options.
Section 4.2 presents the additional performance indicators that are required for the future
evaluation of the Program. Data collection requirements associated to the performance
indicators are presented in Section 5.

41 Performance Indicators for Regular Monitoring of the Program in Key
Areas '

Exhibit 10, on the following page, presents the perforf;tance indicators that have been
identified as the key sources for regular reporting on the performance of the SBL Program in key
areas. We consulted with the interviewees when developing these indicators, including the
Office of the Auditor General and Treasury Board, to ensure they met their needs. ftis
recommended that Industry Canada consider reporting on these performance indicators
on an annual basis through, for example, the SBLA Annual Report. This will assist in
ensuring that Parliamentarians, lending inétitutions, senior program and department managers,

*Hudson, Mayne, Thomlison, Action-Oriented Evaluation in Organizations, P: 131, 1992.

O



Exhibit 10* - Performance Indicators for Regular Monitoring of the Program in Key areas

Key Areas

Performance Indicators

Issue 2: Results - To what extent Is the Small Business Loans Program objective 'bolng achleved? What expected and unexpected impacts have resulted
from the Program? How have small businesses benefitted from the Program?

2.1

To what extent are loans made under the SBL
Program incremental?

value and maturity term of SBL loans made compared to non-SBL loans

average price (inlerest rate & fees) of SBL loans relative o non-SBL loans

extent to which SBL loans are made to certain types of small businesses (e.g., specific sectors, professions,
age of business) compared to non-SBL loans

2.2 To what extent is financing under the SBL * level of loan activity
Program accessible?
2.4 What impacts, if any, does the SBL Program + extent lo which SBL borrowers create, mainlain or displaca jobs in their own firms as a resutt of obtaining an

have on job creation/mainlenance/
dispiacement within the borrowing firm?®
What are the related costs and benefits?
What impacts, if any, does the SBL. Program
have on job creation/maintenance/
displacement outside of the borrowing firm?

SBL loan

extent to which SBL borrowers create, maintain or displaca jobs in other firms (e.g., suppliers, competitors) as
a result of oblaining an SBL loan

SBL claim costs per job created

25

What impacts, if any, does the SBL Program
have on the performance of small
businesses?

extent to which the loans made under the SBL Program are perceived to contribule to SBL borrower
performance as indicated by factors such as:

. net increase in productivity

net reduction in production costs

net increase in exports

net increase in business investment

net increase in sales and profits

net increase in research & development

net increase in product conception

rate of business failures by SBL borrowers compared to small businesses in general

26

To what extent is the SBL Program
progressing towards cost recovery?

extent to which actual SBL Program revenues cover claim costs over ten years

# The information in this table is drawn from the Small Business Loans Program Evaluation Framework presented in Appendix E.
2! Please refer to Appendix A, Glossary of Terms, for definitions of iob crealion/maintenance/displacement.




Key Areas Performance Indicators

Issue 3: Program Structure and Activities - How effective and efficlent is the Small Business Loans Program?

3.1 Towhat extent is the Program managedinan | =  extent o which SBL claim costs are decreased by timely payment of claims by the SBL Administration

efficient and cost-effective manner by the « extent to which decisions on claims are made in a timely, effective and consistent manner by the SBL

SBL Program Administration and lenders? Administration (e.g., decisions based on minor technical issues, such as lender's signature missing versus

Can the Program be modified to increase the significant due diligence issues, such as purpose of loan not eligible)

efficiency and effectiveness of its »  extent {o which loan and claim registrations are presented in a timely manner by lenders

management? *  extent to which loan activities are monitored (e.g., review of bad loans, sample audits of lender loan portfolio)
5.t To what extent have program changes «  extent to which the number of Program loans have increased/decreased following any changes made to the

impacted SBL Program uptake? Program
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and other relevant associations receive sufficient information on the performance of the Program
on a regular basis. For consistency, these performance indicators have been grouped
according to the evaluation presented in Section 3. ‘

4.2 Performance Indicators for Evaluation Purposes

Exhibit 11, on the following pages, presents the additional performance indicators that have
been identified as the other key measures that need to be examined at the time of a future
evaluation of the SBL Program. Apart from reporting on the performance indicators identified in
Section 4.1 on an ongoing basis, the following performance indicators will need to be reported
upon approximately every three to five years.

Different methods and data sources will be required to report on the performance indicators for
Program results in key areas as identified in Exhibit 10, on the previous page, and those
required for evaluation purposes as presented in Exhibit 11 on the following pages. Depending
on the nature of the performance indicators, qualitative and/or quantitative methods will need to be
used. Section 6.0 discusses in detail the different methodologies and options for reporting on the
performance indicators.

.
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Exhibit 112 - Additional Performance Indicators for Evaluation Purposes

Key Evaluation Issue Performance Indicators

Issue 1: Rationals - Is there an ongoing need for the Small Business Loans Program?

1.1 Is the objective of increasing the availability of loans to . extent to which small businesses identify financing as an issue of concern

small businesses still relevant today? . extent to which the SBL Program meets any small business financing gaps
1.2 Towhat extent is the SBL Program meeting the actual . extent to which the SBL Program provides the level of financing needed by small businesses
financing needs of smafl businesses? . extent of gap between the types of loans needed by small businesses and those eligible under
the SBL. Program

issue 2: Results - To what extent is the Small Business Loans Program objective being achisved? What expected and unexpected Impacts have resulted
from the Program? How have small businesses benefitted from the Program?

2.1 Towhat extent are loans made under the SBL Program | - proportion of SBL loans that are fully incremental (floans that would not have been made in the
incremental? absence of the Program), partially incremental (loans that would have taken place but not under
the same conditions (e.g., loan price, loan value, maturity term)), and not at all incremental
(loans that would have been made in the absence of the Program)

. expected impacts of abandoning the SBL Program on the ability of small businesses to obtain
loans

. extent to which lenders are perceived to bs delivering the SBL Program to reduce their risks on
loans that they would have provided regardless of federal government guarantees

. extent to which SBL borrowers are perceived to be higher risk than non-SBL borrowers

. extent to which small businesses with profiles similar to SBL Program borrowers obtain non-SBL
loans

. extent to which SBL borrowers perceive that they would not have received a loan if the SBL
Program did not exist

. extent to which firms at risk of business failure receive SBL loans

2.2 Towhat extent is financing under the SBL Program . extent to which Program eligibility, conditions and price (i.e., interest rate & fees) are perceived
sccessible? to have an impact on access to loans
. extent to which small businesses have access to the SBL Program

2 The information in the table is drawn from the Small Business Loans Program Evaluation Framework presented in Appendix E.




Key Evaluation Issue

Performance Indicators

2.3 Towhat extent has the SBL Program had an impact on
financial institutions' lending practices?

extent to which lenders are perceived to be practicing the same level of due diligence when
reviewing SBL loan applications as they are for non-SBL loans

extent to which lenders are perceived to maximize realizations for SBL loans relative to non-SBL
loans

extent to which legislated fee and interest rate levels are perceived to impact lenders’ decision to
make loans under the SBL Program

extent to which the SBL claim process is perceived to impact lenders' decisions to make loans
under the SBL Program

extent to which the rate at which SBL claims are reduced or declined is perceived to impact
lenders’ decisions to make foans under the SBL Program

2.5 What impacts, if any, does the SBL Program have on
the performance of small businesses?

rate of business failures by SBL borrowers compared to small businesses in general

26 Towhat extent is the SBL Program progressing
towards cost recovery?

extent to which lenders maximize Program loan realizations

issue 3: Program Structure and Activities - How effective and efficlent is the Small Business Loans Program?

3t To what extent is the Program managed in an
efficient and cost-effective manner by the SBL
Program Administration and lenders? Can the
Program be modified to increase the efficiency and
effectiveness of its management?

extent to which SBL loans are registered and claims are processed in an efficient and cost-
effective manner by the SBL Administration (e.g., use of paper forms, duplication of information
requested on more than one form, time taken to submit and process requests)

extent to which the SBL Program is set-up to collect relevant information and use it in a timely
manner

extent to which performance measures are used for ongoing monitoring of the SBL Program
and for reporting results to senior management

SBL Program management costs (FTEs, operations and maintenance) relative to management
costs for other similar programs

3.2 Towhat extent are small businesses aware of the SBL
Program? To what extent are SBL Program borrowers
aware that they are parlicipating in the SBL Program?
To what extent are SBL Program borrowers aware that
their loans are guaranteed by the federal government?

level of awareness by SBL borrowers that their loan is a SBL loan

extent to which SBL borrowers are aware that the Government of Canada is the guarantor of
their loans

level of awareness of Program among small businesses

extent to which lenders promote the SBL Program

extent to which the federal government and agencies promote the SBL Program

33 Towhat extent are the SBL Act and Regulations clearly
understood by lenders? To what extent are the Act
and Regulations applied by lenders?

perceptions regarding lenders’ understanding of the SBL Act and Regulations

; 34  Towhat extent does the SBL Program duplicate or

t complement other programs (e.g., other programs
offered by the federal government/agencies, the private
sector, provinclal governments)?

number of programs with similar objectives

exient to which other loan programs target the same users as the SBL Program
number of programs with similar eligibility criteria

extent to which the SBL Program meets any financing gaps




Key Evaluation issue Performance Indicators

Issus 4: Alternatives - Are there slternatives ways of achieving the Program’s objective?

4.1 Is there still a need for the federat govemment to be . extent to which the SBL Program Is expected to be viable in the absence of federal government
involved in the SBL Program? Should another entity involvement in the management of the Program
piay a role in the management of the Program?

4.2 Are there altemative ways of delivering the SBL . feasibility of SBL Program delivery options
Program to better meet the Program’s objective?

issue 5: Other - What have been the effects of program changes on the performance of the Small Business Loan Program?

5.1  To what extent have program changes impacted SBL | exient to which the number of Program loans have increased/decreased following any changes
Program uptake? made to the Program

5.2 What have been the other impacts of the changes . perceived impacts of Program changes
made to the Program?
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5.0 Program Data Coliection Requirements

The previous section identified the performance indicators that should be implemented to meet
the information needs of the various SBL Program stakeholders. An important element of
success to reporting on the performance indicators is the data that contain information about the
performance indicators. A number of different methods (e.g., surveys, interviews with federal
government representatives and lenders, and information compiled in the Small Business Loans
Administration databases) can be used as data sources to report on the performance indicators.
However, the frequency and the source of data will vary depending on the type of data readily
available and whether the data is required for regular monitoring of the Program or to answer
questions for evaluation purposes. Data required for regular reporting on Program key areas of
performance will need to be collected and documented on a regular basis. Data required to
answer additional evaluation questions will only need to be collected at the time of the
evaluation. Section 5.1 presents the data that should be collected on a regular basis and at the
time of the evaluation. To successfully collect the data required, certain data gaps and
challenges will need to be addressed by Industry Canada. Section 5.2 discusses these gaps
and challenges. ‘

5.1 Data Collection for Reporting on Key Areas of Performance and for
Program Evaluation Purposes

Exhibit 12, on the following pages. presents the' data on the SBL Program's performance that
should be collected on a regular basis and/or at the time of the evaluation. The table identifies
the corresponding data sources, whether they are required for the purpose of ongoing reporting
on key areas of performance and/or for a program evaluation, and at what frequency they need
to be compiled. It is recommended that SBL Program data required for reporting on key
areas of performance be collected on an annual basis and that data on non-SBL loans
made to small businesses be collected every two yeérs for comparison purposes. This
will ensure that sufficient data is available on SBL loan activities and that data on non-SBL loans
is available without imposing a significant burden on the part of Industry Canada, in terms of

O




Exhibit 12 - Data Collection Requirements

Data Potential Data Sources/Msthods Purpose Freguency
¢ Level of demand for financing from Document and literature review Program Evaluation At the time of the
small businesses (SBL borrowers and {e.g., CBA/Thompson and evaluation

non-SBL small businesses) by:
purpose of loan (e.g., premise
alterations, land, squipment, working
capital), sector (e.g., traditional,
knowledge-based), business profile
(e.g., business age, revenues,
owner’s age) and region

Lightstone annual survey &
Business Credit Statistics, CFIB
Survey conducted every three
years, Stalistics Canada Micro-
economic analysis)

Survey of SBL borrowers and non-
SBL small businesses

Issue 1;: Ralionale

1.1 Is the objective of increasing the availability of ioans to
small businesses still relevant today?

1.2 To what extent is the SBL Program mesting the actual
financing needs of small businesses?

¢ Number and valua of SBL and other
loans made to small businesses by:
purpose of loan (e.g., premise
alterations, land, equipment), sector
(e.g., traditional, knowledge-based),
borrower profile (e.g., business age,
revenues, ownership structure,
owner's age, profession) and region

Note: For Issue 3.4, this data needs fo be
collecled for other loan programs at the
time of the evaluation

Document and literature review
(e.g., CBA/Thompson and
Lightstone annual survey &
Business Credit Statistics, CFIB
Survey conducted every three
years, Statistics Canada Micro-
economic analysis )

SBLA dajabases

Survey of SBL borrowers and non-
SBL small businesses

Key Area of Performance
Issue 2: Results

2.1 To what extent are loans made under the SBL Program
incremental?

Annually for SBL
loans

Every two years for
non-SBL loans
made to smali
businesses

Program Evaluation
Issue 3: Program Structure and Aclivities

3.4 To what extent does the SBL Program duplicate or

complement other programs (e.g., programs offered by the
federal govemmant/agenciss, the private sector, provincial

govemments)?

At the time of the
evaluation

Program Evaluation
Issue 5: Other

5.1 To what extent have program changes impacted SBL
Program uplake?

Prior lo Program
changes and on an
annual basis for
SBL loans

#The Information in this table is based on the Small Business Loans Program Evaluation Framework presented in Appendix E.
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Data

Potential Data Sources/Methods

Purpose

Frequency

Average term of maturity of SBL and
non-SBL ioans made to small
businesses by: purpose of loan (e.g.,

SBLA databases
Survey of SBL borrowers and non-
SBL small businesses

Key Area of Performance

Issue 2: Resulis

Annually for SBL
loans

premise alterations, land, equipment), Longitudinal database of SBL Every two years for
sactor (e.g., traditional, knowledge- borrowers and sample of 2.1 To what extent are loans made under the SBL Program non-SBL loans
based), borrower profile (e.9., benchmark small businesses incremental? (e.g., proportion that are fully Incremental - | made to small
business age, revenues, ownership foans that would not have been made in the absence of businesses
structure, profession) and region the Program, proportion that are partiaily incremental -

foans that would have taken place but not under the same

conditions [loan price, loan value, maturity term})
Average price (interest rate & fees) of SBLA databases Key Area of Performance Annually for SBL
SBL and non-SBL loans made to Interviews with federal loans
small businesses by: purpose of loan govemment/agency Issue 2: Results

{e.g., premise alterations, land, representatives, lenders and Every two years for
equipment), sector (0.9., traditional, associations 2.1 To what extent are loans made under the SBL. Program non-SBL loans
knowledge-based), borrower profile Case studies on SBL borrowars incremental? made to small
{e.g., business age, revenues, and non-SBL small businesses 2.2 To what extent is financing under the SBL Program businesses
ownership structure, profession, Survey of SBL borrowers and non- accessible?
owner's age) and region, ruralurban SBL small businesses
Longitudinal database of SBL
borrowers and sampie of
benchmark small businesses
SBLA databases
Program Evaluation At the time of the
evaluation
Issue 2: Results
2.3 To what extent has the SBL Program had an impact on
financial institutions’ lending practices?
Proportion of SBL claims reduced or SBLA databases Program Evaluation Al the time of the
declined evaluation
Issue 2; Results
2.3 To what extent has the SBL Program had an impact on
financial institutions’ lending practices?
Estimated number of jobs created by Survey of SBL borrowers Key Area of Performance Annually and at the

SBL borrowers by: purpose of loan
{e.g., premise alterations, land,

" equipment), sector (e.g., traditional,
knowiedge-based), region and
business age

Longitudinal database
Case studies of SBL borrowers

Issue 2: Results

2.4 What impacts, if any, does the SBL Program have on job
creation and maintenance and job displacement by SBL
borrower technology? What are the related costs and
benefits?

of the evaluation




Data Potential Data Sources/Methods Purpose Frequency
SBL claim costs per job created » SBLA databases Key Area of Performance Annually
Issue 2: Results
2.4 What impacts, if any, does the SBL Program have on job
creation and maintenance and job displacement by SBL
borrower technology? What are the related costs and
benefits?
Estimated number of spin-off jobs * Survey of SBL borrowers - Key Area of Performance Annually and at the
attributed to SBL. borrowers e Case studies of SBL borrowers time of the
Issue 2: Results evaluation
2.4 What impacts, if any, does the SBL Program have on job
creation and maintenance and job displacement by SBL
borrower technology? What are the related costs and
benefits?
Estimated number of jobs displaced |+ Survey of SBL borrowers Key Area of Performance Annualiy and at the
by SBL borrower technology within s Case studies of SBL borrowers time of lhe
their own organization Issue 2: Results evaluation
2.4 What impacts, if any, does the SBL.  Program have on job
creation and maintenance and job displacement by SBL
borrower technology? What are the related costs and
benefils?
Estimated number of jobs maintained | Survey of SBL borrowers Key Area of Performance Annually and at the
by SBL borrowers within their own e Case studies of SBL borrowers time of the
organization issus 2: Results evaluation
2.4 What impacts, if any, does the SBL Program have on job
creation and maintenance and job displacement by SBL
borrower technology? What are the related costs and
benefits? :
Estimated number of jobs maintained [e Survey of SBL borrowers Key Area of Performance Annually
in non-SBL borrower organizations as |« Economic mode!

a result of a loan obtained by a SBL
borrower

Issue 2: Resulis

2.4 What impacts, if any, does the SBL Program have on job
creation and maintenance and job displacement by SBL
borrower technology? What are the related costs and
benefits?
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Potential Data Sources/Methods

Data Purpose Frequency
Estimated number of jobs displaced o Survey of SBL borrowers Key Area of Performance Annually
in non-SBL borrower organizations as | ¢ Economic model
a result of a loan oblained by a SBL Issue 2: Results
borrower
2.4 What impacts, if any, does the SBL.  Program have on job

creation and maintenance and job displacement by SBL

borrower technology? What are the related costs and

benefits?
Estimated net value of production s Survey of SBL borrowers Program Evaluation At the time of the
costs, exports, business investment, |+ Case studies of SBL borrowers evaluation
sales, profits, research & ¢ Longitudinal database ssue 2: Results
devalopment and product conception
for SBL borrowers and other small 2.5 What impacts, if any, does the SBL Program have on the
businesses performance of small businesses?
Number of SBL business failures by | ¢ Survey of SBL borrowers Program Evaluation Every two years
SBL borrowers ¢ Case studies of SBL borrowers and at the time of

s Longitudinal database Issue 2: Results the evaluation

2.5 What impacts, if any, does the SBL Program have on the
performance of small businesses?

Number of business failures by other Document and literature review Program Evaluation Every two years
small businesses Longitudinal database ’ and at the time of
(ssue 2: Results the evaluation
2.5 What impacts, if any, does the SBL Program have on the
performance of small businesses?
Forecasted SBL Program revenues SBLA databases Key Area of Performance Every two years
and claim costs SBL forecasting model and at the time of
Issue 2: Results the evaluation
2.6 To what extent is the SBL Program progressing towards
cost recovery?
Cumulative SBL Program revenues |« SBLA databases Key Area of Performance Annually

over ten ysars: loan repayments,
registration fees and administration
fees

{ssue 2: Resulls

2.6 To what extent is the SBL Program progressing towards
cost recovery?




Data Potential Data Sources/Methods Purpose Frequency

¢ Cumulative SBL Program costs over |« SBLA databases Key Area of Performance Annually
ten years: claim costs
' Issue 2: Results

2.6 To what extent is the SBL Program progressing towards

cost racovery?
» Average number of days between + SBLA datsbases Key Area of Performance Annually
loan registration and submission of
claims by lenders Issue 3: Program Structure and Aclivities
3.1 To what extent is the Program managed in an efficient and
cost-effective manner by the SBL Program Administration
and lenders? Can the Program be modified to increase
the efficiency and effectiveness of its management?
« Average number of days to process o SBLA databases Key Area of Performance Annually
SBL claims by the SBL Program
Administration Issue 3: Program Structure and Activities
3.1 To what extent is the Program managed in an efficient and
cost-effective manner by the SBL Program Administration
and lenders? Can the Program be modified to increase
the efficiency and effectiveness of its management?
¢ SBL Program management costs s SBLA databases Key Area of Performance Annually

(FTEs, operations and maintenance)
Issue 3: Program Structure and Aclivities

3.1 To what extent is the Program managed in an efficient and
cost-effective manner by the SBL Program Administration
and lenders? Can the Program be modified to increase
the efficiency and effectiveness of its management?

¢ Average management cost (FTES, o SBLA databases Key Area of Performance Annually
operations and maintsnance) per
claim processed in a given year Issue 3: Program Structure and Activities

3.1 To what extent is the Program managed in an efficient and
cost-effective manner by the SBL Program Administration and
lenders? Can the Program be modified to increase the
efficiency and effectiveness of its management?
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Data Potential Data Sources/Methods Purpose Frequency
s Number of claims declined and ¢ SBLA dalabases Key Area of Performance Annually
reduced by reason .

Issue 3: Program Structure and Activities

.13.1 To what extent is the Program managed in an efficient and
cost-effective manner by the SBL Program Administration
and tenders? Can the Program be modified to Increase
the efficiency and effectiveness of its management?

¢ Value of dectines and reductions in e SBLA databases Key Area of Performance Annually
claims

Issue 3: Program Structure and Activities

3.1 To what extent is the Program managed in an efficient and
cost-effective manner by the SBL Program Adminisiration
and lenders? Can the Program be modified to increase
the efficiency and effectiveness of its management?

e Average value of claim paymenjs e SBLA databgses Key Area of Performance Annually
Issue 3: Program Structure and Activities

3.1 To what extent is the Program managed in an efficient and
cost-effective manner by the SBL Program Administration
and lenders? Can the Program be modified to increase
the efficiency and effectiveness of its management?

¢ Average time between loan defaulls |e SBLA databases Key Area of Performance Annually
. and presentation of claims by lenders
Issue 3: Program Structure and Activities

3.1 To what extent is the Program managed in an efficient and
cost-effective manner by the SBL Program Administration
and lenders? Can the Program be modified fo increase
the efficiency and effectiveness of its management?

o Level of SBL Program promotional ¢ Inlerviews with federal Program Evaluation At the time of the
activities by federal government and government/agency evaluation
lenders represeniatives, associalions and | Issue 3: Program Structure and Activities

lenders
¢ Document review 3.2 To what extent are small businesses aware of the SBL

Program? To what extent are SBL Program borrowers
aware that their loans are guaranteed by the federal
govemment?
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data collection, and on the part of small businesses, in terms of response. In order to evaluate
the impact of Program changes, such as whether changes have led to an increase or decrease
in Program uptake, it will be important to collect baseline data prior to the Program changes and
on a regular basis after that.

The majority of the data identified in Exhibit 12 are quantitative in nature, such as the number
and value of Program loans and other loans made to small businesses, the forecasted Program
revenues and claim costs, and the number of jobs created by SBL borrowers. However,
information of a more qualitative nature will also need to be collected and this may require the
development of tools to assist in the gathering of this information. For example, the level of SBL
Program promotional activities by federal government and lenders may require the development
of categories of promotional activities from which information could be gathered.

For the most part, data collection requirements will require the participation of a number of
different stakeholders. The SBL Program Administration at industry Canada will need to collect
and report on data currently stored in the unit's database as well as on additional data not
currently in the database. In order to collect and report on the additional data, the SBL Program
Administration may need to add additional data fields in its Loan Registration and Claims
databases and may need to develop additional query tools to report on data on an aggregate
level. For example, data fields may need to be added to capture SBL borrowers' knowledge-
based activities and query tools may need to be developed to calculate the average price
(interest rate & fees) of SBL loans and the number of loans by: purpose of loan (e.g., premise
alterations, land, equipment), business revenues, ownership structure, knowledge-based sector,
owner's age and owner's profession. For the mast part, the data required to report on key
Program result areas is currentiy collected by the SBL Program Administration. However,
additional data will need to be aggregated and reported on an annual basis.

Lending institutions will need to provide data through their participation in interviews or through
the compietion of additional information on loan regisiration forms. For example, to obtain data
on the average price (interest rate & fees) of SBL and non-SBL loans made to small businesses,
lenders will need to be interviewed, since they are the key informants for information on loan
prices for non-SBL loans made to small businesses. To conduct regular surveys with SBL

O
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borrowers in order to report on the Program's key areas as identified in Section 4.1, lenders
may also need to provide additional information on the loan registration form, such as the
borrower’s telephone number, as further discussed in Section 5.2. Small businesses who have
received a Program loan will need to participate in annual surveys to answer questions related
to key areas of performance such as the number of jobs they have created, maintained or
displaced as a result of receiving a Program loan. SBL borrowers consulted stated that they
would be willing to participate in telephone or mail surveys for the purpose of evaluating

Program results. They also indicated that they would be willing to share information such as
their business revenues and the impacts that the SBL loan had on employment in their business .
as long as they were confident that this information remained confidential. /t is recommended
that Industry Canada consult key stakeholders on the timing and frequency of their
participation in the gathering of information on the Program’s performance. Furthermore,
It is recommended that key stakeholders are consulted on the issue of response burden.

Exhibit 13, on the following pages. presents the data that are currently collected and reported,
as well as the additional data that will need to be collected and reported in order to provide
information on the performance indicators in key areas of performance and for evaluation

purposes.




Exhibit 13 - Data Collection by Source for Régular Reporting on Program in Key Result Areas®!

Databases

Management Reports and Pubiic
Information Reporis

Number of loans by: lending
period, fiscal year, lender, lender
category, top lenders, sector,
business age, region

borrowers

Number of loans by: knowledge-
based sector, owner's age, owner's
profession

Data Coltection Currently Collected Currently Reported Additional Data to be Collected/ | Additional Data to be Reported
Requirements . Analyzed
Number of SBL loans Yes, through SBLA Yes, through Annual Report, Yes, through annuai survey of SBL | Yes, through Annual Report

Number of loans by: purpose of
loan (e.g., premise alterations,
iand, equipment), business
revenues, ownership structure,
knowledge-based sector,
owner's age, owner's profession

Number of non-SBL
loans made to smali
businesses

Yas, through
CBA/Thompson and
Lightstone annual survey

No

No

Yes, every two years through
Annuai Report

Number of non-SBL loans made
to small businesses by: purpose
of loan (e.g., premise alterations,
land, equipment), sector
(traditional, knowledge-based),
business revenues, business
age, ownership structure,
owner's age, owner's profession,
region

ZInformation on data currently collected and reported is based on the following information that was provided by the SBL Administration:
Industry Canada, Small Business Loans Act: Annual Report on Operations for the 12-month period ended March 31, 1997; Industry Canada, Small
Business Loans Act Lending Statistics, Small Business Loans Administration, July 30, 1997; November 24, 1997 and February 16, 1998; Industry
Canada, Loans Registration Form and Claims for Loss Request Form, July 26, 1996; Industry Canada, SBLA Loan Registration Database; SBLA
Claims Processing Database; SBLA Public Informalion Reports, Management Reports and Query Tools; March 1998.
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Data Collsction
Requirements

Currently Collected

Currently Reported

Additional Data to bs Collected/
Analyzed

Additional Data to be Reported

Value of SBL loans

Yes, through SBLA
Databases

Yes, through Annual Report,
Management Reports and Public
Information Reporls

Value of loans by: lending period,
fiscal year, lender, lender
category, top lenders, sector,
region

Yes, through annual survey of SBL
borrowers

Value of loans by: knowledge-
based sector, owner's age, owner's
profession

Yes, through Annual Report

Value of loans by: purpose of
loan (e.g., premise alterations,
land, equipment), business
revenues, business age,
ownership structure, knowledge-
based sector, owner's age,
owner’s profession

Value of non-SBL
loans made to small
businesses

Yes, through
CBA/Thompson and
Lightstone annual survey,
and quarterly Business
Credit Statistics

No

No

Yes, every two years through
Annual Report

Value of non-SBL loans made to
small businesses by: purpose of
loan (e.g., premise alterations,
land, equipment), sector
(traditional, knowledge-based),
business revenues, business
age, ownership struclure,
owner's age, owner’s profession,
region

Term of maturity of
SBL loans

Yes, through SBLA
Databases

No

Yes, through annual survey of SBL
borrowers

Average term of malurity of SBL
loans by: knowledge-based sector,
owner's profession

Yes, through Annual Report

Average term of maturity of SBL
loans by: purpose of loan {(e.g.,
premise alterations, land,
equipment), sector (e.g.,
traditional, knowledge-based),
business age, business
revenues, ownership structure,
owner’s profession, region




Data Collection Currently Collected Currently Reported Additional Data to be Collected/ | Additional Data to be Reported
Requirements : Analyzed
Term of maturity of No No Yes, through survey of non-SBL Yes, every two years through
non-SBL loans made borrowers every two years Annual Report
to small businesses
Average term of maturily of non-
SBL loans by: purpose of loan
(e.g., premise alterations, land,
equipment), sector (e.g.,
traditional, knowledge-based),
business age, business
revenues, ownership structure,
owner's profession, region
Price of SBL loans Yes, through SBLA No Yes, through annual survey of SBL | Yes, through Annual Report
(interest rate & fees) Databases borrowers
Average price of SBL loans
Average price of SBL loans (interest rate & fees) by:

- (interest rate & fees) by: purpose of loan (e.g., premise
knowledge-based sector, owner's alterations, land, equipment),
age, owner's profession sector (.9., traditional,

knowledge-based), business
age, business revenues,
ownership structure, owner's
profession, region, ruralfurban
Price of non-SBL loans | No No Yes, through survey of non-SBL Yes, every two years through

(interest rate & fees)

borrowers every two years

Annual Report

Average price of non-SBL loans
{interest rate & fees) by:
purpose of loan (e.g., premise
alterations, land, equipment),
sector (e.g., traditional,
knowledge-based), business
age, business revenues,
ownership structure, owner’s
profession, region, rural/urban
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Data Collection Currently Collected Currently Reported Additional Data to be Collected/ | Additionat Data to be Reported
Requirements Analyzed
Estimated number of Yes, through SBL Yes, through Annual Report Yes, through annual survey of SBL | Yes, through Annual Report
jobs created by SBL Databases (anticipated (anticipated number) borrowers (actual number) (actual report)
borrowers number)
Estimated number of jobs created Estimated number of jobs
by SBL borrowers by: knowledge- created by SBL borrowers by:
based sector purpose of loan (e.g., premise
alterations, land, equipment),
sector (e.g., traditional,
knowledge-based), business
age, region
SBL claim costs Yes, through SBLA Yes, through Annua! Report, No Yes, through Annual Report
Databases Management Reports and Public
Information Reports SBL claim costs per job created
SBL claim costs by: lending
period, fiscal year, lender
category, lender, region, SBL
Program officer
Cumulative and annual SBL
Program revenues over ten years:
foan repayments, registration fees
and administration fees
Number of spin-off No No Yes, through annual survey of SBL | Yes, through Annual Report
jobs attributed to SBL borrowers (perception)
borrowers Number of spin-off jobs
attributed to SBL borrowers
Number of jobs No No Yes, through annual survey of SBL | Yes, through Annual Report
displaced by SBL borrowers
borrower technology Number of jobs displaced by
SBL borrower technology
Number of jobs No No Yes, through annual survey of SBL | Yes, through Annual Report
maintained by SBL borrowers
borrowers Number of jobs maintained by

SBL borrowers




Data Collection Currently Collected Currently Reported Additional Data to be Collected/ | Additional Data to be Reported

Requirements Analyzed
Number of jobs No No Yes, through annual survey of SBL | Yes, through Annual Report
displaced by SBL borrowers (perception)
borrowers outside their Number of jobs displaced
organization Potentially through economic outside borrower's organization

model
Number of jobs No No Yes, through annual survey of SBL | Yes, through Annual Report
maintained by SBL borrowers (perception)
borrowers outside their Number of jobs maintained
organization Potentially through economic outsiie borrower's organization
model
Forecasted SBL Yes, through SBLA No No Yes, through Annual Report
Program revenues and | Databases
claim costs Forecasted SBL Program
revenues and claim costs
Cumulative SBL Yes, through SBLA Yes, through Annual Report No No
Program revenues Databases
over ten years: loan Cumulative SBL Program
repayments, revenues over ten years: loan
registration fees and repayments, registration fees and
administration fees administration fees
Number of days Yes, through SBLA Ne No Yes, through Annual Report
between loan Databases
registration and
submission of claims Average number of days
by lenders between loan registration and
submission of claims by lenders
Number of days to Yes, through SBLA Yes, through Management No Yes, through Annual Report
process SBL claims by | Databases Reports
the SBL Program Average number of days to
Administration Number of days to process SBL process SBL claims by the SBL
claims by the SBL Program Program Administration

Administration by: SBL Program
officer, SBL loan
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Data Collection Currently Coliected Currently Reportsd Additional Data to be Collected/ | Additional Data to be Reported
Requirements . Analyzed
SBL Program Yes, through SBLA No No Yes, through Annual Report
management costs Dalabases
(FTEs, operalions and SBL Program management
maintenance) costs (FTEs, operations and
maintenance)
Average management cost
(FTEs, operations and
maintenance) per claim
processed in a given year
Vaiue of claim Yes, through SBLA Yes, through Annual Report, No Yes, through Annual Report
payments Dalabases Management Reports and Public
Information Reports Average value of claim
payments
Value of claim payments by:
lending period, fiscal year, lender,
lender category, region
Time betwesn loan Yes, through SBLA No No Yes, through Annual Report
defaulis and Databases
presentation of claims Average time between ioan
by lenders defaults and presentation of
claims by lenders
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5.2 Data Gaps and Anticipated Data Challenges

Two main data gaps currently exist that both limit and increase the data sources and methods
required to support the Program’s performance indicators: the challenge of accessing lenders’
data on SBL Program loans and other loans made to small businesses, and the lack of readily
available access to SBL borrower telephone numbers. Due to the challenge of accessing
information on lenders’ loans, the number of data sources and methods required to report on the
Program's performance indicators will be greater than would be the case if lenders’ data were
accessible. For example, to answer the question of whether loans made under the SBL Program
are fully or partially incremental, lenders’ data on the number, value, term maturity and price of
other loans made to small businesses could have been used to determine whether small
businesses with similar profiles as SBL borrowers are able to obtain loans other than through
the SBL Program, and whether they are able to do so under similar conditions. Because this
data is not readily available, other data sources will need to be used, such as surveys of SBL
borrowers, and non-SBL borrowers and interviews with federal government representatives and
lenders.

The inability to have ready access to SBL borrower telephone numbers is a data gap that also
presents potential resource challenges. For example, conducting a survey with SBL borrowers
on a regular basis (e.g., annually) will require the collection of SBL borrowers' names and
telephone numbers. Without readily available access to telephone numbers, evaluators will
need to purchase databases on small businesses from organizations such as the Canadian
Business Information Inc. and Dun & Bradstreet or they will need to research telephone numbers
themselves based on SBL borrower business names and addresses obtained from the SBLA
database. Doing this on a regular basis will be costly and very time consuming. Below is a
more in-depth discussion of the key data gaps and chalienges, and the opportunities for
minimizing them in the future.

Limitations of ienders’ data on SBL Program loans and other loans made to small
businesses

Data at lending institutions are currently either stored in paper format or electronically and are,
for the most part, a_vailable on a loan-by-loan basis rather than at an aggregate level. For

O




Industry Canada Page 48
Evaluation Framework for the Small Business Loans Program May 15, 1998

_example, most lending institutions consuited appear to have the following information on

commercial loans in electronic form on a case-by-case basis:

. loan's outstanding balance;
. interest rate (e.g., fixed rate or spread over prime),
. payment terms;
. loan default information (e.g., non-accrual loans upon which lenders are no longer
" accruing interest); and
. business contact information (telephone number, complete address) at the time of
application.

However, lenders only appear to have the following information on commercial loans in paper
format across their branches in Canada:

. loan's original balance;

. " loan's purpose (e.g., equipment, premise alterations, land/building purchase);

. loan's amortization period;

. borrower's collateral;

. rank of borrower's asset security;

. borrower’s credit score (e.g., probability of payment default or account write-off); and

. borrower's business profile (e.g., business activity, business age, business revenues).

While some of this information exists for SBL loans and other loans made to small businesses
on a case-by-case basis in some computerized form, access to it would be challenging due to
lenders’ concems about the reliability of the information. In most cases, lending institutions store
loan information in more than one loan accounting system and appropriate linkage indicators to
identify which loans are included in multiple systems do not exist. Thus, even if the lending
institutions did the programming necessary to find SBL loans and other loans made to small
businesses in all their systems, they would be unable to produce a file without duplicates or gaps
and would therefore be reluctant to release unreconcilable data. In addition, while lenders may
flag SBL loans as “SBL loans” in their systems, they do not flag loans made to other small
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businesses in any identifiable way, other than potentially using a query tool to search for loans
by the value of the loan or by size of business (e.g., business revenues).

Although other information on SBL borrowers and other non-SBL small businesses may be more
reliable, access to it would also be challenging due to the fact that it is in paper format and that it
is stored across lenders’ branches. Access to this information would be onerous, requiring
potentially hundreds of person days to collect information from a sufficient sample of borrower
files.?® If done on a regular basis, this approach would not be considered viable.

In addition, lending institutions would have concerns about providing Industry Canada with
information in addition to what they are currently providing on SBL loan registration and claim
request forms. Their concems stem from their commitment to their fiduciary responsibility for
confidentiality and to maintaining the confidentiality of their customer’'s personal information
under their privacy model code. Under their privacy model code, lending institutions have the
responsibility to protect their customers' personal information which can include, but is not
limited to, their customers’ name, address, age, gender, identification nurnbers, income,
employment, assets, liabilities, source of funds, payment records, personal references and
health recards.?® Furthermore, access to additional SBL information could be particularly
challenging at certain lending institutions where each branch is recognized as an autonomous
and independent entity. For example, branches of the Credit Union Central of Canada and of La
Confédération des caisses populaires Desjardins du Québec are legally recognized as separate
entities. These independent institutions would each need to be separately consulted for the
provision of additional data on SBL loans. However, the lending institutions that were consulted
did mention that they would consider sharing additional SBL borrower information with Industry
Canada if an SBL borrower disclosure agreement was included with the SBL loan registration
form which borrowers could have the option to sign. If the agreement were signed, lending
institutions would be rore open to providing the information requested. The majority of SBL
borrowers consulted aiso stated that they would be open to signing a disclosure agreement at

#Data collection for Allan Riding and George Haines 1994 study: Recent Experience with the
SBLA: Economic impacts, incrementality and Risk Profile Analysis, required 116 person days for a sample
of 1,393 borrower files (p.2).
#%Canadian Bankers Association, Privacy Model Code: Protecting individual bank customers
personal information, November 1996.
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the time they apply for a SBL loan that authorized the lending institutions to provide evaluators
with information that could be used to develop a composite profile of SBL borrowers, as long as
they were assured that confidentiality would be maintained by the evaluators.

Although accessing lenders’ data on SBL Program loans and other loans made to small
businesses is currently a challenge, lending institutions appear to be in the process of
developing data warehouses within the next two to five years, upon completion of their Year
2000 initiatives. As part of the implementation process for these initiatives, they plan to do the
required data scrubbing to eliminate multiple system file duplications and gaps. As a result,
lenders may potentially have reconcilable commercial loan information (including SBL loan data)
in the future. Furthermore, they are also moving towards being able to capture information such
as operational costs for lending activities, up-to-date borrower business profiles (e.g., business
activity, business age, business revenues) and demographics of borrowers (e.g., age, gender) in
these data warehouses. Upon lenders’ consent, these data warehouses could provide
potentially valuable information for reporting on the SBL Program's performance in the future,
such as reporting on accessibility to financing under the SBL Program and on the extent to
which the Program is incremental.

In addition to data warehouse initiatives, lending institutions are increasingly using a credit
scoring system as an adjudication tool in commercial lending. Credit scoring is the process of
assigning a numerical value (the credit score) to a credit applicant that indicates the probability
that the applicant will or will not exhibit the behaviour at risk. The behaviour at risk is commonly
a measurement of payment default or account write-off. Credit scores predict a behaviour by
matching the characteristics of an applicant to other applicants for which there is behaviour
expenence. The numerical credit score is determined by assigning points to a small number of
factors that have shown, through analysis, to predict the risk of the behaviour occurring. The
higher the score, the lower the risk.?’ As a by-product of the credit-scoring initiative, some
lending institutions plan to create and maintain a credit scoring database of key credit-related
business and borrower demographic indicators which would provide very useful data for
analyzing loan performance rates. It is recommended that Industry Canada consult lending

ZPrice Waterhouse, Overview of Credit Scoring for Commercial Banking, August 1997.
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institutions on their data warehouse and credit-scoring initiatives to determine the
possibility for any potentially feasible partnership arrangements whereby these data
sources could be used to report on the SBL Program’s performance in the future.

The lending institutions consulted identified specific data gaps they consider to be important to
be filled by Industry Canada in order to assist them in improving their delivery and management
of SBL loans. These include providing each lending institution with more regular updates on the
following information:

. the number and rate of the lender’s claims declined by reason, region and sector
relative to other participating lenders;

. the number of claims paid to lenders on a comparative basis;

. the number of the lender’s loans registered by sector relative to other participating
lenders;

. the lender’s level of SBL loan reserves on a quarterly basis;

. the number and value of the lender’s claims submitted; and

. the number and value of the lender’s claim payments.

Lack of readily available SBL borrower telephone numbers

As previously mentioneci. access to SBL borrower telephone numbers is not readily available.
While researching SBL borrowers' business telephone numbers or purchasing databases on
small businesses would be possible, this approach could be costly and time consuming. One
option that In&ustry Canada should consider is requesting that lending institutions
provide borrower telephone numbers on the SBL loan registration forms. Telephone
numbers could then be entered in the SBLA databases and would be readily available for
recruiting borrowers for the surveys needed to report on the Program’s performance
measurements. Lenders copsulted stated that they would consider providing this information on
the loan registration forms, as long as the forms included a borrower consent agreement that
borrowers would be required to sign for disclosure of this information. SBL borrowers consulted
also stated that they would not.object to providing their business telephone number on their loan
application form.

“ .
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Limitations of current business activity data

At present, the level of information related to SBL borrower business activities is based on
eighteen Standard Industrial Classification codes at the two digit level. At this level, gaps are
particularly evident in the category of “Other Service Industries” which does not clearly identify
the business activity in which the majority of SBL borrowers are found.?® For example, during
fiscal year 1996-97, the value of loans categorized within this sector was $418,046,830.% In
order to better identify the type of borrowers receiving SBL loans and to provide sufficient
information to address some performance indicators, it is recommended that this code
be broken down into more identifiable business activities. In addition, loan registration
forms should aiso provide more detailed information on growth sectors such as knowledge-
based sectors. It is recommended that Industry Canada consider the knowledge-based
Standard Industrial Classification codes used by the Thompson and Lightstone annual

survey, Small and Medium Sized Businesses in Canada: An Onqoing Perspective of their

Needs, Expectations and Satisfaction with Financial Institutions sponsored by the
Canadian Bankers Association. This survey includes knowledge-based activities at the four

digit level such as Electronic Parts and Components, Telecommunications and Equipment and
Computer Services.* In addition, Industry Canada may want to consider requesting information
on the loan registration forms related to SBL borrowers' professions. This will also help to
ensure that a more complete profile on borrowers' business activities is being captured.

Burden on Program Administration and Small Businesses

The additional monitoring and reporting requirements identified in Exhibit 13 will likely place an
extra burden on the Program Administration as well as on those from whom data need to be
collected (i.e. SBL borrowers and other smail businesses). It will therefore be important to
consult with SBL Administration representatives to discuss the new requirements and assess the
impact that collecting and reporting on additional information will have on resources and

Zindustry Canada's Small Business Loan Registration Form, July 26, 1896.

”lndustry Canada, Small Business Loans Act: Annual Report on Operations for the 12-month
period ended March 31, 1997, p. 11.

%Thompson Lightstone & Company Ltd., Small and Medium Sized Businesses in Canada: An

Ongoing Perspective of Their Needs, Expectations and Satisfaction with Financial Institutions, 1997.
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workload. The collection of data from SBL borrowers and other small businesses will also place
a response burden on them, which must be acknowledged. !deally, data collection with SBL
borrowers would take place every year to meet annual reporting requirements and every two
years with other small businesses. It should be mentioned that the response burden will not be
as high if a longitudinal database is not developed, since the surveys would be conducted using
a different sample of respondents every time. However, if the decision is made to develop a
longitudinal database, the surveys would have to be conducted with the same sample of
respondents over a given time period so as to make the database truly longitudinal. This would
obviously place a response burden on respondents which should be addressed in order to limit
the attrition effect. One way to do this is to keep the survey questionnaire as short and easy to
answer as possible. It will therefore be extremely important to pre-test the survey instrument to
ensure that it does not place an undue burden on respondents. SBL borrowers and other small
businesses who agree to participate in a longitudinal survey could also be provided with an
incentive, such as an overview report on the survey results. Conducting a survey of SBL
borrowers every two years (as opposed to annually) for the purpose of updating the longitudinal
database would be another way to reduce the burden placed on respondents.

>
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6.0 Evaluation Approach

This section of the report presents the proposed timing for the future evaluation of the Small
Business Loans Program, discusses various methodological options that could be used to
conduct the evaluation as well as anticipated challenges, presents the critical path to the
evaluation, and outlines the estimated level of effort required to conduct the evaluation.

6.1 Timing of the Evaluation

The Small Business Loans Program was renewed for another year starting in Apnl 1998,
Assuming that the Program would be renewed again after 1998, it is recommended that the
final, or summative, evaluation of the SBL Program take place in the year 2003. This
timing would give enough time for the evaluation to provide input into the decision to renew the
Program and allow the impacts of the potential changes made to the Program to be observed. It
would also be valuable to conduct a mid-term evaluation once program changes have been
implemented to assess how the Program is doing in important areas such as accessibility,
progression towards cost-recovery, impacts on job creation/maintenance/displacement, and
efficiency and effectiveness. A mid-term, or formative, evaluation conducted in the year
2000-2001 would allow interim monitoring of, and potential adjustments to, the Program.

6.2 Methodology

This section describes the various research methods and sources of information that could
potentially be used to conduct the future evaluation of the Small Business Loans Program. This
section of the report has been divided into sub-sections that each present an option (baéic.
enhanced or fully enhanced) for the conduct of the evaluation. The strengths or benefits of each
option, as well as its associated disadvantages are presented under each, together with the
most appropriate use of each option (i.e. for the mid-term or final evaluation). The last two sub-
sections of this section on methodology describe two potential sources of information that could
be used at the time of the evaluations.
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An overview of the research methods that fall under each option is presented in Exhibit 14,
below. The research methods and sources of information to be used to answer each of the
evaluation questions are presented in Exhibit 15, on the following page, as a reference.

Exhibit 14 - Overview of Approach Options

Research Method Option 1 Option 2 Option 3

Basic Approach Enhanced Fully Enhanced

Approach Approach
Document and v v v
Literature Review
SBL Databases v v v
Interviews v v v
25 interviews 35 interviews 45 interviews
Survey of SBL v v v
Borrowers 380 completes 380 completes 1,900 completes
non-stratified non-stratified stratified by region*
Review of Similar v v
Programs
Survey of Small v v
Businesses 380 completes 1,900 completes
non-stratified stratified by region*
Case Studies v
10 case studies
Longitudinal ongoing - to be used as a source of information
Database
SBL Forecasting ongoing - to be used as a source of information
Model
*Assumes 5 regions (5 regions X 380 per region = 1,900)




Exhibit 15 - Evaluation Issue by Reiearch Methods and Sources of Information

Potential Evailuation issues and
Questions

Document
and Literature
Review

SBLA
Databases

interviews

Survey of
SBL
Bofrowers

Revlew of
Other Loan
Programs

Survey of
Small
Businesses

Case
Studies

SBL
Forecasting
Model

Longitudinal
Databases

1.1 s the objective of increasing the
avaiiability of loans to small
businesses stif relevant today?

v

v

1.2 To what extent is the SBL
Program meeting the actual
financing needs of small
businesses?

2.1 Towhat extent are loans made
under the SBL Program
incremental? (e.g., proportion
that are fully incremental - loans
that would not have been made
inthe absence of the Program,
proportion that are partially
incremental - foans that would
have taken place but not under
the same conditions [loan price,
foan value, maturity term))

2.2 To what extent is financing
under the SBL Program
accessible?

2.3 To what extent has the SBL
Program had an impact on
financial institutions’ lending
practices?




Potential Evaluation Issues and
Questions

Document
and Literature
Review

SBLA
Databases

Interviews

Survey of
SBL
Borrowsers

Review of
Other Loan
Programs

Survey of
Small
Businesses

Case
Studies

SBL
Forecasting
Model

Longitudinal
Databases

2.4 What impacts, if any, does the v v v v
SBL Program have on job
creation/maintenance/
displacement within the
borrowing fim?* What are the
related costs and benefits?
What impacts, if any, does the
SBL Program have on job
creation /maintenance/
displacement outside of the
borrowing fin?

v |

2.5 What impacts, if any, does the v 4
SBL Program have on the
performance of small

businesses?

To what extent is the SBL v v v v
Program progressing towards
cost recovery?

26

3.1 To what extent is the Program v v (4
managed in an efficient and
cost-effective manner by the
SBL Program Administration

. and lenders? Can the Program

be modified to increase the

efficiency and effectiveness of
its management?

3.2 To what extent are smail v v v
businesses aware of the SBL
Program? To what extent are
SBL Program borrowers aware
that they are participating in the
SBL Program? To what extent
are SBL Program borrowers
awarae that their loans are
guaranteed by the federal

! government?

3 please refer to Appendix A, Glossary of Terms, for definitions of job creation/maintenance/displacement.
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Potential Evaluation Issues and

Questions

Document
and Literature
Review

SBLA
Databases

Interviews

Survey of
SBL
Borrowers

Review of
Other Loan
Programs

Survey of
Small
Businesses

Case
Studies

SBL
Forecasting
Model

Longitudinal
Databases

33

To what extent are the SBL Act
and Regulations clearly
understood by lenders? To
what extent are the Act and
Regulations applied by lenders?

v

34

To what extent does the SBL
Program duplicate or
complement other programs
(e.g., other programs offered by
the federal govemment/
agencies, the private sector,
provincial govemments)?

4.1

Is there still a need for the
federai government to be
involved in the SBL Program?
Should another entity play a role
in the management of the
Program?

42

Are there alternative ways of
deiivering the SBL Program to
better meet its objective?

5.1

To what extent have program
changes impacted SBL
Program uptake?

5.2

What have been the other
impacts of the changes made to
the Program?
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6.21 Option 1 - Basic Approach
The basic evaluation approach includes the following research methods:

* document and literature review,

» review of SBLA databases;

» interviews with stakeholders and key informants; and
* survey of SBL borrowers.

The basic approach, while simple, provides the advantage of covering all of the evaluation
issues while keeping costs down. This approach also combines qualitative and quantitative
research methods, allowing for a mix of hard and soft evidence for tﬁe evaluation. The obvious
disadvantage or weakness is that because of its simplicity, this approach would not provide the
opportunity of examining the issues in as much depth and from as many angles as the more
enhanced approaches presented below. Because of this disadvantage, it would be best to use
the basic approach at the time of the mid-term evaluation, when the purpose is to identify
potential adjustments to be hade to the program as opposed to addressing the full evaluation
scope.

The remainder of this sub-section describes each of the proposed research method to use under
the basic approach. '

6.2.1.1 Document and Literature Review

Documents on the SBL Program (e.g., annual reports, past studies, program profile) should be
reviewed at the outset of the evaluation to ensure that the consultant poésesses a thorough
understanding of the Program, including its history and recent changes, prior to refining the
approach proposed in this document and developing the research instruments.

In addition to this basic review, secondary sources of information should aiso be reviewed to
address the following evaluation questions:

1.1 Is the objective of increasing the availability of loans to small businesses still
relevant today? This evaluation question will attempt to address two basic sub-

questions: is obtaining financing an issue of concem for small businesses and are th”
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1.2

21

24

2.5

financing gaps experienced by small businesses which the Program fills. There are a
number of sources of information that could be used to determine whether small
businesses report financing as an issue and the type of financing which they need. For
example, the Canadian Bankers Association, in collaboration with Thompson and
Lightstone, conducts an annual survey of small businesses in which questions such as
issues affecting business today are asked. In addition, the Canadian Bankers
Association's quarterly Business Credit Statistics provides a picture of the level of debt
financing made to small businesses. Other examples of the secondary sources of
information that could be used to address this question include the Canadian Federation
of Independent Business Survey conducted every three years, the micro-analyses
conducted by Statistics Canada and a Conference Board of Canada study currently
underway, which is examining issues related to rationale of the Program. Library
databases could also be scanned to identify relevant articles published in the recent
past.

To what extent is the SBL. Program addressing the actual financing needs of small
businesses? This question builds on the previous question since although the SBL
Program's main objective of increasing the availability of ioans to small businesses may
still be relevant, it would be important to determine whether the type of loans provided to
small businesses under the Program are those actually needed by them. For example,
the Program only allows for the financing of capital assets.* It could be that in today's
economy, where the service sector and knowledge and information sectors, are
becoming more important, the financing of capital assets may not meet the actual needs
of small businesses. It will therefore be important to review secondary documents to
identify the important and growing sectors of the Canadian economy at the time of the
evaluation, identify the type of financing needed by the small businesses in those
sectors and determine whether the loans provided under Program meet the needs of
these small businesses.

To what extent are loans made under the SBL F;rogram Incremental? Past studies
that have examined the incrementality of the Program, such as the 1996 Allan Riding
study, shouid be reviewed to provide contextual information for this evaluation question.

What impacts, if any, does the SBL Program have on job creation/maintenance/
displacement within the borrowing firm?*> What are the related costs and
benefits? What impacts, if any, does the SBL Program have on job
creation/maintenance/ displacement outside of the borrowing firm? !nformation
obtained from secondary sources could be used to put the answers to this evaluation
question in context. For example, while it is important to know the estimated number of
jobs that have been created as a result of loans made under the SBL Program, the
usefulness of this information is, in and of itself, limited. It would also be important to put
the information in context by comparing it to the average number of jobs created by
other small businesses over a given period of time.

What impacts, if any, does the SBL Program have on the performance of small
businesses? Similarly to the previous question, information obtained from secondary

%At the time of the creation of the Program, in 1961, the Canadian economy was based much

more on manufacturing.

creation/maintenance/displacement.

3 please refer to Appendix A, Glossary of Terms, for definitions of job
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sources of information on the smali business sector in Canada should be used as a
basis to compare the results achieved by the small businesses that have obtained a
loan under the SBL Program and other smail businesses in Canada.

2.6 To what extent is the SBL Program progressing towards cost recovery? Studies
conducted in the past, such as studies conducted by Allan Riding, KPMG and
Informetrica, should be reviewed to provide contextual information for this question.

3.3 To what extent are the SBL Act and Regulations clearly understood by lenders?
Relevant documents, specifically the SBL Acts and Regulations and Lenders’ Guide,
should be reviewed by the evaluators to ensure their familianty and own understanding
of the Act and Regulations and lending guidelines before conducting any interviews.

3.4 To what extent does the SBL Program duplicate or complement other programs?
The literature should be reviewed to identify any past studies that have been conducted
on the complementarity or duplication of the SBL Program with other smiliar loan
programs (e.g., May 1998 Conference Board of Canada study).

41 Is there still a need for the federal government to be involved in the SBL Program?
Should another entity play a role in the management of the Program? The Norton
Report, published in 1996, examined in a very extensive way various aiternatives for the
SBL Program. This report, as well as any other relevant studies that may be conducted
between now and the time of the evaluation (e.g., the Conference Board of Canada
study currently in the field), should be reviewed.

4.2 Are there alternative ways of delivering the SBL Program to better meet its
objectives? Past studies (e.g., March 1996 Norton Report) should be reviewed to
identify potential alternatives to delivering the SBL Program.

In addition to using the document and literature review to address specific evaluation questions,
some secondary information should also be used to provide contextual information, such as the
state of the Canadian economy and role played by small businesses within it, for the evaluation.

6.2.1.2 Review of SBLA Databases

The SBLA databases are a source of information that can be used to feed into the performance
indicators for given evaluation questions and to develop a profile of SBL borrowers. The
evaluation questions for which the SBLA databases could serve as a source of information are
the following:

1.2 To what extent is the SBL Program meeting the actual financing needs of small
businesses? :

21 To what extent are loans made under the SBL Program incremental?

O
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2.2 To what extent is financing under the SBL Program accessible?

2.3 To what extent has the SBL Program had an impact on financial institutions’
lending practices?

24 What impacts, if any, does the SBL Program have on job creation/maintenance/
displacement within the borrowing firm?** What are the related costs and
benefits? What impacts, if any, does the SBL Program have on job
creation/maintenance/ displacement outside of the borrowing firm?

2.6 To what extent is the SBL Program progressing towards cost recovery?

341 To what extent is the Program managed in an efficient and cost-effective manner
by the SBL Program Administration and lenders? Can the Program be modified to
increase the efficiency and effectiveness of its management?

51 To what extent have program changes Impacted SBL Program uptake?

It should be mentioned that the SBL databases would not only be used to answer evaluation
questions but also as a source for the identification of borrowers for the survey and case studies.

6.2.1.3 Interviews with Stakeholders and Key Informants

Interviews are a qualitative research method. The information gathered through the interview
process would therefore be based on opinions and perceptions as opposed to hard facts.
Because of its "softer” nature, qualitative information would not be enough in and of itself to
answer a number of evaluation issues. However, qualitative information might be the only
information available to address some issues. In addition, qualitative information can
complement figures and statistics by adding context to, and augmenting, more qualitative
information. For example, while anecdotal information is not enough to develop conclusions on
any given issue, such information can be used to illustrate facts and figures.

In the context of the evaluation of the SBL Program, interviews could be conducted with the
following stakeholders and key informants:

. federal govemment/agency representatives;

¥ please refer to Appendix A, Glossary of Terms, for definitions of job

creation/maintenance/displacement. “



industry Canada Page 63

Evaluation Framework for the Small Business Loans Program May 15, 1998

. SBL Program representatives;

. associations (e.g., Canadian Bankers Association, Canadian Federation of iIndependent
Business);

. lending institutions that participate in the Program;

. academics/experts;

. informal investors;

. representatives from other loan programs;

. provincial govemment representatives; and

. private sector representatives.

The purpose of the interviews with these groups of individuals would be to obtain their views and
opinions on, and perceptions about, the evaluation issues presented below. The groups to be
interviewed on specific evaluation questions are identified in the table in Appendix E. Itis
proposed that approximately 25 interviews, distributed among the groups presented above, be
conduded under the basic approach.

141 Is the objective of increasing the availabllity of loans to small businesses still
relevant today?

1.2 To what extent is the SBL Program meeting the actual financing needs of small
businesses?

21 To what extent are loans made undér the SBL Program incremental?
2.2 To what extent is financing under the SBL Program accessible?

23 To what extent has the SBL Program had an impact on financial institutions’
lending practices? '

26 To what extent is the SBL Program progressing towards cost recovery?

3.1 To what extent is the Program managed in an efficient and cost-effective manner
by the SBL Program Administration and lenders? Can the Program be modified to
increase the efficiency and effectiveness of its management?

3.2 To what extent are small businesses aware of the SBL Program? To what extent

are SBL Program borrowers aware that they are participating in the SBL Program?
To what extent are SBL Program borrowers aware that their loans are guaranteed

by the federal government?
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3.3 To what extent are the SBL Act and Regulations clearly understood by lenders?
To what extent are the Act and Regulations applied by lenders?

3.4 To what extent does the SBL Program duplicate or complement other programs
(e.g., programs offered by the federal government, the private sector, provincial
governments)?

4.1 Is there still a need for the federal government to be involved in the SBL Program?
Should another entity play a role in the management of the Program?

4.2 Are there alternative ways of delivering the SBL Program to meet its objective?

5.2 What have been the impacts of the changes made to the Program?

The above evaluation questions are the broad areas that should be investigated at the time of
the evaluation. These broad questions should be developed into additional and more specific
research questions to be included in the interview guide(s).

6.2.1.4 Survey of SBL Program Borrowers

Defined very broadly, a survey is a means of gathering information, typically of a quantitative
nature, on specific issues from a population of interest. Typically, only a sample of the
population of interest is surveyed, unless the number of its representatives is low enough to
warrant a census. A survey can be representative or not. Contrary to a non-representative
survey, the results of a representative survey can be extrapolated to the whole of the population
of interest. The results of a survey can be made to be representative at a number of levels (e.g.,
at the provincial level, at the sectoral level). However, the greater the number of elements by
which a survey is expected to be representative, the greater the sample that must be selected.

Surveys are generally conducted in-person, by telephone or by mail (the internet is a relatively
new method that can be used to administer survey questionnaires). The costs associated with
conducting an in-person survey are more often than not prohibitive (depending on the sample
size required) and therefore make this option impractical for many surveys. Mail or telephone
surveys are generally the two preferred options. While mail surveys are generally less
expensive to administer than telephone surveys, their response rate are typically much lower.
Mail surveys provide respondents with the opportunity to think about their answers and conduct
some research in case figures (e.g., sales and profit figures for a given year) are requested. On
the other hand, the presence of an interviewer at the other end of the line provides telephone
survey respondents with an opportunity to obtain clarification on some questions if need be. T|
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method to use to conduct the survey of small businesses at the time of the evaluation should
take these factors into consideration.

There were 30,765 SBL Program borrowers in FY 1996-97%. Given this number, a sample size
of approximately 380 would yield resuits at a 95% confidence level with a margin of error of plus
or minus 5%. This assumes that there would not be any stratification (e.g., by province, sector
or size of business). A non-stratified survey is suggested under the basic approach since this
would be the less expensive approach.

The purpose of the survey of SBL Program borrowers would be to obtain information directly
from borrowers on issues such as impacts on job creation and performance, and level of
awareness, but also to complete the information available from the SBL databases and
contribute to the development of the longitudinal database. Specifically, the survey of SBL
Program Borrowers would be used to address the following evaluation issues:

11 Is the objective of increasing the availability of loans to small businesses still
relevant today? Given that information is likely to be available from secondary sources
on this issue at the time of the evaluation, a survey of SBL borrowers would be used to
complement the information obtained from these sources.

1.2 To what extent is the SBL Program meeting the actual financing needs of small
businesses? The conduct of a survey of SBL Program borrowers would allow to
determine, based on respondents’ feedback, the extent to which the financing received
under the Program met their needs or whether non-capital assets financing would have
been more useful for them.

241 To what extent are loans made under the SBL Program incremental? The survey of
small businesses will allow the evaluators to determine whether survey respondents feel
they would have obtained a loan in the absence of the Program. In some cases, this
issue might be a matter of perception (especially tor those borrowers who are not aware
that their loan is an SBL loan). However, asking respondents to identify the rate at
which their loan requests were rejected using other financing vehicles prior to being
accepted for an SBL loan will provide an indication of the incrementality of the Program.

2.2 To what extent is financing under the SBL Program accessible? In the case of this
evaluation question, the survey would be used to complete the information available
from the SBL database and build a profile of SBL borrowers. This profile would then be
used to determine whether there are significant differences in access to the Program
based on factors such as sector in which the business operates, where it is located
(region, urban versus rural), business age, business revenues, ownership structure and

35Small Business Loans Act: Annual Report on Operations for the 12-month period ended

March 31, 1997. “
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owner’s age.

2.4 What impacts, if any, does the SBL Program have on job creation/maintenance/
displacement within the borrowing firm?* What are the related costs and
benefits? What impacts, if any, does the SBL Program have on job
creation/maintenance/ displacement outside of the borrowing firm? The survey of
SBL borrowers would be used to ask respondents the extent to which, based on their
own estimates, the loan they obtained under the Program allowed them to create or
maintain jobs, and the extent to which this loan led to the displacement of workers within
their own organization (for example, by replacing some workers with equipment).

Asking this question of borrowers some time after they have obtained their loans will
contribute to compensating for the potential unreiiability of the estimates provided at the
time of the application. The survey of borrowers could aiso be used to ask respondents
the extent to which they feel jobs were created, maintained or displaced in other
organizations (e.g., suppliers, competitors) as a result of them receiving an SBL loan.

2.5 What impacts, if any, does the SBL Program have on the performance of small
businesses? The survey would be used to obtain estimates from Program borrowers
on the extent to which they feel their SBL loan allowed them to improve their
performance in areas such as productivity, production costs, exports, business
investment, sales and profit, research and development, and product conception.

3.2 To what extent are SBL Program borrowers aware that they are participating in the
SBL Program? To what extent are Program Borrowers aware that their loans are
guaranteed by the federal government? The survey will ask respondents whether
they know that they have a SBL loan and that their SBL loan is guaranteed by the
federal government. Given that respondents may have more than one loan with more
than one financial institution, it will be essential to be very specific in the wording of the
question to avoid confusion regarding the loan to which the question refers. The results
of the survey will help determine whether the Program's visibility needs to be increased
in any way. :

6.2.2 Option 2 - Enhanced Approach

The enhanced approach would include all of the research methods presented under the basic
approach, plus a review of similar programs and a survey of small businesses. Itis also
suggested that the number of interviews under this approach be increased from 25 to 35. The
advantage of this approach is that the review of similar programs and survey of small
businesses wouid add depthto the evaluation by complementing or enhancing the information
collected from other sources.

The weakness of the enhanced approéch is that the cost of conducting the evaluation would be
increased to add value to a limited number of evaluation issues which can be addressed using

% Please refer to Appendix A, Glossary of Terms, for definitions of job
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other sources of information.

While it is recommended that the full spectrum of research methods be used at the time of the
final evaluation (see Section 6.2.3 on Fully Enhanced Approach), the enhanced approach could
be used to conduct either the mid-term or final evaluation.

6.2.2.1 Review of Other Loan Programs

A review of the other loan programs meant to address the needs of small businesses should be
conducted in order to assess the cost-effectiveness and efficiency of the SBL Program
compared to similar programs and the extent to which the SBL Program duplicates or
complements other existing programs, and determine whether there would be altemative ways
to manage and deliver the Program. Specifically, the evaluation questions to be examined
through the review of other loan programs are the following:

31 To what extent is the Program managed in an efficient and cost-effective manner
by the SBL Program Administration and lenders? Can the Program be modified to
increase the efficiency and efféctiveness of its management? '

34 To what extent does the SBL Program duplicate or complement other programs?

4.1 Is there still a need for the federal government to be involved in the SBL Program/
Should another entity play a role in the management of the Program?

4.2 Are there alternative ways of delivering the SBL Program to meet the Program's
objective? '

The scope of this review should include programs delivered at both the federal and provincial
government levels and by the private sector as well as similar programs available in other
countries.

6.2.2.2 Survey of Small Businesses
Given an approximate number of 904,800 small businesses in Canada (firms with fewer than 50

employees, 1996 figure®), a survey conducted with approximately 380 firms would yield results
at a 95% confidence level with a margin of error of plus or minus 5%. This assumes that there

Y statistics Canada, Business Register “
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would not be any stratification (e.g., by province).

Generally, the purpose of the survey of small businesses will be to complement the information
obtained from the document and literature review or to make comparisons between SBL
Program borrowers and the broader population of small businesses'. This survey, conducted
every two years, could also contribute to populating the longitudinal database if it were created
(see Section 6.2.4.2). Specifically, the survey of small businesses could be used to address the

following evaluation issues:

11 Is the objective of increasing the availability of loans to small businesses still
relevant today? Given that information is likely to be available from secondary sources
on this issue at the time of the evaluation, a survey of small businesses would be used
to complement the information obtained from these sources on the extent to which
businesses identify financing as an issue of concern. As such, the survey would be an
optional component that would add value to this specific question.

1.2 To what extent is the SBL Program meeting the actual financing needs of small
businesses? Similarly to the previous evaluation question, for which information would
be available from secondary sources, the findings from a survey of small businesses
would be used to complement the information gathered from the review of documents
and literature in terms of the type of financing needed by them.

21 To what extent are loans made under the SBL Program incremental? The resuits of
a survey of small businesses could be compared to the information available on, or to be
collected from, SBL borrowers. If, for example, the survey results indicated that
businesses with a profile similar to that of SBL borrowers had been able to obtain loans
using financing vehicles other than the SBL Program, the incrementality of the Program
might be questioned. A

3.2 To what extent are small businesses aware of the SBL Program? One or more
questions on the level of awareness of the program among small businesses should be
asked to assess whether there is a need to increase or improve promotional efforts. It -
will be particularly useful to assess levels of awareness based on such factors as size
and age of business, location, and sector in which the businesses surveyed operate.

6.2.3 Option 3 - Fully Enhanced Approach

The fully enhanced approach includes the research methods presen'ted under Option 2 as well
as case studies of SBL borrowers (10 suggested). lt is also suggested that under this approach,
the number-of interviews be increased to 45 and that the surveys be stratified at the regional

level. Stratifying the surveys at the regional level would have an impact on the number of
completed questionnaires required, increasing it from 380 to 1,900 completes per survey.
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The advantage of this option is that the case studies would allow the consulting team to gather
detailed information on some of the evaluation issues which would be possible but difficult to
cover using a survey approach (e.g., impacts on job creation/maintenance/displacement,
impacts on the performance of borrowers). The stratification of the surveys would also provide
statistically significant information at the regional level, which the basic and enhanced
approaches would not do. Other than the associated additional cost, the disadvantage of this
option is that the time frame required to conduct that extensive an evaluation would be slightly
longer than would be required for either the basic or enhanced approach.

Because of its completeness, it is recommended that the fully enhanced approach be used at
the time of the final evaluation of the SBL Program.

6.2.3.1 Case Studies of SBL Borrowers

Case studies are an in-depth examination of a limited number of cases of interest. By

examining a small number of projects and or activities in detail and gathering both hard

evidence and qualitative information from multiple lines of evidence, case studies have the
potential to make a unique contribution to many program evaluations. In the case of the
evaluation of the SBL Program, the units of study for the case study research would be a sample
of SBL borrowers.

The case studies researched for the SBL Program evaluation would include, as a minimum, a
review of administrative files and Interviews with key informants (e.g., lending institutions,
borrowers).

The case study research would be conducted to provide input into the following evaluation
questions:

1.2 To what extent is the SBL Program meeting the actual financing needs of small
businesses? A case study approach would allow an in-depth examination of the.
financing needs of small businesses which have received a loan under the Program, an
assessment of the extent to which these needs were met through the Program and
whether these needs could have been better met under a modified Program structure.

2.1 To what extent are loans made under the SBL. Program incremental? The case
studies will allow a detailed examination of the difficulties encountered by a sample of
businesses, if any, in obtaining financing and the extent to which the SBL loan they
obtained alleviated these difficulties.

O
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24 What impacts, if any, does the SBL Program have on job creation/maintenance/
displacement within the borrowing firm?** What are the related costs and
benefits? What impacts, if any, does the SBL Program have on job
creation/maintenance/ displacement outside of the borrowing firm? Given the
expected difficuities and complexities involved in addressing this evaluation issue, a
case study approach would provide an opportunity to examine a few borrowers in a
greater level of detail than the survey of borrowers would.

25 What impacts, if any, does the SBL Program have on the performance of small
businesses? Again because of the complexity invoived in answering this evaluation
question, an in-depth examination of a few of the businesses financed through the
Program would provide value to the information collected through the survey of
borrowers.

6.2.4 Sources of Information

It would prove very valuable to use two very specific sources of information at the time of the
evaluation, whether mid-term or final. They have not been included in the options because they
are sources of information that should be accessed regardiess of the option selected. These
sources of information and how they would contribute to the evaluation are discussed below.

6.2.4.1 SBL Forecasting Mode/

A reliable forecasting model would be needed to address one important evaluation question,
namely evaluation question 2.6, To what extent is the SBL Program moving towards cost
recovery. In order to know whether the Program is moving towards cost recovery, it is essential
to know what are the costs associated with the Program. Since these costs are essentially
driven by the value of the claims made as a result of loan defauits, it would be important to be
able to reliably forecast the default rate on loans. While a forecasting model had been
developed for the Program, it was acknowledged to be an inaccurate and inadequate tool to
predict default rates. The model has been developed further by SBL Program staff but it is still
too early to make claims about its reliability since there are insufficient data available to test it. It
is recommended that the reliability of this model be monitored and tested on an ongoing basis
so that it can be used with confidence at the time of the evaluation.

3 please refer to Appendix A, Glossary of Terms, for definitions of job
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6.2.4.2 Longitudinal Database of SBL and Non-SBL borrowers

A longitudinal database that would include information on SBL borrowers and small businesses
that have not borrowed under the Program would be extremely useful to make comparisons
over time between Program users and non-users. For example, a longitudinal database on SBL
and non-SBL borrowers could be used to address the foliowing evaluation questions:

21 To what extent are loans made under the SBL Program incremental? By comparing
the ability of small businesses with a similar profile to access financing over time, the
level of incrementality of the Program could be assessed.

2.2 To what extent is financing under the SBL Program accessible? Through the case
study research, SBL borrowers will be asked for their detailed impression of the extent
to which they feel the SBL Program is accessible as well as suggestions concerning how
it could be made more accessible, if needed.

24 What impacts, if any, does the SBL Program have on job creation/maintenance/
displacement within the borrowing firm?*® What are the related costs and
benefita? What impacts, if any, does the SBL Program have on job
creation/maintenance/ dispiacement outside of the borrowing firm? The specific
impacts of the Program on these issues would be assessed, to some extent, by
comparing the impacts between small businesses that have accessed the Program and
those which have accessed other sources of financing.

25 What impacts, if any, does the SBL Program have on the performance of small
businesses? Again, the longitudinal database could be used as a source of
comparison between firms that have accessed SBL financing and those that have not.

Creating such a database would obviously involve financial and human resources. Before
discussing the potential cost of developing and maintaining such a database, it is important to
note that Statistics Canada has developed some databases that could be used as a source of
information in the eventuality that an SBL Program-specific database is not developed‘. These
Statistics Canada databases are described below. It should be specified that none of these
databases could be accessed by Industry Canada or the evaluators since they are micro-data
files that contain confidential information. Rather, a special request would have to be made to
Statistics Canada, who would then perform the analysis on the databases. Such requests come
with a cost but it was difficult for the Statistics Canada representatives contacted to provide
estimates of what these costs would be without being given very precise parameters on which to
base the costing.

3 please refer to Appendix A, Glossary of Terms, for definitions of job
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Small Business and Special Surveys Division. Two relevant files developed by the Small
Business and Special Surveys Division could be used at the time of the evaluation. This
Division has developed what is referred to as the leap file. This longitudinal file contains limited
information (payroll, estimate of employment, industry and province) on all businesses,
regardless of size, with a minimum of one employee and that have a payroll deduction account
with Revenue Canada. The data contained in this database goes back to 1983. The database
is currently updated to 1995. It is expected that 1996 data will be incorporated into the file in
September of 1998. One way this file could be used at the time of the evaluation would be to
provide Statistics Canada with a record of SBL borrowers. Statistics Canada could then link
these clients to the leap file and provide some analyses on these borrowers specifically and use
the larger small business population contained in that database as a comparison group.
However, record linkage is very expensive (a potential range of $20,000 to $30,000 was
provided) and may be too prohibitive for an SBL evaluation. One option would therefore be to
augment the current database on SBL borrowers with information such as employment on an
annual basis. The information from the SBL database could then be analyzed and compared to
the information on small businesses contained in the leap file (without segregating SBL
borrowers) since a simple analysis performed on the database population would be much less
expensive that linking records. The obvious disadvantage of this approach is that the analysis
performed on the leap file records would include records of SBL borrowers. The comparison
group would therefore not be a “pure” comparison group.

Another file, developed from a sample of tax retumns from Revenue Canada, contains
information on small businesses mostly. Unlike the leap file, this database is not longitudinal
and contains an annual sample of businesses. The information contained in this database is
essentially related to revenue (e.g., gross operating revenue, profits). The same kind of record
linkage or straight analysis that could be performed on the leap file could also be performed on
this database.

Micro-economic Studies and Analysis Division. This division has developed a number of
administrative databases, some of which are longitudinal and others which are occasional, each
containing a small number of variables. The Division does not have one universal database but
rather different ones have been created for different purposes. For example, one database
contains information based on employment, industry and location. Another, which is still in the
experimental stage, contains information on sales, payroll and financial structure. Another
experimental database is more comprehensive in terms of the variables it contains but the
accuracy of the information is less reliable because it has to be put together by linking
information coming from a number of different sources. All of these databases are also highly
confidential and not released to anyone. The way one would proceed to obtain information
would be to provide the Division with a list of firms and associated characteristics. The Division
would then create a comparison group based on the charactenistics, conduct some analysis and
provide Industry Canada or the evaluator with a report.

While using Statistics Canada databases presents the advantage of having access to available
information, it also presents disadvantages in the sense that the information available from
these databases is limited, that the data cannot be manipulated by anyone outside Statistics
Canada and that there is a cost attached to obtaining analyses, the full scope of which is
unknown at this point. Relying on the availability of external databases also makes the Program

O
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ongoing basis. Given the lack of control over the information available externally and the cost
associated with obtaining this information, SBL Program managers may find it worthwhile to
allocate resources to the development and maintenance of a program-specific database.

The development and maintenance of this database would first involve augmenting the current
SBL borrowers database to incorporate values for which comparisons between a control and
experimental group would be valuable (e.g., number of jobs created over a period of time, level
of sales and exports, production costs). The second step would be populating the database with
the additional information needed for SBL borrowers and that needed for the control group of
small businesses. Benchmark data could be collected through the conduct of a baseline survey.
The data would then be updated on a periodic basis (e.g., annually for SBL borrowers and every
two years for other small businesses) through the conduct of additional surveys.

As a point of reference, we have presented the estimated level of efforts required to develop and
maintain the database in Section 6.5.2.

6.3 Anticipated Evaluation Issues and Challenges

There are a number of issues and challenges that can be anticipated for the future evaluation of
the SBL Program. Some of these issues and challenges are related to the methodologies to be
used for the conduct of the evaluation while others are related to the evaluation questions
themselves. This section identifies these anticipated issues and challenges and provides
suggestions for addressing them.

Awareness on the part of SBL. borrowers that their loan is an SBL loan

It is expected that a number of small businesses who have obtained a loan under the SBL
Program are not aware that this loan is an SBL loan. The survey of SBL borrowers would
assess the specific level of awareness of this population on this issue. However, it will be
essential to ensure that SBL borrowers know which loan the survey is referring to in order to
obtain valid answers from them (for example, on the impacts of the SBL Program on job
creation/maintenance/displacement). it will also be essential for the businesses examined under
the case study research to be aware that the loan for which the research is conducted is an SBL
loan.
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In order to alleviate the challenges associated with conducting a survey on a loan of
which borrowers may not be aware, it is recommended that a telephone (rather than a
mail survey) be conducted. This would allow interviewers to provide explanations to
respondents and ensure that both share the same understanding of the program to be
examined. It is also recommended that the level of awareness of respondents be
assessed at the beginning of the survey questionnaire. While those who are aware that
their loan is an SBL loan would go on to respond to the remainder of the questionnaire, others
would be explained that the loan to which the survey refers is an SBL loan and be provided with
a brief overview of the Program. In the absence of awareness, it will be important for the
interviewers to have information such as lender and value of loan to ensure that the
respondent knows which of their loans, if they have many, the survey Is referring to.

Assessing the incrementality of the SBL Program

The question of incrementality comes down to determining whether an SBL loan would still have
been made in the absence of the Program or to what extent another loan would have been_
granted under the same conditions (e.g., value of loan, maturity term, interest rate and loan
fees). This will be a challenging evaluation question to answer since the only individuals to truly
know are the ones making a decision on the loan application. Since some lending institutions
may be using the Program to reduce their risk on loans that they would have made otherwise, it
can be expected that these institutions might be more or less forthcoming in their assessment of
the incrementality of the loans made under the Program. Therefores, It Is recommended that
numerous Indicators and muitiple lines of evidence are used to address this question, as
shown in the table In Appendix E.

Obtaining information from lending institutions

Lending institutions are very -private about the information they have on clients and obtaining this
information can be very challenging, as the Auditor General experienced in the preparation of
his 1997 report on the SBL Program. While obtaining information on SBL clients in the context
of an evaluation would likely be possible, much planning will need to go into obtaining this
information and making arrangefnents to have access to the files. Much time must also be
planned to review the files themselves (e.g., in the context of the case study research or to
complement the information available from the databases) since most information is kept in

O
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paper files and not centralized electronically. Planning will also be important because lending
institutions might have to contact the businesses whose files the evaluators will need to review
to obtain permission to examine their files. /t is recommended that a comprehensive plan be
prepared to ascertain that SBL loan information can be obtained from lending institutions

for evaluation purposes.

Reviewing files of non-SBL borrowers (for comparison purposes) would be nearly impossible.
This is why the evaluation framework does not include performance indicators, research
methods or sources of information that would rely on the review of non-SBL borrowers files at
lending institutions. While access to this information would be extremely useful (e.q., to assess
the incrementality of the Program, to compare the due diligence exercised on SBL files
compared to non-SBL files), expecting to have such access at the time of the evaluation would
be higvhly unrealistic.

Attribution of impacts and effects to the SBL Program

Attributing impacts in areas such as job creation/maintenance/displacement within the
organization which has received an SBL loan, or performance of small businesses to the loans
these businesses obtained under the Program, will be a challenge. To a great extent, these
attributions will have to rely on the perception and reports of the small businesses that obtained
SBL loans. While the issue of job creation/maintenance/displacement outside of the
organization that actually received the loan has been identified as a potential evaluation issues,
it must be recognized that impacts in this area would be extremely difficult to assess. It would
be possible to ask SBL borrowers the extent to which they feel that obtaining an SBL loan had
an impact on job creation/maintenance/displacement in other firms (e.g., competitors, suppliers).
However, this information would likely be very difficuit to provide on the part of SBL borrowers
and estimates may be highly unreliable. |

Assessing the extent of the impacts of firms getting an SBL loan on firms that have not received
an SBL loan (without going through SBL borrowers) would require the development of a special
model and access to accurate data. The data would need to be collected periodically (e.g.,
quarterly) and over a number of years so as to provide a large number of observations. The
data collected should also be detailed enough to allow for an analysis on the reasons for the
birth and death of businesses, for example. The model would also need to control for factors

other than the access to an SBL loan which may have an influence on firm behaviour. For “
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example, there are many reasons why one restaurant may close its doors, with a competing
restaurant obtaining an SBL loan being just one potential reason.

Assessing the extent to which the Program is progressing towards cost recovery

Assessing the extent to which the Program is progressing towards cost recovery is highly
dependent on the use of a reliable forecasting model. It is important to keep this issue at the
forefront so that the current model keep being tested in order to provide reliable information at
the time of the evaluation. Other considerations for the assessment of progress towards cost
recovery include the fact that cost recovery cannot be assessed at one point in time during a
given fiscal year since costs are recovered over a penod of 10 years. The assessment of cost
recovery that will be performed at the time of the evaluation therefore has to account for the fact
thaf information on the claim cost of a loan registered at a given point in time may not be
available before many years.

Response burden on participants in the evaluation

As with any evaluation, the future evaluation of the Small Business Loans Program will impose a
burden on the participants since they will be asked to contribute their time to the evaluation,
whether it be through an interview, survey or case study research. Representatives from the SBL
administration who are not direct participants will also need to contribute some of their time to the
evaluation since they will be asked to meet requests made by the evaluators (e.g., providing

. documents, running reports using the SBLA databases, providing a list of SBL borrowers for the

purposes of the survey).

Based on past experience, obtaining the participation of stakeholders and key informants in the
interview process is typically not a problem if the purpose of the interview is clear to the persons
contacted and if they see the relevance of their participation in an interview and how they can
contribute to the evaluation. When first contacted, the individual must therefore be clearty
explained the context in which the interview will be conducted (i.e. for evaluating the SBL
Program) and the importance and value of their participation. Limiting the amount of time to
conduct the interview will take also contribute to making individuals more willing to participate. It
is also preferable to schedule interviews ahead of time and to conduct them in person since this

O

facilitates the development of a rapport between the interviewer and the interviewee.
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The issue of time is a particularly important issue for small business operators since they often
perform multiple roles and handle various responsibilities simultaneously. This should therefore
be kept in mind when requesting their participation in the evaluation, whether through a survey or
case study research. In terms of the survey, keeping the length of the survey to a minimum (15 to
20 minutes is ideal) increases the likelihood that potential respondents will agree to participate.
The questions developed for the survey must also be clear and easy to answer to avoid
respondent frustration. Question clarity and "user-friendliness” are usually assessed through a

survey pre-test.

. As far as the case study research is concemed, the time involvement of both lenders and
borrowers can be minimized by researching, as much as possible, the information about the case
prior to conducting the interviews or while on-site. For example, background information on the
company could be collected ahead of time through SBLA databases. This would reduce the
burden on the business representative to provide information that is readily available from
documents or literature. Similarly, information such as sales and profit could be obtained from a
review of documents provided by the corﬁpany as opposed to asking the question during the
interview. In addition, it will be important to develop the case study research instruments so that
information obtained in the interviews with borrowers and lenders do not overly duplicate each
other. This will allow the time spent with each interviewee to be maximized. As areference, a
potential case study outline is presented in Appendix F.

-

Relying on perceptions io address some of the evaluation issues

Because of the difficulty or impossibility of getting factual information, some of the evaluation
issues will have to be addressed by relying on perceptions. While relying on perceptions is not
ideal to answer some very specific evaluation questions, the absence of other sources of
information will make it neceésary to do so. This issue will be particularly evident when
addressing questions for performance indicators that concem both SBL borrowers and non-SBL
borrowers. For example, the evaluators will have to rely on the perceptions of lenders and other
interviewees to determine whether lenders exercise the same level of due diligence when
reviewing SBL loan applications as they do with other loans. Access to non-SBL loan files would
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be needed in order to make definitive statements on this issue but as previously discussed in
Section 5.2, it would not be realistic to expect to have access to these files at the time of the
evaluation. It will therefore be important to acknowledge some of the limitations of the
evaluation when reporting on the results.

Assessing the cost associated with job creation

Estimating the cost associated with the jobs which are believed to have been created as a result
of an SBL borrower getting a loan under the Program has been identified as an important issue
by representatives of the Office of the Auditor General in the interview conducted for the
deveiopment of the evaluation framework. The framework identifies claim costs per job created
as the indicator to use to assess performance in this area. Because of the lack of a direct
relationship between costs incurred in a given year and jobs created in a given year (e.g., claim
costs may be associated with businesses which have not created jobs), using this indicator is
not ideal. However, we believe that it is the best proxy that could be used at this time. In his
1997 .report, the Auditor General reported on the amount of loans guaranteed to determine the
cost per job created. Using such an indicator would be even less refiective of the costs
associated with job creation since a proportion of these loans would be reimbursed. It must also
be remembered that the framework presented in this document is flexible and can be modified
to reflect future changes. For example, if the Program were to operate on a cost recovery basis
by the time of the evaluation, then the indicator should be modified to reflect the new situation.

6.4 Critical Path to the Evaluation

In order for the evaluation to be successful in the future, a series of actions need to be taken
now so that the information neede’d at the time of the evaluation is readily évailable. This
section presents the actions that need to be taken to ensure the success of the evaluation of the
SBL Program and that the ongoing monitoring of Program performance take place.

1.2 Collect baseline program information before Program changes. Baseline
information on the program should be collected and archived before any changes are
made to the Program so that the impacts of these potential changes can be assessed
sometime in the future by comparing future data to baseline data. The baseline
information to be collected should include any that could be impacted by changes made

O
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to the Program.

1.3 Collect baseline data on SBL borrowers and other small businesses and update

14

1.6

17

on periodic basis. If the decision is made to develop a longitudinal database of SBL
borrowers and other small businesses, the current SBLA databases will need to be
augmented with the required additional variables (see Exhibit 13) and the databases
populated (with missing information for SBL borrowers and all information for a
comparison group of small businesses) through the conduct of a survey. This
information should be updated on a periodic basis (annually for SBL borrowers and
every two years for other small businesses) for monitoring purposes as well as to meet
the needs of the future evaluation. If a longitudinal database is not developed, the SBLA
databases should, at a minimum, be augmented to include the information needed for
regular monitoring and reporting but that is not currently being collected (see Exhibit 13).

Consult key stakeholders. Key stakeholders, namely lenders and representatives
from the SBL administration, should be consulted regarding the nature and extent of
their involvement in ongoing Program monitoring and in the future evaluation of the
Program. For example, lenders will need to be asked about the impact on form
completion of changing the industry code currently used on the registration form to
better refiect borrower activities, (e.g., using the codes used by Thompson and
Lightstone in their survey). Lenders who are considering or planning the implementation
of data warehouse initiatives and the use of a credit scoring system shouid also be
consuited on the extent to which Industry Canada could eventually have access to the
information available from these systems. At some point before the evaluation, lenders
should aiso be consulted on the extent to which their files on SBL borrowers can be
accessed for evaluation purposes and how much time should be planned to access and
review these files.*

Develop new forms. A new registration form that includes the telephone number of
SBL borrowers; possibly a new list of industrial codes and a disclosure of information
consent form to be signed by SBL borrowers should be developed and distributed to
participating lenders.

Provide additional information to lenders. in the interviews, lenders indicated that
they would like to receive more information on the Program that could help them
improve the way they manage and deliver the Program (see p. 51). Providing lenders
with this information may contribute to ensuring greater collaboration on their part at the
time of the evaluation.

Monltor and test the reliability of the forecasting model. It is important that the
reliability of the forecasting model be monitored and tested on a regular basis as data
becomes available so that it can be modified.as needed and be ready for use at the time
of the future evaluation.

“it took two months for the Auditor General to negotiate access to these files in view of

the preparation of his 1997 report.
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6.5 Estimated Level of Effort

This section provides a breakdown of the estimated level of effort of conducting the future
evaluation of the SBL Prograrn, depending on the option selected. The section also provides
information on the estirnated level of effort of developing and rnaintaining a longitudinal
database of SBL borrowers and non-borrowers. The level of effort has been provided in
consulting days as opposed to dollar value to account for the fact that rates vary frorn consulting
firm to consulting firm, that consulting rates will change between now and the time when the
evaluation is conducted and that the cost of conducting an evaluation internally would be ruch
different than one conducted externally.

The reader should keep in rnind that the number of consulting days required to carry each
aspect of the evaluation and which are presented below are approximate and that these
numbers will have to be revisited at the time of the evaluation. It should also be noted that the
consulting days listed below refer only to the costs associated with carrying out the research
methods identified in Section 6.2 and not to the costs of any components integral to the conduct
of any evaluation, such as project management, reetings, and analysis and reporting. It also
does not include anticipated expenses such as travel or survey-related expenses.

6.5.1 Evaluation Purposes

The estimated level of effort required to undertake each evaluation option is presented in Exhibit
16, on the following page.
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Exhibit 16 - Estimated Level of Effort per Option,
in Number of Consuiting Days
Research Method Option 1 Option 2 Option 3
Basic Approach Enhanced Fully Enhanced
Approach Approach
Document and 8 8 8
Literature Review
Review of SBL 25 | 25 25
Databases
Interviews (assumes 2 6.5 9 12
hours per interview)
Survey of SBL 51 51 230
Borrowers
Review of Similar - 10 10
Programs
Survey of Small - 35 200
Businesses
Case Studies - - 35
Total 68 115.5 497.5

*Assumes 5 regions (5 regions X 380 per region = 1,800)

6.5.2 Development and Maintenance of a Longitudinal Database

The estimated level of efforts involved in developing and maintaining a longitudinal database of

SBL borrowers and other small businesses is presented in Exhibit 17, on the foliowing page. It

must be stressed that this level of effort is an estimate and will vary based on factor such as the
number of cases to be incorporated in the database and the extent to which the current

databases can be modified to accommodate an expansion. SBLA staff familiar with the current

databases should be consulted on these issues.
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Exhibit 17 - Longitudinal Database, Estimated Level of Efforts

Task Estimated Level of
Efforts
P Modify current database to incorporate new variables 5 days
if Populate database (baseline survey of 500 SBL borrowers) 65 days
Populate database (baseline survey of 700 small businesses) 85 days
Update database (follow up survey of SBL borrowers) 55
Update database (follow up survey of small businesses) 75

=~
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Appendix A - Glossary of Terms!

The following are definitions for the terms used to identify the performance indicators for the SBL
Program.

business investment - refers to a business's expenditure on the production of goods not for
present consumption, such as capital goods and inventories.

business profile - refers to the characteristics of borrowers, specifically the age, revenues and
ownership structure of the borrower’s business.

cost-effectiveness - refers to using the appropriate quality and quantity of resources at the
lowest cost to meet intended resuits.

cost recovery - when a program's costs are equal to or greater than its revenues on an annually
basis. For the SBL Program specifically, this refers to the extent to which the Program’s costs
(i.e., claim payments and Program management costs), over a given lending period are equal to
or greater than the Program'’s revenues (i.e., loan repayments, loan registration fees and
administration fees).

due diligence - refers to the expectation that lenders will make SBL loans with the same care as
they practice for their other loans.

efficiency - refers to producing the maximum output for any given set of resource inputs, or
having minimum resource inputs for any given quantity and quality of output provided.

incrementality - refers to loans made under the SBL Program that would not have been made in
the absence of the Program.

job creation - refers to the jobs created as result of borrowers’ having received an SBL loan.
This measures specifically, the number of employees that have been hired: on a full-time basis
(e.g., working a minimum of 30 hours per week), on a part-time basis (e.g., working a minimum of
15 hours per week), and on a casual basis (e.g., working on call). Also refers to the jobs created
in another firm (e.g., supplier) as a result of one firm getting an SBL loan.

job displacement - refers to the jobs that have been replaced by other resource inputs as a
resuit of an SBL ioan, such as technology. This measures, specifically, the number of employees
that have been laid-off or the number of employee hours that have been reduced as a resuit of the
introduction of other resource inputs by a SBL borrower. Also refers to the jobs displaced in
anothor firm (e.g., competitor) as a result of one firm getting an SBL loan.

job maintenance - refers to the jobs that have continued to exist as a resuit of borrowers' having
received a SBL loan. This measures, specifically, the number of employees that have remained
working for a SBL borrower, or the number of employee hours that have continued to exist as a
result of a SBL loan, Also refers to the jobs maintained in another firm (e.g., supplier) as a resuit
of one firm getting an SBL loan.

'Richard Lipsey, Douglas Purvis and Peter Steiner, Economics, 7" edition, 1991. “
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lending practices - refers to the approach, criteria and conditions lending institutions adopt to
make loans available to businesses.

loan activity - refers to the number of loans lenders make.

net (e.g., net exports, net business investments) - refers to the aggregate value of a
business's activities. For example, net exports refers to total exports minus total imports and net
business investment refers to gross investment minus replacement investment.

performance of small businesses - refers specifically to the success of a SBL borrower's
business in regard to its ability to: increase productivity, decrease production costs, increase
exports and business investments, increase sales and profits, increase research and
development and increase product conception as a result of a SBL loan.

price of loans - refers to the interest rate and fees borrowers are charged for receiving a loan
from a lending institution. For SBL loans specifically, the interest rate refers to the prime rate plus
the floating rate or fixed mortgage rate, and the fees refer to the loan registration fee and the
administration fee charged by Industry Canada.

productivity - refers to the output produced per unit of some input, for example, labour
productivity refers to the total output divided by the amount of labour used.

purpose of loan - refers to how the loan is used. For the SBL Program, this specifically refers to
loans used by borrowers to purchase land, equipment or a building, or for premise alterations and
building construction.

realizations -refers to the actions undertaken by lenders to seize, to take possession of, to sell or
to engage a third party to sell secured assets and guarantees.

risks on loans - refers to the extent to which borrowers may default on their loan payments
based on the value of their loan and their business profile (e.g., business revenues, business
experience, history of bad debt, business sector ).

sector - refers to the borrower's industry or business activity, such as communications and
utilities or logging and forestry.

spin-off jobs - refers to the jobs that have been indirectly created as a result of a SBL loan, for
example the number of jobs or employee hours that have been generated at a supplier’s facility as
a result of the purchase of equipment by a SBL borrower.

Al
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Appendix B - Documents and Studies Reviewed

Allan L. Riding, Equinox Management Consultants Ltd., Impact of SBLA Lending: An Evaluation
of the Economic Impacts of the SBLA Program, December 13, 1996.

Allan L. Riding, Equinox Management Consultants Ltd., Cost-Benefit Scenarios for Loan
Guarantees, May 15, 1898.

Allan L. Riding, George Haines, R. Thomas, Equinox Management Consultants Ltd., Estimation
of Modeis for Forecasting SBLA Defaults: Final Report, March 27, 1997.

Canadian Federation of Independent Business, Credit Where Credit is Due: Resuits of CFIB

Survey on Credit Conditions in the Small and Medium-sized Business Sector, January 1998.

Canadian Federation of Independent Business, Small Business Primer - The Majority of
Canada’s Businesses are Very Small, April 1997.

Canadian Bankers Association, Privacy Model Code: Protecting individual customers’ personal
information, November 1996.

Canadian Bankers Association, Business Credit Statitstics, as at September 30, 1997, 1998.

Federal Office of Regional Development-Quebec; Performance Report, Period Ending March
31, 1997.

George Haines and Allan L. Riding, Carleton University, Recent Experience with the SBLA:
Economic impacts, Incrementality and Risk Profile Analysis, August 17, 1994.

Industry Canada, Small Business Loans Act: A Presentation to the House of Commons Standing
Committee on Public Accounts, February 1998.

Industry Canada, Small Business Loans Act: Annual Report on Operations for the 12-month period
ended March 31, 1997.

Industry Canada, Small Business Loans Act Consultation Paper, prepared forthe Entrepreneurship
and Small Business Office, December 1997.

Industry Canada, Small Business Loans Guidelines, December 11, 1996.
Iindustry Canada, Small Business Loans Act, February 1996.
industry Canada, Small Business Loans Regmaﬁons 1993, February 1996.

Industry Canada, Small Business Loans Act Lending Statistics, Small Business Loans
Administration, July 30, 1997; November 24, 1997 and February 16, 1998.

Industry Canada, Loans Registration Form and Claims for Loss Request Form, July 26, 1996.
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Industry Canada, SBLA Loan Registration Database; SBLA Claims Processing Database;
SBLA Public Information Reports, Management Reports and Query Tools; March 1998.
Price Waterhouse, Overview of Credit Scoring for Commercial Banking, August 1997.
Informetrica, The Small Business Loans Act: Economic Impacts, October 1994,
Joe Hudson, John Mayne and Ray Thomlison, Action-Oriented Evaluation in Organizations, 1992.

KPMG, A Review of Issues Surrounding Benefit-Cost Analyses of the Small Business Loans
Program, Draft Final Report, May 21, 1998.

Richard Lipsey, Douglas Purvis and Peter Steiner, Economics, 7" edition, 1991.

Report of the Auditor General of Canada to the House of Commons, Chapter 29 - Industry Canada -
Management of the Small Business Loans Program, December 1997.

Roy B. Norton, A Future for the Small Business Loans Act: Stakeholder Perspectives, 1996, March
1996.

Roy B. Norton, The Current Market for Small Business Financing, April 1998,

Speaking notes for Kevin Lynch, Deputy Minister, Industry Canada, to the House of Commons
Public Accounts Committee, Ottawa, February 19, 1998.

The Small Business Working Committee, Breaking throught Barriers, November 1994.

Thompson Lightstone & Company Ltd., Small and Medium Sized Businesses in Canada: An
Ongoing Perspective of Their Needs, Expectations and Satisfaction with Financial Institutions, 1997.
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Appendix C - List of Organizations Consulted

Alberta Treasury Branch

Atlantic Canada Opportunities Agency
Bank of Montreal

Bangue Nationale du Canada
Canada Trust

Canadian Bankers Association
Canadian Economic Development

Canadian Federation of independent
Business :

Canadian imperial Bank of Commerce
Carleton University

Confédération des caisses populaires et
d'économie Desjardins du Québec

Credit Union Central of Canada

Department of Finance
Hongkong Bank of Canada

House of Commons Standing Committee
on Industry

industry Canada

Office of the Auditor General's
Royal Bank of Canada

Scotia Bank

Senate Standing Committee on Banking,
Trade and Commerce

Toronto-Dominion Bank
Treasury Board Secretariat

Westemn Economic Diversification
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Appendix D - Interview Guides

interview Guide - Federal government representatives
Development of an Evaluation Framework
for the Small Business Loans Program

Price Waterhouse is currently undertaking the development of an evaluation framework for the
Small Business Loans Program. As part of this work, we are conducting interviews with a sample
of federal government representatives, financial institutions delivering the Small Business Loans
Program, and other associations and organizations. These interviews are being sponsored by the
Audit and Evaluation Branch of industry Canada. The purpose of our interview today is to identify
and discuss the key evaluation issues and performance indicators that should be considered for
the future evaluation of the Small Business Loans Program, as well as obtain information in order
to develop a composite program profile. / would like to emphasize that the objective is not to
evaluate the program, but to discuss with you the key evaluation issues and performance
indicators that should be considered for a future evaluation of the program.

Your participation is voluntary. | will be taking notes during the interview but would like to assure
you that your name will not be uniquely identified in any reports for this study. Do you have any
questions before we start?

1. Could you start by putting me in context and describe any Small Business Loans Program
activities in which you are invoived, personally and/or as an organization?

Note to interviewer: only ask question 2 and 3 of relevant interviewses.

2. One of the things we are working on as part of the evaluation framework for the Small
Business Loans Program is the development of a program profile. Accordingly, we are
interested in collecting information on what the program entails.

° What are the program’s objectives?

) lnwhatmamaraasnsmeprogtamexpemdtohavelmpacts?

. How would you describe the program (e.g., program procedures, administration,
delivery)?

3. A comprehensive review of the Small Business Loans Program is currently underway. It
is therefore important that any potential program changes be taken into considesation for
the development of the program’s profile. Do you have any comments about the program
in light of any potential changes that may take place?

. in what way, if any, do you feel these potential changes couid have an impact on
the future evaluation of the program, if implemented?

4a.  Generally speaking, the purpose of an evaluation can be to determine the efficiency and

effectiveness of a program or to measure and account for the results of a program. What
would be the main questions that you would want an evaluation of the Small Business

Loans Program to answer?
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4b. What would be the evaluation issues that should be examined under each of the broad
evaluation headings:

® Rationale
° Results (e.g., achievement of objectives, impacts, success)
] Structure and activities (e.g., administration, responsibilities and accountability,

oornmunmtlon)
. Altematives
) Others

Note to interviewer: for each evaluation issue mentioned, ask 4¢ and 4d.
4c. What would be the main indicators that would be associated with this evaluation issue?

4d. What would be the best source of information that should be used to answer this
evaluation issue?

5. What are the key areas in which the program is expected to achieve results? What are
the associated indicators that are/should be used to assess the performance of the

program:

. On an ongoing basis?

. At the time of the evaluation?

. Which of these performance indicators are needed to report program results to
senior management?

6. Can you identify the information that is currently coliected on the program? How is this
information used to assess the performance of the Small Business Loans Program?

. How frequently is this information collected?

° Who collects this information?

° Who uses this information? For what purposes? ASK FOR EXAMPLES (E.G,,
REPORTS) IF RELEVANT

. How is the information collected (e.g., application forms, surveys of borrowing

businesses)?
J How is this information kept (e.g., paper files, electronic databases)?
. Is access 1o this information limited in any way?
. Is the information that is currently being collected sufficient to address the

ongoing needs for information of the various stakeholders? If not, what additional
information should be collected? Is there any information that is not being
collected that should be?

7. Do you have any other comments to make about the Program?

Thank you very much for your time.

O
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interview Guide - Lending Institutions and Associations
Development of an Evaluation Framework
for the Small Business Loans Program

Price Waterhouse is currently undertaking the development of an evaluation framework for the
Small Business Loans Program. As part of this work, we are conducting interviews with a sample
of federal government representatives, financial institutions delivering the Small Business Loans
Program, and other relevant associations and organizations. These interviews are being
sponsored by the Audit and Evaluation Branch of Industry Canada. The purpose of our interview
today is to identify and discuss the key evaluation issues and performance indicators that should
be considered for the future evaluation of the Small Business Loans Program. / would like to
emphasize that the objective is not to evaluate the program, but to discuss with you the key
evaluation issues and performance indicators that should be considered for a future evaluation of

the program.

Your participation is voluntary. | will be taking notes during the interview but would like to assure
you that you will not be identified in any reports for this study. Do you have any questions before
we start?

Note to interviewer: ASK QUESTIONS 1 TO 2e TO BOTH LENDING INSTITUTIONS AND
ASSOCIATIONS

1. Could you start by putting me in context and describe any Small Business Loans Program
_ activities in which you are involved, personally and/or as an organization?

2a. Generally speaking, the purpose of an evaluation can be to determine the efficiency and
effectiveness of a program, or to measure and account for the results of a program. What
would be the main questions that you would want an evaluation of the Small Business
Loans Program to answer?

2b.  What would be the evaluation issues that should be examined under each of the following
broad evaluation headings:

) Rationale (e.g., continued relevance of program)
. Results (e.g., achievement of objective, expected or unexpected program

impacts)
) Structure and activities (e.g., delivery, administration, responsibilities and

accountability, communication)
. Altematives (e.g., altemative program policy or delivery options)
° Others (e.g., impact of legisiative changes on program performance)

Note to interviewer: FOR EACH EVALUATION ISSUE MENTIONED, ASK 2¢c AND 2d.
2c. What wouid be the main indicators that would be associated with this evaluation issue?

2d. What would be the best source of information that should be used to answer this
evaluation issue?

2e. What would be the best way to assess the incrementality of the Smali Business Loans
Program (i.e., whether lending institutions would have made loans in the absence of the

Program)? ' NI
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Note to Interviewer: ASK QUESTIONS 3a TO §b ONLY TO LENDING INSTITUTIONS

3a. We would now like to discuss with you, the type of information you collect on ioans you
provide to smali businesses. Specifically, we wouid like to discuss the data collection
table that was sent to you on (date) for your review and completion.

Note to interviewer: REFER TO INFORMATION PROVIDED ON TABLE TO ANSWER
QUESTIONS 3b, 4a, 4b, 4c AND 4d.

3b. Is access to information related to the Small Business Loans Program (e.g., client files,
statistics) limited in any way? What about information on your organization's other smail
business lending activities (e.g., client files, statistics)?

4a. if this type of information was needed for a future evaluation of the Small Business Loans
Program, would your organization make this information available on:

. a case by case basis (SBL Program information and information on other small
business lending activities)? on an aggregate basis (SBL Program information
and information on other small business lending activities)?

. What about for reporting program results on an ongoing basis to the federal
govemment?

4b. What Ievel of effort would be required for you to provide this information?

Nots to interviewer: IF NO TO 4a, GO TO 4c AND 4d.

4c. if no, can you explain why this information would not be available?

Would there be an issue/concern about client confidentiality?

Would there be an issue/concemn about the cost of making it available?

Would there be an issue/concern about additional paper/administrative burden?
Other issues and concems?

4d. What could be done to alleviate these issues/concems? In what ways could program
evaluators address these issues/concerns?

5. How would you feel if the Small Business Loan Program registration form or the ciaims
form were redesigned to provide additional information on Small Business Loans Program
borrowers (e.g., borrower phone number, gender, age)?

Note to interviewer: ASK QUESTIONS 6a AND 6b ONLY TO ASSOCIATIONS
6a. Ifi_nfomaﬁonwasneededonsmallbminessdeoesstoloansforhepurposeofafuhnre
evaluation of the Small Business Loans Program, would you have any documents or data

available? For the purpose of reporting program resuits on an ongoing basis to the
federal government?

6b. Would access to this information be limited in any way?

O
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Note to interviewer: ASK QUESTIONS 7 AND 8 TO BOTH LENDING INSTITUTIONS AND
ASSOCIATIONS

7. What kind of information do you currently receive on the Small Business Loans Program?
Are you satisfied with the kind of information you receive? If not, what additional
information would you need? For what purpose?

8. Do you have any other comments to make about the Program?

Thank you very much for your time.
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Information on Loans made to Small Businesses

As a follow-up to the attached information sheet on the purpose of our interview to be confirmed on
(date/time), we would appreciate it if you could complete the attached table which will be used for
discussion purposes during our interview with you in regard to evaluation issues, performance
indicators, data sources and data availability for future evaluation of the Small Business Loans
Program and for ongoing measurement of the program. By completing this table, you will help us
reduce the time needed to conduct our interview with you. Should you have any questions, please
contact Christine Jodoin at (613) 238-8200, ext. 607.

For each type of information identified in the first left hand column of the attached table, please
indicate:

1. In the first left hand column, whether the information is collected for Small Business Loans
Program borrowers and/or for other small business borrowers not participating in the Small
Business Loans Program by circling A and/or B; if the information is not collected for either
group, please circle C,

2. In the second column from the left, how frequently the information is collected by circling A,
B, C or D (to specify another type of frequency);

3. in the third column from the left, how the information is collected by circling A, B or C (to
~ specify another way it is collected), and

4, in the last column on the right, how the information is stored by circling A, B or C (to specify
another way it is stored).

>
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information on Loans made to Small Businesses

A=Small Business Loans Program
borrowers

B=other smali business borrowers
C=not collected

1. Type of information collected on:

2. Frequency Collected:
A=once, at time of loan
application

B=quarterly

C=annually

D=other (please specify)

3. Method Collected:
A=application form
B=survey

C=other (please specify)

4. Method Stored:
A=paper files
B=electronic database
C=other (please specify)

Type of credit application: (please
specify type of credit by circling 1
or2)

1=equipment, prémlae slterations,
land/buliding purchase

2=working caplital and other non
asset loans

A (1andior2)
B (1and/or2)
C (1and/or2)

A B C D (please specify):

A B C (please specify):

A B C(please specify):

Value of loans made:

ABC

A B C D (please specify):

A B C(please specify):

A B C(please specify):

Interest rate for loan term:

ABC

A B C D(please specify):

A B C (please specify):

A B C (please specify):

Loan repayment term:

ABZC

A B C D (please specify):

A B C(please specify):

A B C (please specify):




1. Type of information collected on:
A=Small Business Loans Program
borrowers

B=other small business borrowers
C=not collected

2. Frequency Collected:
A=once, at time of loan
application

B=quarteriy

C=annually

D=other (please specify)

3. Method Collected:
A=application form
B=survey

C=other (please specify)

4. Method Stored:
A=paper files
B=electronic database
C=other (please specify)

Reason why loan request was
rejected:

ABC

A B C D (please specify):

A B C (please specify):

A B C (please specify):

Reason why applicant declined
loan package offered:

A BC

-

A B C D (please specify):

A B C (please specify):

A B C (please specify):

Borrower collateral: (l. e., personal
assets, corporate assets)

A BC

A B C D (please specify):

A B C (please specify):

A B C (please specify):

Rank of asset security obtained
from borrower: (i.e., registered first
charge, pari passu, other)

ABC

A B C D (please specify):

A B C (please specify):

A B C (please specify):

Number of ioan defaults:

ABC

A B C D (please specify):

A B C(please specify):

A B C (please specify):

Number of business failures:

A BC

A B C D (please specify):

A B C(please specify):

A B C (please specify):
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1. Type of information collected on:
A=Small Business Loans Program
borrowers

B=other small business borrowers
C=not collected

2. Frequency Collected:
A=once, at time of loan
application

B=quarterly

C=annually

D=other {please specify)

3. Method Coliected:

A=application form
=survey

C=other {please specify)

4. Method Stored:

A=paper files
=electronic database

C=other (please specify)

-

QOperational costs for lending
activities:

ABC

A B C D (please specify):

A B C(please specify):

A B C (please specify):

Record of promotional activities for
loan packages:

ABC

A B C D (please specify):

A B C (please specify):

A B C (please specify):

Borrower business profile: (e.g.,
business activity, business age,
business revenues)

ABC

A B C D (please specify):

A B C (please specify):

A B C (please specify):

Demographlcs of borrowers: (e.g.,
age, gender, visible minority,
persons with disabilities)

ABC

A B C D (please specify):

A B C (please specify):

A B C (please specify):

Borrower contact information: (e.g.,
borrower phone number, complete
address)

ABC

A B C D (please specify):

A B C (please specify):

A B C (please specify):
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Appendix E - Page 1

Potentlal Evaluation Issues
and Questions

Performance Indicators

Research Methods and Sources of
Information/Challenges

Data Collection Requirements/Gaps

Issue 1: Rationale - Is there an ongolnﬁ need for the Smail Business Loans Program?

1.1 s the objective of
increasing the
avallability of loans to
small businesses still
relevant today?

Priority: High

extent to which small businesses
identify financing as an issue of
concerm

exient to which the SBL Program
meets any small business financing
gaps

Document and literature review (e.g.,
Conference Board of Canada studies,
CBA/Thompson and Lightstone annual
survey & Business Credit Statistics, CFIB
Survey conducted every three years,
Statistics Canada Micro-economic
analysis )

Survey of smali businesses

Interviews with federal
government/agency representalives,
associations and lenders

level of demand for financing from small
business by: purpase of loan (e.g.,
premise alterations, land, equipment,
working capital), sector (e.g., traditional,
knowledge-based), business profile (e.g.,
business age, revenues, owner's age) and
region

1.2 Towhat extent is the
SBL Program meeting
the actual financing
needs of small
businesses?

Priority: High

extent {o which the SBL Program
provides the fevel of financing needed
by small businesses

extent of gap between the types of
loans needed by small businesses
and those eliglble under the SBL
Program

Document and fiterature review (e.g.,
CBA/Thompson and Lightstone annual
survey & Business Credit Statistics, CFIB
Survey conducted every three years,
Statistics Canada Micro-economic
analysis)

Survey of SBL borrowers and other smalt
businesses

Interviews with lenders, informal
investors, federal government/agency
representatives and associations

Case studies on SBL borrowers

SBLA Databases

Gaps

level of demand for financing from SBL
borrowers and other small businesses by:
value of loan, purpose of loan (e.g.,
premise alterations, land, equipment,
working capital), sector (e.g., tradilional,
knowiedge-based), business profile (e.g.,
business age, revenues, owner's age) and
region

telephone numbers of SBL borrowers
are not readily available from SBLA
databases
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Potential Evaluation issues
and Questions

Performance Indicators

Ressarch Methods and Sources of
Information/Challenges

Data Collection Requirements/Gaps

issue 2: Results - To what extent is the Small Business Loans Program objective being achisved? What expected and unexpected impacts have resulted from
the Program? How have small business benefitted from the Program?

2.1 To what extent are {oans
made under the SBL
Program incremental?

Priority: High

proportion of SBL loans that aras fully
incremental (loans that would not
have besn made in the absence of
the Program), partially incremental
(loans that woukd have taken place
but not under the same conditions
(e.g.. ioan price, loan value, maturity
term)), and not at ali increamental
(loans that would have been made in
the absence of the Program)
expected impacts of abandoning the
SBL Program on the ability of small
businesses to obtaln loans

value and maturily term of SBL loans
made compared to non-SBL loans
extent to which lenders are perceived
to be delivering the SBL Program to
reduce their risks on loans that they

- would have provided regardless of

federal government guarantees
extent to which SBL borrowers are
perceived to be higher risk than non-
SBL borrowers

average price (interest rate & fees) of
SBL loans relative to non-SBL loans
extent to which small businesses with
profiles similar to SBL Program
borrowers obtain non-SBL loans
extent to which SBL borrowers
perceive that they would not have
received a loan if the SBL Program
did not exist

extent to which firms at risk of
business failure recsive SBL loans
extent to which SBL loans are made
to certain types of small businesses
(e.g., specific seclors, professions,
age of business) compared to non-
SBL loans

Documenl and literature review (8.g.,
Allan Riding 1996 incremeniality study)
SBLA databases

interviews with federal
government/agency representatives,
lenders and associations

Case studies on SBL borrowers

Survey of SBL borrowers and other small
businesses

Longitudinal database

« number of SBL and other ioans made to
small businesses by: purpose of loan
{(e.g., premise alterations, land,
equipment), sector (e.g., traditional,
knowledge-based), borrower profile (8.g.,
business age, revenues, ownership
structure, owner's age, profession) and
region

* average value and term of maturity of SBL
and non-SBL loans made to small
businesses by: purpose of loan (e.g.,
premise allerations, land, equipment),
sector (e.g., traditional, knowledge-
based), borrower profile (e.g., business
age, revenues, ownership structure,
profession) and region

« average price (interest rate & fees) of SBY
and non-SBL loans made to small
businesses by: purpose of loan (e.g.,
premise alterations, land, equipment),
sector (e.g., traditional, knowledge-
based), borrower profile (e.g., business
age, revenues, ownership structure,
profession) and region

Gaps

« telephone numbers of small business
borrowers are not readily available
from SBLA databases

- 9



A - -, ] " - ()

Appendix E - Page 3

Program accessible?

Priority: Medlum

& (ees) are perceived to have an
impact on access to loans
extent to which small businesses
have access to the SBL Program
lavel of loan activily

Inlerviews with ienders, federal
government/agency representatives and
associalions

Case studies of SBL borrowers

Potentlal Evaluation Issues Performance Indicators Research Methods and Sources of Data Collection Requirements/Gaps
and Questions Informationi/Challenges
2.2 Towhatextentis extent to which Program eligibility, SBLA databases » SBL borrower profile (e.g., sector, region,
financing under the SBL conditions and price (i.e. interes! rate Survey of SBL borrowers rural/urban, business age, revenues,

Gaps

ownership structure, owner's age)
average price (interest rate & fees) of SBU
loans by: purpose of loan, business age,
revenues, seclor, region, ruralfurban,
ownership structure, owner's age

number of loans by lender lype

telephone numbers of SBL borrowers
are not readily avallable from SBLA
databases

2.3 To what extent has the
SBL Program had an
Impact on financlal
Institutions’ lending
practices?

Priority: Medium

extent to which lenders ars perceived
to be practicing the same level of due
diligence when reviewing SBL loan
applications as they are for non-SBL
loans

extent to which lenders ars perceived
to maximize realizations for SBL
loans relative to non-SBL loans
extent to which legislated fee and
Interest rate levels are perceived to
Impact lenders’ decision to make
loans under the SBL Program

extent to which the SBL claim
process is perceived to Impact
lenders’ decisions to make loans
under the SBL Program

extent to which the rale at which SBL
claims are reduced or declined Is
perceived to impact lenders’ decisions
to make loans under the SBL
Program

Interviews with lenders, federal
government/agency representatives and
associations

SBLA databases

proportion of SBL claims reduced or
declined

average price (interest rate & fees) for
SBL loans and non-SBL loans
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Potentlal Evaluation Issues
and Questions

Performance Indicators

Research Methods and Sources of
Information/Challenges

Data Collection Requirements/Gaps

2.4 What impacts, if any,
does the SBL Program
have on job
creation/maintenance/
displacement within the
borrowing firm?' What
are the related costs and
benefits? What
impacts, if any, does the
SBL Program have on
job creation
/maintenance/
displacement outside of
the borrowing firm?

Priority: High

axtent to which SBL borrowers create,
maintain or displace jobs in their own
firms as a result of obtaining an SBL
loan

extent to which SBL borrowers create,
maintain or displace jobs in other
firms (e.9., suppliers, competitors) as
a result of obtaining an SBL loan

SBL claim costs per job created

Survey of SBL borrowers

Economic model

SBLA databases

Document and literature review (e.9.,
Statistics Canada's Survey of
Employment. Earnings, Hours, Micro-
economic analysis)

Case studies of SBL borrowers
Longitudinal database

Challenges

Attribution of job creatlon,
maintenance and displacement to SBL
loans

estimated number of jobs created by SBL
borrowers by: purpose of loan (e.g.,
premise alterations, land, equipment),
sector (e.9., traditional, knowledge-
based), region and business age

SBL claim costs per job created

number of jobs displaced by SBL
borrower technology within their own
organization

number of jobs maintained by SBL
borrowers within their own organization
number of spin-off jobs attributed to SBL
borrowers as a result of getting an SBL
ioan

number of jobs maintained in non-SBL
borrower organizations as a result of a
loan obtained by an SBL borrower
number of jobs displaced in non-SBL
borrower organizations as a result of a
loan obtained by an SBL borrower

Gaps

telephone numbers of SBL borrowers
are not readily available from SBLA
databases

! Please refer to Appendix A, Glossary of Terms, for definitions of job crealion/maintenance/displacement.

4
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need to test rellability of current SBL
forecasting model

time lag In data (l.e. between
appiications for SBL loans,
registrations of SBL loans, SBL
defaulits and claim for loss requests)

Potential Evaluation laaues Performance Indicators Research Methoda and Sources of Data Collection Requirements/Gaps
and Questions information/Chaflenges
2.5 What impacts, if any, extent lo which the loans made under | » Survey of SBL borrowers » estimated net value of production costs,
does the SBL Program the SBL Program are perceived to « Case studies of SBL borrowers exports, business investment, sales,
have on the contribute o SBL borrower « Longitudinal datebase profits, research & development and
performance of small performance as indicated by factors « Document and literatire review product conception for SBL borrowers and
businesses? auch as: other small businesses
+ netincrease in productivity Challenges « number of business failures by SBL
+ net reduction in production costs * SBL borrower attribution of SBL loans borrowers
Priority: Medlum * netincrease in exports to business performance » number of business failures by other smai|
* nelincrease in business businesses
investment :
* petincrease in sales and profits Gaps
*  nelincrease in research & « telephone numbers of SBL borrowers
development are not readily available from SBLA
¢ netincrease In product databases
conception
rate of business failures by SBL
borrowers compared lo small
businesses in general
2.6 To whal extent is the extent to which actual SBL Program + SBLA databases » cumulative SBL Program revenues over
SBL Program revenues cover claim costs over ten « SBL forecasting model ten years: {oan repayments, registration
progressing towards years * Document and literature review (e.g., fees and administration fees
cost recovery? extent to which fenders maximize Alian Riding, KPMG and Informetrica ¢ cumulative SBL claim costs over ten
Program loan reaiizations studies) years
+ Interviews with SBL Program « forecasted SBL Program revenues and
Priority: High representatives, academics/experts and claim costs
fenders
Chalfenges
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Potential Evaluation issues

and Questions

Psrformance Indicators

Ressarch Methods and Sources of
Information/Chalienges

Data Coiisction Requiremsnts/Gaps

issus 3: Program Structurs and Activitiss - How effsctive and sfficlent is

ths Small Businsss Loans Program?

1

To what extent is the
Program managed in an
efficient and cost-
sffective manner by ths
SBL Program
Administration and
lenders? Can the
Program be modified to
increase the efficiency
and effectiveness of its
management?

E Priority: High

» extent to which SBL claim costs are
decreased by timely payment of
claims by the SBL Administration

« extent to which SBL loans are
registered and ciaims are processed
in an efficient and cost-effective
manner by the SBL Administration
(e.g., use of paper forms, duplication
of information requested on more than
one form, time taken to submit snd
process requests)

+ extent to which decisions on claims
are made in a timely, effective and
consistent manner by ths SBL
Administration (e.g., decislons based
on minor technical issues, such as
lender's signaturs missing versus
significant due diligence issues, such
as purpose of loan not sligible)

« extent to which loan and claim
registrations are submitted for
registration in @ timely mannsr by
ienders

» extent to which ioan activities are
monitored (e.g., review of bad loans,
sample audits of lender ioan portfolio)

« extent to which the SBL Program is
set-up to coliect relevant information
and use it in a timely manner

» extent to which performance
measures are used for ongoing
monitoring of the SBL Program and
for reporting results to senior
management '

= SBL Program management costs
(FTEs, operations and maintenance}
relative to management costs for
other similar programs

SBLA databases

interviews with SBL Program
representatives, lenders and
representatives from other loan programs
Review of management costs (FTEs,
operations snd maintenance) for similar
loan programs

presentation of claims by lenders

average number of days between ioan
registration and submission of claims by
ienders

average number of days to process SBL
claims by the SBL Program Administration
SBL Program management costs (FTEs,
operations and maintenance)

average management costs per ciaim
processed in given year

average value of ioans made under the
SBL Program

number of claims declined and reduced by
reason

average vaiue of claim payments

value of declines and reductions in claims
average time between ioan defaults and

4
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Potentlal Evaluation Issues
and Questions

Performance Indicators

Ressarch Methods and Sources of
Information/Challenges

Data Collection Requirements/Gaps

3.2 To what extent are small
businesses aware of the
SBL Program? To what
extent are SBL Program
borrowers aware that
they are participating in
the SBL Program? To
what extent are SBL
Program borrowers
aware that their loans
are guaranteed by the
federal government?

Priority: Medium

tevel of awareness by SBL borrowers
that their loan is an SBL loan

extent to which SBL borrowers are
aware that the Government of Canada
is the guaiantor of their loans

lavel! of awareness of Program among
smali businssses

extent to which lenders promote the
SBL Program

extent to which the federa!
government and agencies promote
the SBL Program

Survey of small businesses and SBL
borrowers

Interviews with federal
government/agency representalives,
associations and fenders

leve! of SBL Program promotional
activities by federal government and
lenders

3.3 To what extent are the
SBL Actand
Regulations clearly
understood by lenders?
To what extent are the
Act and Regulations
applied by lenders?

Priority: Madium

perceptions regarding lenders'
understanding and application of the
SBL Act and Regulations

Document raview (e.g., Act and
Regulations, Lenders' Guide)

Interviews with federal
government/agency representatives and
lenders

3.4 Towhat extent does the
SBL Program duplicate
or complement other
programs (e.g., other
programs offered by the
federal government/
agencies, the private
sactor, provincial
governments)?

Priority: Medium

number of programs with similar
objectives

extent to which other loan programs
target the same users as the SBL
Program

number of programs with similar
eligibility criteria .

extent to which the SBL Program
meets any financing gaps

Literature and document review (e.g., May
1998 Conference Board of Canada study)
Interviews with federal government,
provincial and private sector
representatives, and associations

Review of other loan programs

Gaps

number and value of SBL loans and other
loans made to smalil businesses under
other programs by: purpose of loan (e.g.,
premise alterations, land, equipment),
sector {e.g., traditional, knowledge-
based), borrower profile {e.g., business
age, revenues, owner's age) and region

data on other loan programs
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Potential Evaluation Issues
and Questions

Performance Indicators

Ressarch Methods and Sources of
Information/Challienges

Data Collection Requirements/Gaps

issue 4: Aiternatives - Are there alternative ways of achlsving the Program’s objective?

4.1 Is there still a need for
the federal government
to be involved in the SBL
Program? Should
another entity play a fole
in the management of
the Program?

Priority: Medlum

extent to which the SBL Program is
expected to be viable in the absence
of federal government involvemant in
the management of the Program

Interviews with federal government
representatives, assoclations and lenders
Document and literature review (e.g.,
March 1996 Norton Report)

Review of other loan programs

4.2 Are there alternative
ways of delivering the
SBL Program to better
meet its objective?

Priority: Medlum

feasibility of SBL Program delivery
options

Interviews with federal government
representatives, associations and lenders
Document and literature review (e.g.,
March 1896 Norton Report)

Review of other loan programs

issue §5: Other - What have been the effects of program changes on the performance of the Smal! Business Loan Program?

5.1 To what extent have
program changes

extent to which the number of
Program ioans have

impacted SBL Program increased/decreased following any
uptake? changes made lo the Program
Priority: Medium

.

SBLA databases

number and value of SBL loans

5.2 What have been the
other impacts of the
changes made lo the
Program?

Priority: Medium

perceived impacts of Program
changes

Interviews with federal government
representatives, associations and lenders

_—
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Appendix F - Case Study - Draft Outline

Background/Company Profile

industry

number of years in business
markets

etc.

Financing Needs

. where are activities concentrated
. need for capital versus non-capital assets
. how could needs have been better met
. etc.
Financing History

sources of financing used in the past
rejections before obtaining SBL loan
etc.

Employment Information

number of employees

estimated number of jobs created which can be attributed to getting an SBL ioan
estimated number of jobs maintained which can be attributed to getting an SBL
loan "

estimated number of jobs displaced which can be attributed to getting an SBL

" loan

etc.

Business Performance Information

Conclusions

estimated impacts of SBL loans on factors such as: productivity, production
costs, exports, sales and profits, etc.

any conclusions regarding the extent to which SBL Loans met the actual needs
of the business, the extent to which the loan may have been incremental, and
the impacts of the loan on job creation/maintenance/displacement and business
performance

etc.

O



f

JQUEEN HG 4027.7 .I54 1998
Canada. Industry Canada (199
Industry Canada : evaluation

DATE DUE

DATE DE RETOUR

L~
DEC 0 7 2018

CARR MCLEAN 38-295




