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leaders interested in stimulating business
development in their communities by 1. ASSESSINGTHE COMMUNITY

businesses. It is based on the experience of \yhether a community investment facilitation
22 Canada Community Investment Plan (CCIP) geryice is suited to a particular communitizere
pilot projects across Canada that pioneered are five factors to consider

innovative practices to foster access to equity
financing for small and medium-sized enterprises2. ASSEMBLING THE TEAM

(SMEs) in their communities. Find the person to start the ball rollinchen get
the municipality on board, recruit a champion and
form a planning committee.

* how to determine if a community investment 3. S1APING THE SERVICE
facilitation service is right for a community; —

This is a how-to guide for community THE WAY TO START

The Whning Formuladiscusses:

Set the new servicemandate and ganizational
» how to oganize a group to create such and corporate structures.

a service;

4. ESTABLISHING THE BOARD OF DIRECTORS
Pick the right people by taking into account the

* how to establish its mandate; and

« how to find financial support for the role directors playthe skills they need, how long
new service. they should serve and where to find them.
Industry Canada is indebted to the 22 pilot 5. APPOINTING THE EXECUTIVE DIRECTOR
project managers for their willingness to Look for five main skills in your executive
contribute to the development of this guide  director the most important person in the new

so that other communities might evaluate the  grganization.
benefits of establishing similar community

investment facilitation services.

- , , THE WAY TO WORK
The Whning Formulaprovides a basic work

plan to help aganizers through the dicult 6. ESTABLISHING TARGET AUDIENCES

start-up stage and provides a road map to the yse ongoing research to keep in touch witgear
development of a functioning community audiences such as SMEs, private investors and
investment fgcmtatlon service for SMEs. other members of the financial communifpese
The service is developed as follows. audiences will determine which marketing

activities you pursue.




7. COACHING ENTREPRENEURS 10. RELATING TO THE COMMUNITY

Help SMEs become investoeady Give them Fill a niche in investment financing and win the
opportunities to learn how to prepare investmensupport of the economic development
proposals and acquire presentation skKills. community

8. IDENTIFYING |INVESTORS

Find sources of investment in the community or | HE WAY AHEAD
region — the most challenging aspect of
facilitating investment — and put them together

11. JOINING THE NETWORK

with growth-oriented entrepreneurs. Become one of the communities that share their
experiences and best practices to foster the
9. REVIEWING INVESTMENT PROPOSALS growth of their most promising small businesses.

Assemble a team to do an independent review diheres a kit of information tools available.
investment proposals.

THE WINNING FORMULA: FACILITATING INVESTMENT IN SMALL BUSINESS GROWTH
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BACKGROUND INVESTMENT FACILITATION

I n the 1990s, the Government of Canada began%ERVICES

turn its attention to the question of how small |, 199596, Industry Canada developed the

companies obtain the financial support necessagyanada Community Investment Plan (CCIP),
to grow The government recognized that growth ofy program to establish investment facilitation
existing small business is afdifent challenge from ggarvices in a number of communitide role

starting a new business. of these services was to advise entrepreneurs
foly preparing investment proposals, to identify
investment opportunities and to attempt to match
qualified, that is, investeready growth-oriented
entrepreneurs with local, regional or national
sources of capital.

Businesspeople in SMEs told government represe
atives that their biggest challenge was thicdity

in arranging financing and, in particulaquity
financing to enable their businesses to grioebt
financing by the banks and other financial institu
tions, although not always easy to get, was relative|ydustry Canada and the regional development
more accessible than equity financiigis difiiculty  agencies conducted a selection process, using a
in accessing equity financing was especially eviderfanel of independent experts, to evaluate invest
in smaller communities, where the financial ment proposals prepared by interested community
infrastricture is not as varied or as extensive as  grganizationsThey selected 22 communities to

in large cities. receive start-up funding to establish investment

Meanwhile, financial experts advised that there Wagacmtatlon Services.

an enormous amount of equity finance capital The services included a variety of approaches
potentially available locally for investment in small aimed at facilitating access to financing for
business, but that growth-oriented entrepreneurs growth-oriented SMESThe 22 community

needed to present their proposals molecately. organizations became the CQiRot projects.
They needed to become “investeady’

“Entrepreneurs spend far too much time trying to convince investors that they
have a killer technology. That’s a given. If the investors didn’t think you had
good technology, they wouldn’t even be talking to you. What they need is to be
convinced that you have a team that can take that technology and do something
important with it.”

CCIP Sarnia-Lambton

CANADA COMMUNITY INVESTMENT PLAN 3



FLEXIBILITY IN IMPLEMENTATION As a result, Industry Canada has had an unusual
opportunity to study the evolution offefts to

Once the pilot projects had received financial ~ promote community investment and to draw
assistance from Industry Canadayamizers were conclusions regarding the approaches that favour
free to pursue their investment proposal accordinghe most gective oganization for investment

to the particular circumstances in their communitiégcilitation services.

and to their best judgement. Managers reported
back to Industry Canada regulardetailing not
just their spending but also their marketing,
mentoring and educationalefts.

“For many companies, the first step
in finding investment has to be

getting the entrepreneur to stop

Frequent conference calls and e-mailficaf seeing investors as gree dy outsiders
between the groups allowed managers across thé

country to share their best practices and warn ofwho are trying to take control of the
problems they were encounterig.conferences  company. You have to buy into the
held occasionallymanagers discussed their vision that investors are partners who

efforts and listened to presentations on bri h l d ded
developments in the field of small business ring the talent and resources neede

equity financing by academics, entrepreneurs, to build the company into something
regulators and investors. much greater than you could ever
build alone.”

CCIP Niagara

THE WINNING FORMULA: FACILITATING INVESTMENT IN SMALL BUSINESS GROWTH
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Tae WAY 10 START

he mission of a community investment
I facilitation service is to match SMEs that
are seeking equity financing (usually less
than $750 000) with local, regional or national
investors that are ready to invebb. meet this

objective, typical activities include:

* educating entrepreneurs on the needs of the
investors;

* providing coaching assistance;

* suggesting improvements to investment
proposals; and

* introducing investors to SMEs.

Unlike a private business, a community investment
facilitation service cannot be built by a single
individual. The enegies and skills of a group of
interested citizens are needed. Getting that kind of
group mobilized is always a challenge.

THE WAY TO START



e . T S O P

TR SRR T B F R P ES Sl
ko k T -_—
T B o N il L

to test the waters to assess whether a decision making, but also equally important when
community investment facilitation service trying to match entrepreneurs with investors.
is suited to a particular communityot every
community will benefit from such a service.
A dispassionate evaluation at the outset will
avoid unnecessary work and frustration if the
community proves an unsuitable environment.

Before taking the plunge, it is advisable Research on the local economy is not only key to

Based on the experience with the 22 pilot projects,
there are five factors to take into account in
determining if a community investment

facilitation service is right for a community

While no single formula can determine in advancé:IRST FACTOR: THE SiZE OF
THE COMMUNITY

which communities will succeed, communities with
certain characteristics are more likely to profit frorf critical factor in the development of a

an investment facilitation service. Since each successful investment facilitation service is the
community is unique, the proponents are always Size of the communityA communityis defined

in the best position to judge whether the service as a single municipality or a single economic area

is relevant to entrepreneurs and investors in theirthat includes closely linked municipalities/gry
communities. small communities have had morefiduilty

establishing a critical mass of investors and
entrepreneurs. In fact, the biggest obstacle to
START WITH RESEARCH achieving success has been the absence of

, _ business opportunities with high potential in
For most community-based groups, the first SteK’/ery small communities.

will be to conduct some basic research about their

local economylt is important to understand the In particular events such as investor forums do
fabric of the local community when deciding wheraot seem to work well in communities that have a
to concentrate @&rts. Furthermore, many Canadiampopulation of fewer than 75 000 people. One
communities have experienced sigeafnt changes director of a pilot project in a small community

in economic patterns in the past decade remarked that, in his opinion, community
) . _ i} investment initiatives are only suited to medium-
The practice of “contracting out” by Iz sized, high-potential communities.

companies, combined with the emence of
the Internet and sophisticated delivery systems,SECOND FACTOR: DIVERSITY OF
has allowed businesses to egesin smaller INDUSTRIAL BASE

communities that were previously too distant  The general structure of the commursty’

from major centres to take advantage ofiér  economy is another factor in determining success.
marketsAnother trend is the development in  Communities that have a diversified industrial
some communities of small spinfaompanies  pase, with growth potential in more than one

that apply technologies employed by the industry sectgrhave proven to be better

dominant local industry candidates for investment facilitation services.

THE WINNING FORMULA: FACILITATING INVESTMENT IN SMALL BUSINESS GROWTH



Types of communities that have not proven to b&/hat is an appropriate number of growth-
fertile ground for such services include: oriented firmsA community with more than
15 such firms is more likely to find such a

* “bedroom” communities that are principally geryice valuable than one with fewer than 15.
oriented to a layer nearby economy;

On the other hand, people often have a strong
sense of identification with a small community
which may influence local investors to keep their

« communities with one dominant employer ~money in their own communityn a smaller
surrounded by small Supp“ers (businesses aF@mmun”:y the.|nvestment facilitation service
constrained in their growth by their reliance oncould have a higher profile and could more easily
a single customer or group of customers); anftract the attention of entrepreneurs and investors.

- areas dominated by the branch plants of ~ FOURTH FACTOR: CRITICAL MASS OF
multinational corporations. PRIVATE INVESTORS

The availability of risk capital in the local

community is critical to the success of a potential

investment facilitation service.

* agricultural centres without an influx of new
innovative entrepreneurs;

THIRD FACTOR: CRITICAL MASSOF
GROWTH-ORIENTED ENTREPRENEURS

The third factor that is critical to success is
whether the community has a icient number  According to research, private investors typically

of growth-oriented entrepreneuk&hile all have annual incomes in excess of $150 000 and
communities contain small businesses, not all net worth approaching $1 million. Many private
small businesses want to grow investors have been successful entrepreneurs
themselvesThey have sold their firms, or signifi
Experts agree that only about 5 percent of cant parts of firms, and are seeking new challenges.

small businesses are actively working to grow

and are, therefore, seeking additional financing.The private investor — sometimes known as “the
Investment facilitation services must focus on business angel” — is reputed to be veryiclifit
local businesses that have plans to gifiwese  to find. Many of these business angels are

small but growing firms produce a dispropor  attracted to anonymous investdic'ums, which
tionate share of new jobs, create new wealth angive them access to investment opportunities
make a significant contribution to the economic without having to reveal their identities.

well-being of a communit
9 Y The fact that investors reject most of the

To identify local businesses with plans to grow opportunities they are fefred (some studies say
asurvey can be distributed either directly to as many as 97 percent of opportunities are rejected)
busiesses or through suctganizations as the  renders the role of the investment facilitation
chamber of commerce. Some surveys developedservice all the more important. By identifying

by the CCIRpilot projects asked which businessesprivate investors and their expectations, the

in their communities were expecting to require  investment facilitation service can prepare

new equity financing in the foreseeable future. entrepreneurs to present their proposals.

ASSESSING THE COMMUNITY 7



It is difficult to know what number of private On the other hand, an investment facilitation
investors constitutes a critical mass, but itis  service can act as an engine of growth. Over
difficult to imagine that fewer than 10 in a giventime, with a dedicated and skilled team, the
community would need an investment facilitatiolimate of growth can benefit both entrepreneurs
service to mediate their access to investment and private investors.

opportunities.

FIFTH FACTOR: Size AND COMPLEXITY OF
LocaL FINANCIAL SECTOR

The size and complexity of the local financial ]
sector is another factor that can determine the ‘ Population of 75 000 or more
success of an investment facilitation servitiee

community must host the accounting, legal and . Diversity of economic activities;
banking services necessary for developing thes industrial base not reliant on one
key relationships. dominant employer or on multinational

Checklist: Assessing the Community

branch plants

Usually, more than two debt-financing service
providers and more than one firm each of "
commercial lawyers and accountants are ’ Critical mass of 15 or more
necessary to provide a basis for a community growth-oriented businesses
investment facilitation service to functiofhe

investment facilitation service manager can, ‘ Critical mass of 10 or more
however act as a catalyst for making such private investors

services more available to the commupnity

through networking and developing contacts. . Core accounting, legal and banking

services available
EVERY COMMUNITY IS DIFFERENT

. Aggressive entrepreneurial spirit

Every community is dferent.The five factors for growth.
above, based on the experiences of the pilot
project communities, are intended to provide only

a general indication of the chances of success for “For anv new start-ub communit
a community investment facilitation service to y b Y

help small businesses access financiiigre are  take the first few months to determine
no rigid rules to indicate which communities will the objectives of the program, the

benefit from an investment facilitation service. types Of businesses that you can help

Only the people living there can assess the facts h dh hel
to determine if the business community has the the most, and how you can help

aggressive entrepreneurial spirit required to make them. Do not be afraid to change

the efort worthwhile. directions based on the conditions.”
What is certain is that the establishment of an
investment facilitation service will not, on its CCIP Fredericton

own, increase access to risk-capital investment.

THE WINNING FORMULA: FACILITATING INVESTMENT IN SMALL BUSINESS GROWTH
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ONE PERSON STARTS IT THE FIRST TO HELP

were similarA single individual, frequently municipality, or a local or regional economic

an employee of a regional economic development @ranization, will be the first key
development corporation or a municipaligually  player to get behind the ideafter all, the
initiated the dbrt. That’s not surprising: economic municipality brings a wide range of skills that can
development dicers concern themselves with be lent to the ébrt to get started, as well as some
community economic growth on a day-to-day physical infrastructure (anfade, computers), and
basis; they also participate in national economic it is also linked to the local/regional economic
development associations and are aware of the network. Of course, the municipality also has a
availability of various government programs. budget, and financial support is particularly

important during the start-up phase.

T he experiences of the CGE#Bmmunities Where will this help come from? Chances are the

Although economic developmentfioers are

usually the first to start the process, they are

limited in how far they can take it, for two THE CHAMPION

reasons. First, these employees tend to have many

other duties that require their attention. Second,A champion of growth-oriented SMEs is needed
economic developmentfifers are sometimes ~ to launch the process of building a community
restricted by the local politics of their Communitynvestment facilitation servic&Vhile committees
Since a community investment facilitation servicd'® also important, early in the process someone
requires the support of local municipalities and has to be in chge and ready to hustle to make
financial institutions, as well as that of private the service come together

citizens, the initiator needs help almost

immediately

How LONG IS THE StART-UP PERIOD?

Even CCIPgroups that were attached to existingaorizations found the start-up period longer
than they expected. Newganizations found the experience longer still.

“New organizations take six to 18 months to get going,” saidAdtaatic manager
“We underestimated the time it would take to get really started,” said another

“Six months at leasAnd then another year establishing your credibility and role in the comniunity

ASSEMBLING THE TEAM 9



Successful champions typically have the The best way to reap the benefits of the
following characteristics: experience and the eggrof the usual suspects
] and to avoid turning the new investment
« they are well known and respected inthe  ¢ilitation service into a private club is to
small business community (as they have 10 ¢qnstitute a planning committee whose mandate
reach out to this community for help); is explicitly described and limited to getting the
service in place. Usuallyhe planning committee

* they likely have entrepreneurial or private ; ;
will be asked to take the following three steps:

investing experience;

« they are local “boosters” with a strong 1. Set the mandate of the nevganization.

commitment to community improvement; 2. Set its aganizational structure

* they have numerous contacts through businesg Set its corporate structure
or voluntary activities; and ' '

: L See the next section for more details on these steps.
 they may be recently retired, with time on

their hands.

People who are ergetic and motivated tend to Checklist: Assembling the Team
recruit similar people to help thefhey are also
able to inspire others with a sense of the missig
they’'ve embarked ormhese are the kind of

people who are needed to get the investment . . 1
facilitation service from concept to reality @ The municipality has offered
strong support

THE PLANNING COMMITTEE @ The champion has been recruited

(“THE USUAL SUSPECTS”)

: _ _ o . The planning committee
Who will the champion appoint to begin building has been appointed
the new operation? In most communities the '

answer is “the same people who get asked to do
everything else.”

‘ One person has started the initiative

“Community-sponsored risk capital

In most communities, the same people turn up facilitation organizations by
b

year after year to serve in flifent oganizations.

Known as “the usual suspects,” they are well leveraging their reputation and
known, get things done, are asked to do more andbusiness knowledge, provide superior
become known to even more peoplpproaching business network contacts and

the usual suspects isrdlways good for getting busi lannine assista f
the broadest possible representation, or even for usiness planning assistance jor

democracybut it can be the mostfigient method SME:s with potential to succeed in
of putting the new @anization on its feet. the new economy.”

CCIP Okanagan

10
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committee will usually be asked to facilitation service should not include direct
undertake three steps. negotiations on behalf of either the investor or
the business seeking the financing. For an
investment facilitation service to actively engage
FIRST STEP: SET THE MANDATE in negotiations between an SME and an investor

OF THE NEW ORGANIZATION a permit must be obtained under provincial
securities’acts.

To establish a solid foundation, the planningherefore, the mandate of the investment

The five core activities that an investment
facilitation service provides are as follows: There are licensed private sector companies that
specialize in equity financing andferf assistance
* to assess the level of knowledge of risk capita| direct negotiationsThe planning committee
financing; should not attempt to duplicate the work of these
experts when setting the mandate of the

* to provide educational workshops to . L :
investment facilitation service.

entrepreneurs on the nature of risk financing
and on how to access investors;

* to provide coaching and mentoring services, SECOND STEP: SET THE

and to review the investment proposals of ORGANIZATIONAL STRUCTURE

SMEs seeking financing;
J J One of the first questions faced when setting up

« to identify sources of equity financing and, inthe oganizational structure is whether to create a
particular local private investors or business new stand-alone ganization or to make
angels — either actual or potential; and investment facilitation services part of an existing
ommunity agencylhere are advantages to both

* to introduce SMEs and investors through suc tions

activities as investorgbrums.

_STAND-ALONE ORGANIZA TION
alc

An important consideration in setting the mand o _
of the new aganization is to identify the legal ~ As a stand-alone ganization, the investment

constraints on the intended activities. facilitation service will have a completely clean
slate with regard to creating a new board of
In most provinces in Canada, it is illegal to directors, hiring stdf raising start-up and

promote the sale of equity shares in business operational funds, and marketing its services.
corporations except through a proper prospectus,

such as is required for making a publiéening

of shares — a costlyime-consuming &brt that

IS unnecessary when dealing with investors in the

“exempt market.”

SHAPING THE SERVICE 11



STAND-ALONE ORGANIZA TION

ADVANTAGES

Creating a new ganization allows the
organizations role to be defined very
clearly Developing the corporate identity
for an independent ganization is easier
than for a service: the ganizations name,
e-mail address, etc., can all reflect its
identity. The advent of a new ganization
should also generate more media.

DISADVANTAGES

On the downside, establishing an
independent @anization requires a
tremendous amount of ganizational and
administrative time. Recruiting board
members and statan be doubly difcult
when no one knows very much about the
new oganization or its purpose. Likewise,
recruiting critical sponsors is difult
without a proven track record.

Discussion:Many CCIPpilot project managers
reported that they were not completely free to
dedicate themselves tof@fts to provide
facilitation services for at least the first six
months to one year after starting a netand-
alone oganization.The multitude of decisions to
be made concerningfafe location, computer
systems, furniture, telephones, etc., accounted
part of this delay

A specific marketing édrt is required to attract

NEW SERVICE INTEGRATED INTO AN
EXISTING ORGANIZATION

The other alternative is to create the investment
facilitation service as a distinct branch of an
existing oganization. Some of the advantages

of this approach are obvious: the investment
facilitation service can take immediate advantage
of office, mail, computertelephone and courier
services.

ExISTING ORGANIZA TION

ADVANTAGES

The host gganization supplies the gover
nance (the board of directors and probably
the manager). During the start-up phase,
the host aganization provides financial
support, and it has previously established
relationships with the local economic
network, suppliers and the local media.

DISADVANTAGES

It must be remembered that the mandate
of the host gganization was not designed
to facilitate investment in SMEs. Chances
are that it has many prior commitments
to promote economic development, and
developing a new investment facilitation
service is but one.

fBiscussion:The leaders of the hostgamization

have to divide their attention between this new
effort and any other responsibilities they have.
There is also the risk that the hosyamization will

the people needed to get things rolling. Start-upchange its priorities from time to time, perhaps
problems may be exacerbated by a shortage of making funding unreliable.

money Depending on how the newgamization

is funded, it may take some time before there is

cash in the bank. Even simple things like
discounts from suppliers take time t@anize.

Theres no right or wrong answer to the question of
whether an investment facilitation service should
be an independent, stand-alongamrization or an
offshoot of an existing bodyf the conclusion is
reached that it makes sense to set it up within

12

THE WINNING FORMULA: FACILITATING INVESTMENT IN SMALL BUSINESS GROWTH



another aganization, howeveit is essential to Establishing the board of directors of an
establish a degree of autonomy for the investmenbrganization is a vital task and there are many
facilitation service. issues to be decided dwho will serve on the

) o _ _ board of directorsWill board members be
One approach is to invite clients to siton an  nominated by certain specific groups in the
advisory councilAs well as contributing to the  community or drawn from the general population
work of the investment facilitation service, they g the basis of their experience and skilg#

needs of clientsThe council will keep the including a professional with specialized skills,
investment facilitation service from being lost g ;ch as a lawyean accountant or an engineer on
among the other services of thganization. the board? Should representation be geographic?

THIRD STEP: SET THE

CORPORATE STRUCTURE Checklist: Shaping the Service

The structure is set by developing the articles o ‘ Mandate has been set
incorporation and by-laws for the newgant

zation, and by obtaining its legal charter @ Organizational structure (stand-alone

Most of the CClIRpilot projects selected a non- or integrated) has been set

profit corporate structure. Suchgamnizations do
not pay income tax and are limited in the amou @ Corporate structure has been set.

of capital they can accumulate through profits.

This guide does not delve into the complexities

of corporate structuring. Communities should ~ “Building an investment facilitation

consult a lawyer as they plan the design of their service in an existing economic
organization. development organization that has

Once the decision has been made to establish an credibility facilitates the start-up
investment facilitation service that requires its phase and enables a more rapid
own board of directors, a number of complex . »»
questions arise. One of the two critical factors response to client needs.
influencing the dkctiveness of the ganization

is the character of the board; the other is the CCIP Saint-Hyacinthe
quality of the executive director

SHAPING THE SERVICE 13
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for overseeing an ganization. Most facilitation service, board members should focus
organizations make a distinction betweentheir attention on two key areas: marketing and
those whose responsibility it is to oversee the fundraisingAlthough the executive directowho
organization and those who actually conduct is a full-time employee, may carry out part of
the day-to-day business. these functions, the prime responsibility for
marketing and fundraising should rest with the
Governance is mostly the priority of the board poard. Marketing and fundraising will have a
of directors, which is often legally accountable tgtronger impact if these functions are introduced

the shareholders in the case of agoofit private  py hoth a director and the executive director
corporation.The chair presides over the board of
directors. M ARKETING

The termgovernanceefers to a system To ensure the success of the investment

Because of their extensive network of contacts
in the communityboard members are usually
expected to be the prime movers in attracting
growth-oriented entrepreneurs to the investment
facilitation service, and in identifying local
private investors.

THE ROLE OF THE BOARD

The functions of the board of directors of a
community investment facilitation service
typically include:

Board members are expected to be “salespersons
for the investment facilitation service in attracting
* attracting entrepreneurs; the “right” businesses as new clieris. stated
earlier theres a big diference between a small
business and a small business that is aggressively
° promoting good Community re|ations; trylng to grOWWhile there are hundreds of the
former, in a typical community there will proba
* helping the executive director achieve the  ply be only a few of the latter at any given time.
goals set by the board or in the business plamnd the latter are the clients that board members
should taget.

* selecting the executive director;

e attracting investors;

« fundraising; and

« establishing policies for hiring, remuneration, T 'rough their dfliations with local business
compensation for board members, conflict ofassociations such as the chamber of commerce,

interest, etc. or thlrou'gh their contacts at the municipal,
provincial or federal levels of government,
Ancillary functions may include reviewing the board members may also contribute to the
investment proposals of SMEs seeking financing,success of an investment facilitation service
and coaching entrepreneutsicillary functions are by establishing strategic alliances with other
not reserved for board members only; they can beomplementary services or programs.
filled by other volunteers in the community

14
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Finally, board members can play a crucial role as board membershose who have owned their
by recruiting experienced businesspeople as own companies and have direct experience with
volunteers to evaluate business proposals and the challenges of financing growth are invaluable.

to coach entrepreneurs. o
The majority of board members should be:

FUNDRAISING - _
The other key role board members play concerns able and willing to undertake marketing and

raising funds to finance the servidée best networking;

model involves establishing a fundraising « active in fundraising;

committee under the direction of the chair to _ _ _ . o
carry out this function. » skilled in dealing with small ganization

dynamics; and
Partnering with other groups involved in the
community economic infrastructure can be
an efective path to obtaining sponsorship for

fundraising purposes. Since they are critical  \yhijle it is advantageous to appoint people who
to the success of the service in any case, itis gre well known (the usual suspects) to the
essential to cement these ties. planning committee, once theganizations first
board of directors is established, it is essential
that members demonstrate objectivity and
r'|%11rness.The oganization will lose all credibility
clubs, as well as colleges and universitidse |f.peoplle in the Commuqlty believe the board is
biased in any wayFor this reason, very early on,

local branches of banks and other financial it is critical for the board to establish conflict-of-
institutions, as well as legal and accounting firms

. i = .. Interest guidelines to which all members must
have brought some financial support to existing
: . adhere.
CCIPpilot projects.

* capable of analysing financial statements for
investment purposes.

Natural allies include municipal economic
development departments, business associatio
science councils, investment firms and service

The investment facilitation service will ganize
some public events such as investéwsims and OTHER CONSIDERATIONS FOR
training workshopsThese activities are usually DOARD MEMBERS

self-funded. It is normally expected that indi
vidual board members will be active in soliciting

the attendance of business contacts at events. 1heres no set rule about how long each board
membets term should be. Ideallg new member

would have enough time to become familiar with
CRITICAL SKILLS OF BOARD the activities of the granization and gradually
MEMBERS make an increasing contribution. Since board
members are busy people, howevkey should
The most dkctive boards consist of members not be asked to devote their services for too long:

TERMS

who can contribute a mixture of skills and two or three years is about right. Furthermore, an
experienceThe more board members with important principle of governance is that board
specialized skills, the bettdndividuals with members are rotated. Membeerms should be
experience in business lagmall business staggered so that only a few are new to the job at

finance and entrepreneurship are good prospectny one time.

ESTABLISHING THE BOARD OF DIRECTORS 15



BoARDS OF DIRECTORS

What have the CCIPilot project managers learned about boards of directors? Mostly
that they are as dédrent as the communities they serve. “Our board does nothing except
supervise me,” oné/estern manager complained. “Practically the only thing that happens
at our board meetings is my monthly repdtien they ask me a few questions, then go
home. So | have a half a dozen people looking over my shoAlugiof course, the
best people get bored and wostay”

On the other hand, aitlantic manager reported that his board was directly involved
in facilitation services. “When we counsel entrepreneurs, we typically set up a team that
might include one or more members of the bo&lty do assessments of investment
proposals, and they always show up at education sessions.”

The consensus among CGtRanagers was that thesebo much work to be done to have

a passive boardnd anyway the best board members lose interest if they are expected to

just check the books once a morah. activist board may be more work for the manager
but it's worth it in terms of a more emgzed and déctive operation.

Other comments included:

“Corporate finance people make good board membéesy also see a lot of start-ups
and want to have a chance to help them. Maybe they icathieir regular jobs, but this
gives them another look.”

“Other good board members are people with real expertise in a specific Aadityrs
are only good if they have audited the sector in which you want to work.”

“It' s a mistake to pick profile over personalifjhe members have to be able to get along and
actually inspire each other to commit more ggydp the oganization We dont allow any
board member to send a proxy of any kind to our meetings.”

“My board is 15 and they are totally involved in the operations and everything else.
They are actually just way too involved in day-to-day management.”

“Putting an entrepreneur and an investor together is an art, not
a science. To master this art, you must know the needs of both sides.
Don’t speculate — calculate.”

CCIP London
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One important advantage to limiting the terms oThere are also, howevatisadvantages to this

a board member is that the volunteer is asked tonodel. First, it limits the number of board

do a specific and limited task with a specific ~ positions open to talented people without

focus. Busy people will appreciate the chance taffiliation and makes the board somewhat

make a contribution that doesiirag on vulnerable to the politics of the supporting
indefinitely. organizations. Second, and more important, it can

~create a conflict of interest for board members
Regardless of how board members are appointggho must simultaneously try to do what is right

it is critical that they appreciate what is expectegyy the corporation and consider the interests of

of them before they accept the job. In particularine oganization that appointed theffhis kind
it should be made clear from the outset that boglconflict is not an insignificant problem.

members are expected to help build market
awareness and be responsible for fundraising Many community oganizations work with
activities for the service. Nothing is more volunteers and will sometimes try to reward their
exasperating than to be told after members of thmembers with appointments to positions like this
board have been appointed that they taraint  one. It is, howevelimportant to remember that
to exert themselves or did not realize what was the skill and engy of the board is critical to the
involved. success of a community investment facilitation

) ) _ service, and each board position is crucial.
The rotation of board members is another issue ”@énerallythe board should be able to draw on
should be resolved early on, when the by-laws ¢ highest level of talent and eggmpossible,

of the corporation are draftedlithough by-laws  regardless of local politics orfaiations.
can be changed latet might be hard to get

agreement from a majority of members who =~ COMPENSATION

are already on the board. The question of financial compensation for board
members may arise. In most non-profit cerpo

rations, most people will understand that they

One governance model frequently seen in cant be compensated for ordinary duties of a
community agencies guarantees each of the  poard member

founding oganizations a certain number of
representatives on the board. Usualhese Some policy may be needed to allow compen
organizations appoint someone to sit on the  sation to be paid if the board members are going
board each yeafhere are some advantages to do the same work as the manager and staf
to this model, since the supportingganizations members, but the new investment facilitation
may feel a genuine sense of ownership, which service should generally avoid paying compen
can help ensure their continued financial and sation whenever possible. Most people who
other support. In some communities, local agree to serve on a communityanization are
politics can be satisfied by ensuring that these not doing it because they expect to make money:
groups have a guaranteed place at the table. they are doing it because they want to make a
contribution to the community and they enjoy
making new contacts.

SOURCE OF BOARD M EMBERS

ESTABLISHING THE BOARD OF DIRECTORS 17



Furthermore, keeping track of honoraria and
other fees is complicated and can lead to hard QSN HTR Establishing the Board
of Directors

feelings among participants who are not
compensated financially

EXPENSES @ Board’s role has been established
Covering board memberskpenses is another
story If the members are required to travel, hos Marketing and fundraising abilities
events, pay for lunches, etc., then they have a have been established

right to expect the ganization to pick up the tab.
It is wise to set guidelines concerning expenses ‘ A el s 6 e e e
as soon as possible and have the board appro be
them so that there are no misunderstandings lat&

en considered

CONFLICT OF INTEREST @ Terms have been set for board

Care must be taken to establish clear policies members (including for rotation)
regarding conflict of interest. Board members
may be asked to divulge their private investme @ Source of members has been decided
activities (to the aganizations chair or legal
counsel) and to avoid participating in delib ‘ Compensation/expenses policies
erations decting those investments. have been approved

Many boards also establish by-laws anticipating
other allegations of conflict, which can arise

around hiring and purchasing practices, or the
services provided to investors and entrepreneu

. Conflict-of-interest guidelines have
been developed

r

. Liability insurance has been obtained

LIABILITY |INSURANCE

Expectations of board members in Canada have ‘ First board of directors has
been growing: proper insurance for thgamk been appointed.

zation and the members of the board is some
thing to be addressed as part of thgasrization

getting under wayThe risks inherent in small ~  We have had to network extensively
business financing suggest that thgamization to reach our clientele. Forming
needs to be properly protected from liability if a alliances with local business
dissatisfied investor seeks damages for losses i

"Bvelopment organizations has helped
too. Reaching 100-percent

The_se angl other legal issues are a normal part pf effectiveness takes time. The CCIP
business in Canada and are familiar to lawyers in

commercial practicéds part of the servicg’start- project continues to grow and
up, advice should be sought from sudawayer evolve to include new audiences

and target groups.”

failed deal.

CCIP Sault Ste. Marie
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APPOINTING THE EXECUTI\/E DIRECTOR

THE MANAGEMENT pick one or two areas on which to focus attention
and will find resources to deal with the rest.

zations management may consist of one
Zfénancmg a small business would be ideal, most

Investment facilitation services have to settle for
somebody with a diérent background. Even
gpose with no particular experience in finance can
make a great contribution if they are wise enough
to know when to ask for help from experts.

Some oganizations hire a specialist to work with

the executive director to focus specifically on

crafting financial deals — typicallysomeone FIVE MAIN SKILL SETS

with extensive experience in financial N Five main skill sets are required for this position,
transactions. Such a person can add S|gn|1‘|cantlé{S follows

to the credibility of the ayanization, but such '

experts are rare and can be very expensive. SifegsTt SkiLL : COACHING

each investment facilitation service iganized
somewhat dierently, it might be useful to
describe areas of work.

nder the board of directors, thegant
While an individual with extensive experience in

or several persons, depending on the si
of the oganization.The key individual may have
various titles (e.g. executive directonanager
president), but regardless of title, this is the mo
important position in the ganization.

One of the main activities of a community
investment facilitation service may turn out to be
coaching entrepreneurs. Executive directors
expert in an appropriate aspect of Jdwance or

THE EXECUTIVE DIRECTOR business can play a major role in helping to coach
entrepreneurs to make themselves investady

There is no doubt that the most important persoRxecutive directors who have skills in this area
in the new aganization will be the executive and some previous venture capital experience can
director This position is likely to be a paid, full- take entrepreneurs in hand and guide them
time occupation for someone with a great deal dhrough the process of preparing their investment
enegy and enthusiasm. Board members will ~ proposals and preparing themselves for the
come and go; executive directors are there all tiggrutiny of investors.
time. It will be the executive directsrface that

SECOND SKILL : FINDING /M ATCHING
entrepreneurs and investors see when they flrstI

NVESTORS

encounter the ganization.

Private investors, or business angels, arecdlf

Obviously this job requires someone with to find, especially ones who are interested in
specific skills. Because of the wide range of  investing in local firms. Someone in the
activities required of one person, howevers organization must continually work to find

unlikely that any one person will have all the investors and persuade them to spend time
skills required. Generallyexecutive directors will examining opportunities to invest in local small

APPOINTING THE EXECUTIVE DIRECTOR 19



businessThere are many ways to do this (we’ll
look at some later), but the executive director
should be the kind of person who is ideally suit
to this function. Candidates for this position
should be part of the community network and

Checklist: Appointing the Executive
Director

have superior facilitation skills. ‘ Has energy and enthusiasm
THIRD SKILL : PEOPLE/

COMMUNICA TIONS/M ARKETING ‘ Will be capable of coaching
People, communications and marketing skills a entrepreneurs through the steps
critical to the success of a community investme necessary for them to become
facilitation service. It is essential to inform investor-ready

people about the creation of a newammization
in the community and that the ¢gts of its
activities become sfi€iently interested to make ‘
contact. Interested parties must be given an
accurate description of the serviceteoéd so
that they do not come expecting services that ¢ . Has excellent people/

not availableAn executive director who has communications/marketing skills
excellent presentation skills and is able to cleal
communicate the servieemandate can save ‘ Can play a role in fundraising
everyone a lot of time.

Is ideally suited to finding investors
and matching them with SMEs

‘ Is capable of running the day-to-day
operations of the service.

FOURTH SKILL : FUNDRAISING

While fundraising may be critical to the succes:
of the investment facilitation service, particularly

in its early years, the roles of the executive v, . .

director and board members must be clearly It is essential to develop a

distinguished, setting out who is responsible structured, personalized approach at
for what. a first meeting with an entrepreneur
Although executive directors have arole to play ~ to establish trust from the very

in fundraising, most investment facilitation beginning. It sometimes takes only

services have found that it is best not to assign €. T
this task to them, but to make fundraising the words ‘risk cap ital’ to lose the

primarily a responsibility of the board. attention of the entrepreneur. Start
by demystifying risk capital and you
will have better results.”

FIFTH SKILL : M ANAGING

Finally, the executive director will be responsible
for managerial activities such as supervising staf
running the day-to-day operations and bookkeeping CCIP Shawinigan
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Tue WAY 1o WORK

has met; the executive director has been
hired. Now what does the investment
facilitation service actually do?

The new structure is now in placehe board

Many different activities need to be undertaken to
stimulate investment in growth-oriented
businesses in a communiyome should be done
right away; others may be more appropriate after
the service has been in business for a while.

THE WAY TO WORK 21
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ouch with taget audiences such as localmarketing. Be sure that the survey clearly
SMEs, investors and other members of indicates the name and function of the investment
the financial communityThese audiences will  facilitation service, and that it encourages
determine marketing activities. businesses interested in planning their growth to
contact one of the servicestaf. A survey is
effective only if appropriately followed up. One
ONGOING RESEARCH of the best ways to do this is to conduct one-on-

gne interviews with t@yeted businesspeople in

Ongoing research is needed to keep in  Surveying local businesses is also a form of

One of the simplest and most important types o
ongoing research involves conducting regular
surveys to identify local businesses with plans t@ne pilot project tries to make contact with the
grow A survey similar to the one developed  owners of all SMEs in its territory every year

rowth sectors.

when first assessing the communitgn be The visits build trust and give entrepreneurs an
distributed either directly to businesses, or opportunity to talk about the services provided by
through such @anizations as the chamber the CClPproject and to learn about the growth of
of commerce and local or regional business  the companyln time, the entrepreneurs confide
or economic developmentganizations. more and more, making these visits a valuable

: . source of information.
Regular surveys of local businesses are important

because circumstances may have changed singReaching clients &ctively involves building

the investment facilitation service was first networks and participating in the business
established. Businesses identified agets may community It takes time to build relationships
have obtained the financing they needed throughnd to understand funding resources and clients.
their own eforts or may have modified their
growth p|ans because of Chang|ng market RESEARCH COMMUN|TY F|NANC|AL SERV|CES
conditions, new technolognew members on  This form of ongoing research deals with the
their management team or new shareholders. financial fabric of the communityt is important

to know as much as possible about local financial
. ) ; : ... __services, including names and positions of
projects asked businesses in their communities personnel, and any specifidfefings or strategies

if they_we_re expecting to require new equity that have been disclosed publidhs these
flnan_cw_mg in the foregeeable future as a means %fervices are dynamic, it is impossible to know all
identifying taget audiences. Not every business;, ¢, mation that might be needed, but a certain

that says it_wants to grow is in _a p_osition t(_) do amount of “baseline” information is essential.
S0, but businesses that do not indicate an interest

in growth can be ruled out.

Some surveys developed by the C@iBt

22

THE WINNING FORMULA: FACILITATING INVESTMENT IN SMALL BUSINESS GROWTH



RESEARCH GOVERNMENT PROGRAMS For example, one of the CCfHot projects

Ongoing research is also required to develop arfocuses exclusively on information technology
understanding of government programs in the firms. Another prefers life science ventures.
province and region that could become part of tfPecializing in one sector ensures that the
services financing strategies. Even if the invest 0rganization has a fairly high profile in that

ment facilitation service does not wish to be ~ Sector and that stéfand board members are well
involved in the actual sourcing of capital, itis informed on aspects of financing that are unique
important to its credibility with entrepreneurs thdf that sector

it have an awareness of available government
programs.

If the community does not include a single
dominant sector such as technolotpen the

Government programs can also he'p firms fill investment facilitation service should prObab|y
gaps by providing assistance in areas other thagtart out with the broadest possiblegermarket
financing, such as training, accessing markets, in mind.The focus can always be narrowed later
and identifying, developing and applying new if one area is found to be particularly fruitful.

technologies. Whether to taget one sector or a broad market

| DENTIEY INVESTOR GROUPS is a decision that will depend on the results of
Investors may group themselves by industrial market-refsearch. Certain factors can be used in
determining whether a narrow or a broad focus is

sector This is understandable; most private best. In which sectoor sectors. are the arowth-
investors like to put their money into things they ' 0 ' 9

_ _ . : . . -
understandThe technology sector is unusual in ﬁsn'?hr:etres atlrcrziclgl t;zgsrgfmL:P\;;);ec?)nr:/(;iqct)rgted.
two ways: the complexity of the innovations that P

enteprencurs ar iying to develop and the - [C°S1°0 1 one sectokfe other fciies i
phenomenal rate of growth experienced by y 9,

: . research facilities, broadly or narrowlydated?
many growing technology firms. What kind of business networks exist?

It is easier to connect with potential investors
when the board of directors and executive :

director are involvedAsk each new contact to ﬁiffehc_t trké?”renarekr(]e:rr;? s;ﬁtegﬁgootilit&e;ﬁ be a
introduce the investment facilitation service to tag egad oneg? paig gnly
other investors interested in growing businesses. Y '

The decision on how to @&t client SMEs will

E M SE
SIABLISH WARKET SECTOR _ MARKETING ACTIVITIES
Some communities, by the nature of their

economic structure, include a particular sector Appropriate marketing strategies vadgpending
that is most promising. Sometimes investment on the local business culture; many have worked
facilitation services will decide to focus on well. Experience has shown that the most
entrepreneurs in this sector arine rationale for successful pilot projects have included significant
doing this generally lies in the specialized naturenarketing eforts by board members through

of the financing that sector demands. networking and other interactions with the public.

ESTABLISHING TARGET AUDIENCES 23



While the executive director and other manager

do have a role to playnarketing cannot be their QI NSRS Establishing Target
Audiences

principal focus.Thus, the role played by the

board of directors is critical.he board of

directors will need to undertake marketing to:
‘ Identification of local SMEs

« identify what the service fdrs and manage
expectations;

@ Community financial services

_ have been researched
* help entrepreneurs self-select the service; and

* help identify elusive private investors. ‘ Investor groups have been identified

The board of directors will also need to decide
who its audience iA\re marketing dbrts
directed at local entrepreneurs, private investors;
or even the local or regional financial commu
nity? Or is it a combination of all three groups?

. Sources outside the community
have been identified

Market sector has been established
(broad or narrow)

The board members will also have to be aware

of local political leaders, the local economic . Marketing activities have been
development community and the local media. identified.

While the financing needs of entrepreneurs
remain constant, there are always new entre

preneurs who need help finding risk-capital “The face-to-face involvement with
financing. Likewise, because the decision to investors is critical. The combanies
be a private investor is one that depends on . ‘ b
circumstances, the group of local investors needing money must be clearly and
will be constantly changing. vigorously promoted because the
The marketing challenge posed by these investors are usually busy running
conditions is not as complex as it sounds, their own companies. The use of
but it requires constant attention antbetf investor forums to present client

companies to angels and other
members of the financial community
is essential.”

CCIP Moncton
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COACHING ENTREPRENEURS

ENTREPRENEUR PROFILE decision to investA promising investment
proposal has to be twinned with dynamic

B usinesses typically pass through a seriesmanagement for an investor to show an interest.

of phases from start-up through growth to
Investors are investing in people. Investors need

to know that the people in clugr are reliable,
knowledgeable and successflb. get this
message across, entrepreneurs first need help
assessing their skills and understanding their
Entrepreneurs work hard. (Research for Industrgtrengths and weakness&hey must be willing
Canada indicated that nearly half worked more to set their egos aside and fill the gaps in their
than 45 hours a week and a third worked more teams.

than 60 hours a week.) Most are reasonably
young — between 30 and 50 years of age —
and often have been employed by others in a
similar line of work before.

expansion and maturithn entrepreneur
is the person who begins or grows a business,
who has some ownership of it and who is his
or her “own boss.”

Client SMEs also need coaching to make sure
that they understand their market, their problems
and their advantages. Credibility is key: entre
preneurs will not get funding from investors
Although most are looking for a big paytof who know more about the market than they do.

some entrepreneurs are aware that their chosen h ‘ h
line of work may not be highly profitabl@hey There is often a big gap between the expectations

take pride in being responsible for their own of the entrepreneur and those of the financial

economic fate and accept the long hours that comml_Jnity Regardles_s Of_ the spe_cific strate_gies
come with it. of the investment facilitation service, coaching

entrepreneurs about the expectations of capital
Many entrepreneurs enjoy the challenge of providers is one of the activities that is required.
starting and growing a small business, but are The more informed entrepreneurs are, the more
bored once the business gets togedaAccord likely they are to succeed at growing their
ingly, many entrepreneurs have started at least businesses.

one other business before the current one. .
Entrepreneurs must know how to communicate

what investors want to hedrhey also need to
COACHING NEEDED understand the importance of finding a good fit.

Otherwise, they may be stuck with an unsuitable
Financiers all agree: thesemoney to be had in investor It is essential that entrepreneurs manage

the Canadian market for good investmepru- expectations and set reasonable objectives.
posalsthat are properly presentethey also

agree that, in addition to a good investment For this reason, most investment facilitation
proposal, the management skills of the services spend a lot of time and resources on

entrepreneur is the other key factor in their investment seminars and other events designed

COACHING ENTREPRENEURS 25



to educate interested businesspeople on how tdosing control of their businesses, and they may
identify their financial needs, how to develop a resent having to report to investors or partners —
convincing investment proposal, and how to mette price of using other peomahoney for growth.
with investors and negotiate a successful deal

with them. So, while coaching entrepreneurs is probably one

of the most crucial tasks for a community
investment facilitation service, entrepreneurs are
THE HELP ENTREPRENEURS NEED  sometimes the most challenging of students!

Entrepreneurs who are seeking investment neeq

to explore a wide variety of issues, including: Checklist: Coaching Entrepreneurs
* the preparation of a coherent investment
proposal; @ Workshops with local educational

. . institutions hav n arran
« effective communication; stitutions have been arranged

s corporate governance; Executive director is prepared to

- applicable legislation and regulations that ma offer individual coaching on the

apply both to the growing business and to thé f°|_|°Wi"9 subjects: _
investment itself; ¢ investment proposal preparation

e effective communication

® corporate governance

« the complex issue of valuation, which e applicable small business
determines the share of the business legislation and regulations
represented by the investment; * financing options

® business valuation

¢ investment proposals
* joining the community business network; and * investor expectations.

* the complexities of various financing options;

* strengthening the management team;

* exposure.

“Some of our clients have felt more

grasp of the expectations of various kinds of prepared to approach a lender,
lenders and investorAs they are exposed to the  jdentify alternative funding sources,

Some entrepreneurs do not have even a basic

balance of risk and reward that characterizes . . .
different financing options, they may profoundly or ldentlfy and app roach private

change their approach to growing the business.  investors to obtain