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Executive Summary

A.  Objectives and methodology

This dudy has underteken an examindion of the nature and effectiveness of the finendd intermediary
function in Atlantic Canada with respect to asssing Smdl and Medium-szed Enterprises (SMES) in
aooessing equity investment of $50,000 to $250,000. The sudy entaled sructured interviews with 30
entrepreneurs that have recently been sseking invesment and 30 finendd intermediaries from across the
region. Case dudies of entrepreneur-investor matchmaking initigtives in various Canedian cantres, as
wdl as one in Soatland, were undataken to identify best practices A pand of KPMG finendng
oeddids provided input to the dudy & key intervds

B. Most intermediaries are Accountants or Lawyers

The equity cgoitd market for SMIEs in Atlantic Caneda operates informdlly, asssted by a group of less
then 100 inermediaies Mog of the intermediaries are Chartered Accountants thet derive the mgority of
thar livdihood from other agpects of thar accounting practice There are do lavyers that undertake
intermediary work, again typicaly as part of a broader practice The intermediaries contacted indicated
they were mogt likdy to be asked to as3g with the preparaion of a busness plan or to as54 in
dructuring the “ded”. Less then 25% of intermediaries indicated they were “usudly” invalved in
identifying potentid investors or meking introductions to potentid invesors  In contrad, ten of the
twelve entrepreneurs contacted thet used an intermediary, looked to the intermediary to identify investors

C. Financing often successful without an Intermediary

Intermediaries were not invalved in the mgarity of finendng dedls consummated by the entrepreneurs
contacted. Congdering the 18 entrepreneurs not using an intermediary, elght indiicated there was no need,
five were detared because of codt and fiveware nat awvare of the sarvice

D. Intermediary network is underutilized

We condude ovadl thet the intermediary netwark in Atlantic Caneda is underutilized by entrepreneurs
This gopears to be a reault of aladk of avareness of who provides intermediary sarvices as wel as
conocans about fees The fact that intermediaries will often meke investor (dient) introductions for
mnimd fees when presanted with an interesting busness plan is not wdl known.  Anather sgnificant
chdlengeisthe volume of entrepreneurs saeking finending thet are not investor reedly.
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E. Entrepreneur education and “screening panels’ are key
recommendations

We recommend thet avaiety of information/education initiatives be undertaken to asag entrepreneursin
underdanding how to rase equity finanang and how intemediaries can assg that process These
indude an inteemediary directory, newdetters brochureshbookles atides, presentations targeted at
entrepreneurs and programs to train government personnd in business support roles respecting finanang.
We dso recommend thet a broeder (in terms of geogrgphy and sectors) network of entrepreneur soreening
pendss like the Entrepreneurs Forum be established and be supported by ACOA.  These pands should
comprise valuntegr's from the professond community who would assess business plans presanted by
entrepreneurs and provide oedific abjective fesdback on investor reediness
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Introduction

A, Background

The availability of capital for small and medium sized enterprises (SMEs) in Atlantic
Canada has been a concern of governments for over twenty years. A range of factors led
to the extensive historical involvement of both provincial and federal governments in
providing financial assistance to business in the region. In recent years, a number of new
considerations have affected the availability of financing for SME’'s and prompted a re-
examination of approaches. Governments are providing substantially less grant financing
than was the case for much of the past decade. This stems from fiscal restraints, concern
over the potential to cause market distortions and the constraints of operating in a freer
trade environment. Coincident with this trend, banks have tightened up their lending rules
in response to the losses of the early 90’ s recession as well as legidative changes. Another
challenge for banks has been the shift to knowledge based businesses. These businesses
require equity financing as they lack the physical assets sought by lenders as security.

In an effort to facilitate business financing but in keeping with a desire to avoid the
provision of grant support, ACOA has been examining the financia intermediary market
and its cost and effectiveness in Atlantic Canada. The financial intermediary market is the
combination of players and processes that work to match entrepreneurs seeking financing,
and particularly equity financing with equity investors.

The focus of this project is generally on entrepreneurs seeking relatively small amounts of
financing. This appears to be the segment of the capital market that is least developed. A
variety of venture capital organizations such as the Working Ventures Canadian Fund Inc.
and ACF Equity Atlantic Inc. are visibly active and targeting larger deals (for Atlantic
Canada) of over $1 million. This study has then examined the individuals and
organizations in Atlantic Canada that comprise the financial intermediary process and
support those entrepreneurs seeking equity of between $50,000 and $250,000 or total
financing for their enterprise of under $1.5 million.

B. Objective and scope
Thissudy has been focused on four ojectives
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undartake a thorough examingtion on a regionwide beds, of the exiding and/or informd
intermediary market in Atlantic Caneda

idertify the drengths and wesknesses paformance and best prattices of edified
entrepreneur-investor matchmaking initiatives

a=ss the issues dfedting the edablisment of a more formd and vibrant finenad
inteemediary maket in the region induding, in paticular, the taxation, regulaory and
jurisdictiond frameworkswhich govemnit.

meke recommendations, if gopropride, as to how to enhance the Atlantic finenad
intermediary market.

Spedific questions were Ao provided in the terms of reference to further shape the dudy ddiverables
Theseten quesionswere asfalows

kpmg

Isthere any dfective and effident means of networking the region’' s SMEs and entrepreneurs
and nationd and Atlantic investior markets? Ismatchmeking acritical nesd?

What were the srengths, wiesknesses and ressons far falure of former formd matchmeking
initiatives, and what are the srengths, wesknesses and best practices of exising foormd and
informd initidives operating in the Atlantic/other jurisdictions?

Is the issug, as ome entrgreneurs have assarted, that informd investars are extremdy
difficult to locate ar, is the issue, as some informd investors have indicated, that good
invesment opportunities are difficult to find?

Would finendd intermediary fees be asgnificant digncentive?

Are legd fees a dgnificant digncantive? Would the devdopment of sandardized legd
documentation save time and money for SVIEs seeking informa angd investment?

What is the impect of provindd securities legidaion on doing smdler finandng deds in
the Atlantic Region®?

How can/oould the tax sysem be usad to encourage more informd invesment in Atlantic
MES?

What kind of private or public sector indrumentsimechanismsmodd may be gopropricte to
hdp edadidvenhance an Atlatic intemediay make which would sse finendd
intermediaries matdhmeke between suppliers of and demand for equity?

Shoud ACOA condder a pilat program to hdp Atlantic SMEs with the cogt of finendd
inermediaries?

Istraning of finendd intermediaries regquired? What would it ook like?



The focus of the sudy throughout was the finendd intermediary function in Atlantic Caneda, which
represants only one dimengon of the overdl SME capitd market.

C. Approach and methodology
Our workplan to address the referenced sudy ddiverables entalled three main components
Caz dudies of saven Formd Inteemediary Sarvice Providardmechanians (HSP' S):
- Invesment Matching Savice of Albarta(IMSA)
- Ontario bassd Commerdd Opportunities & Investment Network (COIN)
- Ottawa-Carleton Spedific Investment Opportunity Program (SOP)
- Hdifax Equity Group (HEG)
- . John'sInvestment Opportunities Prgject (I0P)
- Glayow, Scotland Business Vertures Limited (BVL)
- Alberta Junior Cgpitd Podl Offerings (JCPO)

All of these srvices are dill in operaion with the exception of the . John'sBoard of Trede
savicewhich dosed in September of 1993,

The case sudy guide employed is provided as Appendix A.

Tdephone aurveys of 0 informd intermediary sarvice providers uch as acoountants,
lavyers, busness brokers and securities firms thet endeavour to as3g entrepreneurs in
rasng cgpitd on an asrequested bass  These individuds rdy heavily on ther dient bese
and persond contact network to identify invesors  The survey guide employed for these
interviewsis provided as Appendix B.

Tdephoneinterviews with 30 entrepreneurs from across the region eech of whom has sought
or isseeking equity finendng. The survey guide employed gppears as Appendix C.

In addition to these three tasks, conauitations were undertaken with a variety of knowledgeghle sources
In paticular, two rounds of conauitation were undertaken with an advisory pand of KPMG Patners ad
Saniar Managers attive in the process of seeking finendng for entregpreneurs. Pand membersareliged in
Appendix D. Two Partnersfrom outsde Atlantic Canedawere induded in the pend.

The amdl samples of entrepreneurs and intemediaries surveyed reflect a case gudy goproech to the

resserch. We have not sought to generate Satidically Sgnificant results Readers should teke note of the
sample 9zes on oadfic quesions in formulaing condugons from the daa Our condudons ad
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recommendations are basad on draumdances where the research was reinforoed by our project team and
expert pand’ sexperience
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Case Studies Of Matchmaking Services

A.  Introduction
A number of provindd, munidpd and date govenments across Caneda, the United Stiates and dso
Europe have gponsored metchmeking initidives to as3 entrepreneursin raisng eguity finendng. Seven
such intigtives which are d<o refarred to as formd intermediary service providers (HSP ) were sdected
and reviewed in ddal for this dudy. The objective of these cae dudies was to lean from ther
experience and endeavour to identify best practices with goplicability in Atlantic Caneda
Thesaven HSPsexamined are

Investment Matching Savice of Alberta(IMSA)

Ontario bassd Commerdd Opportunities & Investment Network (COIN)

Ottawa-Carleton Spedific Investment Opportunity Program (SOP)

Hdifax Equity Group (HEG)

. John's Investment Opportunities Prgject (I0P)

Glasgow, Sootland Bugness Veantures Limited (BVL)

Alberta unior Cgpitd Podl Offerings (JCPO)
The daato complete the case sudies was compiled through areview of rdated documentation, induding
dudies and promotional meterid as wel as tdegphone interviews with knowledgesble representatives of
the organization.

Detaled naraive profiles for each of these organizations is provided in Appendix E. These narratives
have been reviewed by the organization to ensure accurecy.
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B.

Profile of FISPs Reviewed

While 9x of the organizations liged in Section A fdl under the broad category of bang intemediary
savice providas there are severd differant Srategies employed by these organizations to achieve thair
oveadl busness objectives  The differences in the organizations, thar polides and Srategies, suggest
thet thereis no “cookie cutter” solution to the intermediary function thet warksin dl drcumdances The
savices have been desgned and have evolved to fit the requirements of ther respective markets  Exhibit
[I-1 providesasummary of the key operaing datigicsfor eech FHSP examined.

The discusson which fallows describes some of the differencesin the savices dudies

kpmg

1.  Projectsize

Theamount of finanding Sought per project ranged from $20,000 to $2,000,000 with an average of
goproximatdy $500,000 per project. Three of the saven HSPs had etablished minimum project
9ze criteriaand anather two A SPs dted an unoffidd minimum for project 9ze before they would
be willing to provide sarvices

2. Staff complement

The largest 4t complement noted in the HSPs surveyed wias five full-time equivdent gaf. The
average was three full-time equivdent daff. Sarvices maintain only smdl gaffsin order to operate
efigently. In gengd, the entrgoreneur dientde of the sarvices have minimd dallity to pay ad
generate fee revenue for the svices  This pressures the HSP s to maintain the lowest possble
cod dructure.

3.  Services

There are :vard savices that are offered by dl of the HSPs Theseindude  aritiquing business
plans and prgections; identification of potentid investors introduding entrepreneurs to potentid
invegtors and, contacting potentid investors on behdf of the entrepreneur.  Other sarvices that
were noted in a lestt five of the HSPs induded:  assging with negatiations between the two
paties, and, meking meding rooms avaladleto assst in investor/entrepreneur fadlitation.



Exhibit 11-1
Profiles of Intermediary Service Providers
Investment | Commercia Specific
Matching |Opportunities &| Investment Halifax Investment Business Junior
Service of Investment  |Opportunity Equity Opportunities Ventures |Capital Pool
Alberta Network Program Group Project Limited Offerings
Core Area Alberta Toronto Ottawa Halifax St. John's Scotland Alberta
Date Established 1989 1987 1989 1997 1989 1993 1987
Date Closed na na na na Sep-93 na na
Funding Source Provincia private co. 2 Greater Halifax Partf ACOA, Economic Re Regional Govinvestors
Gov't Spectris Corp. nership in conjunctiq covery Commission & Glasgow Dev.
.F with Industry Canad{ St. John's Board of Tr| Agency
Fees Charged Q
Entrepreneur $0 $280 $0 per hour + success $100 $400 15-26%
Investor $0 $185 $0 $0 $0 $0 $0
Estimated Success Rate 1in20 1in50 1lin5 na 1lin12 1lin3or4 na
Average Amount of Financing Acquired Per Projg $100,000to | $10,000to | $500,000 na $20,000 to $600,000 to {$400,000 to
$1,500,000 $500,000 $1,000,000 $2,000,000 | $500,000
Annua Statistics s
Estimated Expenses (including salaries) $155,500 $311,000 $125,000 $180,000 $186,100 $311,000 na
# of Businesses 'Matched' (deals consummated 12 ﬂ na 6.25 0 2.8 30 na
Estimated Cost per ‘Match' $12,958 na $20,000 na $66,464 $10,367 $55,000
Staff Compliment (FTES) 25 5 2 1 3 5 na
Services Provided
Feedback and referrals for business plan and pi yes yes yes yes yes yes no
Direct assistance with business plan and projec] no yes no yes no yes no
Pricing/vauing the investment yes yes no yes no no no
Identification of potentia investors yes yes yes yes yes yes no
Introducing entrepreneurs to potential investor yes yes yes yes yes yes no
Contacting potential investors on behalf of the yes yes yes yes yes yes no
Assisting with negotiations between the two pg no yes no yes yes yes no
Structuring the deal (financing plan and securit] no no no yes yes no no
Drafting the deal (legal agreements) no no no yes no no no
Other Intermediary Services
seminars, public shows no no yes no no yes no
managing investors no no no yes no no no
duediligence no no no yes no no no
Other Non-intermediary Services
strategic alliances yes no no no no no no
meeting rooms no yes yes no yes yes no
hosting presentations no yes yes no no yes no
scheduling appointments no yes no no no yes no
succession planning no no no yes no no no

1 Policy No. 411 of the Alberta Securities Commission

2 Mgjority by Regiona Gov't (Ottawa-Carleton Economic Development Corporation) in partnership with corporate and non-gov't contributors
3 Fees shown are one-time fees only with the exception of COIN which charges fees for every 6 months you're on the database.

4 15-26% of total funds raised through the JCPO.

5 Estimated Expenses cal culated based on the average cost per FTE staff ratio for the SIOP and |OP projects.

6 COIN counts matches differently than the other FISPs. It links approximately 2,500 businesses and investors each year but does not remain
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Les then hdf of the HSPs provided diret assdance with busness plan preparaion,
pricing/valuing the investment, sructuring the ded (finanding plan and security) and drafting the
ded (legd agreaments). However, the HSP s thet did not offer these sarvices diredtly, provided
referrds and contacts throughout the business community in order that entrepreneurs could access
required asddance Aveaage Sze of prgect and daf complement both gopear to generdly
correspond to the breadth of the sarvices offered by esch HSP. Thelarger the average project Sze,
the more sarvices are expected of the FHSP by the entrepreneur and investor. Smillaly, the amdler
the daf complemant, the fewer the amount of sarvices that can be offered to entrepreneurs and
invetors A key componant of the drategy of the mogt successul AP s is the willingness to
inves time up front with thar dients in order to make the entrepreneurs “investor reedy”.  This
time invesmant benefits the ASP in the long term by egadlishing credibility with both
entrepreneurs and investors which leads to future successes

4. Fees
a) Invedors

COIN is the only Fomd Intemediary Sarvice Povider (HSP) from our case sudy thet
charges fees to the investor, dthough those fees are substantialy less then the fees charged
to enrepreneurs The COIN program is dso the only HSP examined which was not
govenmant funded. As COIN's main focus is the manegement of an information detabase
introduction service for bath investors and entrepreneurs; investors are charged $185 for
eveary 9x (6) month period they arelised on the databese

b) Entrepreneurs

Two of the HSPs in our case sudy (the Invesment Maching Sarvice of Albata and the
Soadific Invesment Opportunity Program in Ottawa) do not charge entrepreneurs for using
thar sarvices Business Ventures Limited of Scotland charges entrepreneurs $400 to enaure
a ogtan levd of commitmat to the prgect from the entrgrener.  The S John's
Investment Opportunities Project charged a$100 fee

COIN chages entrepreneurs who are liged on thar database $280 for a 9x (6) month
peiod. Thiseguatesto goproximatdy 50% more then the amount charged to tharr investors

The HEG charges entrepreneurs a per hour rate for any services provided and intends to
charge successfeesfor projects resuiting in ameatch with an investor. However, the HEG has
only beenin operaion for lessthen ayear and has nat yet charged any successfess

Ovedl, the fees charged to entrepreneurs gopear to represant perhgps 15 to 30% of the codt
by ASP sof the sarvice provided.

5. Promotion

HASP's require an dfective promationd sraegy. Successful FAISPs have been adle to teke
advantage of thair own extendve parsond contacts and word of mouth as the mogt fective and
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oo effident method of advertigng. In order to have the daility to effectivdy paform advertisng
inthisway, anew HSP mug ensure that it employs the gopropriate personnd.

C. Lessons from the Investment Opportunities Project

The Invesment Oppartunities Prgect (I0P) in . John's Newfoundland ws the only FISP profiled thet
has been discontinued. The project merits discusson because of the lessonsthat it offers as we endeavour
to desgn a better working intermediary market in Atlantic Caneda. The IOP s prindipa shortening was
its raively high codt rdaive to the valume of matches it was adle to achieve. There are a number of
factorswhich contributed to this

Pat of the expense was causad by a mass media adveartisng campagn which was not
necessaty in that market. 1t would have been less codlly to promoate the sarvice viathe many
exiding public and private agendesinvolved in busness uppart. These agendes comeinto
contact with the vagt mgority of entrepreneurstha might be seeking equity finenang.

The fundamentd premise of a matching sarvice is that entrepreneurs nesd hdp finding
investarsand viceversa. Thisis more likdy to be the case in larger centres where thereis
less common knowledge respecting the individuds or companies that might have funds
avalable and that might nesd them. In amarket such as Newfoundand, potentid investors
ae likdy to be rdaivey wdl known to the busness community, meking it unnecessary to
have asavice desgned to “find’ them. Aninformd intermediary market istypicaly adleto
sFviceamake of thisnature

St leves were high rdaive to the avalladble valume of adtivity. The Albetasavice asa
comparison aperaes with less 3t in amarket generaing many more potentid dedls

D. Key success factors for FISPs

As exch finendd maket is unique, 0 too are the HSPs that have evalved to savice those markes
Despite thair unique charateridicsthere are severd amilaritiesin ther key successfactors

kpmg

Establish credibility early

The key success factor mentioned modt frequently by the HSPs wias their good reputation and
edablished credibility with investors and entrepreneurs Initia Successes gories are aiticd to a
new HSP bang dde to esadlish itsdf in the marketplace. Therefore, when anew FISP is baing
contemplated the amount of resources or atention given to the initid prgjects should be much
higher then the expected resources required for amilar prgjects in the future This means that
resources budgeted for anew FSP should be higher in theinitid sart up phase
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2. Making entrepreneurs investor ready

Another key sucoess factor identified was the ability to meke the entrepreneurs “investor reedy”.
Making an entrgrener “investar reedy” invalves a number of geps ranging from maneging
expectaions of the entrepreneur to providing assdance in the preparation of a detalled busness
plan. A common misconceation of entrepreneurs in genard is thet private investors will provide
financding without taking & leest a partid ownership podtion with the project, ie. dbtaining equity.
Anather misconogption is that investors will be willing to invest in a project on the srength of the
idea done without a 0lid business plan backing it up. Entrepreneurs Sometimes do not redize dl
of the detalled planning necessary to dart-up abusiness and areill equipped to goproach investors
with a sdedble packege Providing asssance with busness plan preparation or referring
entrepreneurs to an gopropriate advisr was a savice offered by dl of the HSPs examined.
Further, the HSP representatives agread on the generd nesd for entrepreneurid education and
expatiein theareaof rasng capitd.

3. Project screening

The adllity to quickly identify and dissssodate from prgects thet have vay little chance of
sucosading wes noted by severd of the HSPs as an area that nesded improvement. Four of the
HSPs in the case dudy dluded to the fact thet while thar government funding was essantid to
continuing operaions it dso mede it difficult for them to rgect projects they fdt would have vary
little chance of bang successful.  When deding with goverment funded agendes there is an
expectation levd on behdf of entregporeneurs that they desarve a cartain amount of assgance no
méter how poor thar busness plan or idea may be A privatdy funded organization does not
experience thistype of pressure asthere are no palitica ramificationsfor rgecting those invesment
opportunitiesit determines are not worthwhile

The success rates of the FAISPs examined in our case sudy ranged fromahigh of Lin4toalow of
1in 50. The reason for the large range in these uccess rates is indicative of the different
“filtration’ or sreening processes the HSPs have in place to diminate deds that have a low
probatility of atracting investment. The establishment of aminimum prgject 9zeisdso ussd by
HSs as a soreaning mechanian to ensure the cods of savidng a prgect do not become
proportiondly sgnificant.

4.  Staff experience

Safing of the ASPsisdso aariticd issue The one ISP in the case sudy thet ceased opardions
cited the need for more locd busness expartise as an important issue. Severd of the other HSPs
mentioned parsond experience and extensve parsond networks as a key sucoess factor. In some
indances, the networking function is enhanced by an assodated committee or Board of Directors
which acts as a sounding board for evauating new prgects and dso provides acoess to additiond
persond networks and contects

5. Financial support for the FISP
The provison of intemediay sarvices in and of itdf does not seem auffident to meke an

organization Hf auffident. The only ASP organizationsthat are not funded by government or have
a desre to become Hf auffident dso offer additiond sarvices which are charged out a hourly
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rates, or license fessin the COIN case The HSP representativees conaulted were comforteble thet
for the govemment to provide Sart-up or ssad cgpitd to intermediary sarvice providers would nat
cause market dgartions A successful HSP mugt have funding support from some source other
then its matchmaking activity.
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Intermediaries

A.  Introduction and sample characteristics

This chapter presants the results of our survey of “informd” finendd intermediaies (IH'9), the
individuds ddle to as3g entrepreneurs in finding equity investors due to thar busness and persond
contacts  In order to gengrae alig of the IH’ s across the region, we urveyed dl 34 KPMG patnarsin
our éght officesin the four Atlantic provinces  This process generated along lig of individuds thought
to qudify asIFI’s It was detlermined that to qudify as an IH for the purposes of the survey, respondents
should have beeninvdved in two “deds’ in the pedt yenr.

Thirty intemediaies aoross Atlantic Caneda weare intavieved.  The intaview guide employed is
provided as Appendix B. Mod respondents were senior partners in ather acocounting firms or law firms,
Mog of the mgar acocounting firms and law firms are represented in the sample. Other respondents
destribed themsdves as management consultants, business brokers and bankers Exhibit 111-1 provides
the breskdown by professon indicated. Veay few respondents (17%0) dated thet finendd intermediary
wark was thar main line of work. Mod indicated thet they offered finendd intermediary sarvicesto ther
dientsas one savice anong aduite of professond services

Exhibit -1
Breakdown bv profession

Other
20%

Lawyer
17% Accountant
63%

n=3inemadaies

kpmg 12



Respondents came from aoross the Atlantic provinces however, many (43%) were basad in Hdifax, as
indicated in Exhibit 111-2. The high percentage of Halifax regpondents is a reult of two fadors  Frd,
there was no regiontwide lig of intermediaries available to sarve asasampling frame. Conssquently, it is
difficult to detemine whether Hdifax is over-rgoresanted.  Second, only intermediaies that hed
patidpated in two deds in the lagt year were digible  Underdandably, the intermediaries in larger
cantres and Hdlifax spedficaly, were more ative. Andyss of the intermediary reponses demondrates
no ggnificant differences in responses between the intermediaies located in Hdifax and athers
uggeding thereis no bias concamn.

Exhibit 1lI-2
Province of respondent

W Halifax
@ Non-Halifax

Respondents

Nova New Nfld. PE.L
Scotia  Brunswick

n=3inemadaies

B. Financial intermediary services

ThelR’s urveyed offer afull range of sarvicesto dients  Each of the eght identified components of the
intermediary function wes offered “usuidly” or “occesondly” by 60% or gregter of repondents Asis
illugrated in Exhibit 111-3, intermediaries ae mod likdy to be involved in the preparaion of busness
plans gructuring dedls or negatiding deds They dated they had comparadly less involvement in the
identification of investors contacting invesors, introducing entregpreneurs to  investors, vauing
investments and drafting dedls
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Exhibit l1I-3
Distribution of intermediary services

Percent of Intermediaries “ Usually” Providing Service

60% -

Identify
Introduce
Contact
Negotiate
Structure
Deal

Planning
Valuation
Draft Deal

n=3inemadiaies

C. Fees

Mog respondents (77%) charge an hourly rate or aper dem. Some mix an hourly rate with a percent of
the ded or a success fee Only one intemediary charged exdusively by percat of ded and no

intermediary charged exdusvdy by successfee

Professond dandards dictate how acocountants and lavyers charge For example, as a result of
limitations imposed by the Canadian Indtitute of Chartered Accountants Chartered Acoountants face

regrictionsin charging acontingency fee or successfea

kpmg 14



Exhibit llI-4
[Fee arangements

34 Responses (more than one response per respondent)

Fre
Success Fed 1at Fee 3o
11% 3%
Percent of
Deal
6%

Per Hour
7%

Theintermediaries surveyed indicated that fee Flitting is not common. Only Sx respondents (20%6) hed
seen fee glitting. One respondent fdt thet it was difficult to contral qudity with fee alitting; ancther
warried thet fee galitting might gppear to compromise thar independence

Many of the IH’s surveyed (42%) do not conggently recover thar target revenue when engeging in
finendd intermediary work.  They offered severd ressons for offering the sarvice in the aosence of
immediaefinanad gan:

Many do it to build dient loydty and kesp the diet from building a rdaionship with other
professonds  These repondents fdlt thet dients expected a sLite of sarvices from their accountant
or lavye. They therdforefdt it wiseto paform thissarvicein theinterest of dient stidaction.

Seveard respondents thought thet it was necessary to sarvice smdler dients in the hope thet the
dient would grow and a profitable, long-term rdationship would resulit. They therefore saw their
work asan investment in future eamings

Totd fees were condgently in the $10,000 to $40,000 range as indicated in Exhibits111-5 and 11-6.
Totd fees increased dightly as the amount of equity or the Sze of the ded incressed. Many
intermediaries and entrepreneurs did not make a didinction betwieen sourdng debt or equity; as aredut,
feesare more probely afunction of theamount of totd finending and nat the amount of equity.

Respondents profiled dedls aoross a range of sectors induding retal, manufacturing, high-tech and
didribution onindicated feeleves
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Exhibit I1I-5
Fees and equity sought*
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Total fees (in thousands)
BAHRBDDHHY

$- $100

$200

$300

. !
$400 $500 $600

Equity (in thousands)

$700

$800

$900

$1,000

*n =24 - nat dl repondents provided datafor this quegtion.

Exhibit I1-6
Fees and financing*

L 2 2

40-¢

L 3

Total fees (in thousands)
@®
=
o
o

*

$500

$750 $1,000 $1,250 $1,500 $1,750 $2,000

Total financing (thousands)

*n=24- nat dl repondents provided datafor this question.
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D. Promotion
Few IR’s promate thar sarvices
Seventeen respondents (57%6) do nat promote intermediary sarvicesin any way.

Nine regpondents (30%0) do nat formally promate thar services as an intermediary; however,
they do promate thar sarvices through neworking and word-of-mouth.

Four respondents (13%) rdy on print advertiang, such as atidesin trade journds  Of the

four respondants; two were accountants, one was the manager of a munidpel Economic
Devdopmeant Corporation and onewasalawye.

E. Causes of unsuccessful deals
The IHs were asked to indicate the factors thet in their experience were most likdly to cause dedsto fall,
thet isnot result in the attraction of an equity invetor. Indmog hdf of the cases dted, theissue wasthe
qudity of the busness The mogt common concam wias “poor manegemant”, as indicated in 30% of
regponses. Another 17% of responsesindicated thet the business or business plan was the concern.
Other responsesinduded:

Therductance of entrepreneursto surrender contral.

A lack of investorsin the Atlantic Canedian economy.

Indudry risk. Respondents indicated that investors were rductant to invest in an industry
(epeddly high tech) that they did not undergtand.

The poor finanad condition of theinvesment detared someinvestars

Other responsss induded a ladk of equity on the part of the entrepreneur and a lack of
chemidry between entrepreneur and invesor.

Exhibit 111-7 illusrates the relaive importance of the factors mogt likdly to cause dedls to be unsucoessul.
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Exhibit -7
Factors in the failure of deals

47 responses (up to two per intermediary).
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Poor Poor Control  Lackof Industry Financial  Other
mngmnt Business investors risk condition

Plan

F. Availability of financing and success rates

Respondents varied in terms of their &aility to find invesors  Haf reported a uccess rate of 50% or
better. The success rate did not vary Sgnificantly by region. Three respondents qudified thar reoonse
by reporting thet they * cherry-picked’ (Screened) firms thet is, they only worked for those firmswhich hed
a good chance of finding finendng. A number of regpondents were nat comforteble in providing a
uccessrae
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Exhibit 11I-8
Success rates
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No Low Medium High
comment

n=30intermediaies
The reported Successrates of the IR’ s contacted gppear in Exhibit 111-8.

Many repondents (19 respondents or 63%6) thought it was difficult to find finending in Atlantic Canedal
However, regoondents were divided on this question and eech hed srong opinions: As shown in Exhibit
[11-9, respondents in Haifax were much more likdy to date that it was nat difficult to find finendng in
Atlantic Caneda.

Exhibit [1I-9
Is it difficult to find financing for good projects in Atlantic Canada?

8,
2]
5 /]
2 6
2 5
3
2 4 BYes
[S) 3l -
o) No
2 2
2 1
O,
Nova New Nfld. P.E.I.
Scotia Brunswick

n=3inemadaies

11115quesﬁmaskedabwtﬁmming generaly, not spedifically about debt or eqity.
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Other market characteristics
1.  Overvaluing equity

An ovawhdming mgarity (87%0) of intermediaries Sated that entrepreneurs were unredlistic about
the amount of equity or contrd thet mugt be given up in order to dtract an invesar. Many
respondents dated that entrepreneurs ovarvaued thar equity. For example severd dated that
entrepreneurs wanted to give up 10 to 15% while investors expected 25 to 50%. One respondent
dated that he hed to conggently explan to entrepreneurs that * the banks are the gewards of other
peoples money’.  The tendancy for entrgpreneurs to ovarvdue thar equity is not an Atlantic
Canada gpedific isue Recant ressarch by our firm in Westemn Caneda identified the same

tendency.
2. Liquidity

Respondents were divided on the question of whether liquidity (or lack thereof) detarred investors
Whileit isdearly an important issue, Sxteen (55%) did not think it was adeterrent. Mogt of these
voicaed the opinion that investors were ‘in for the long haul.” It was indicated thet in Some cases
the invesment might be a source of longtem employment for the investor.  Such an investor
would be much less concerned with the ability to liquidete thar invesmen.

3. Lawsandfees

Mog respondents (80%) fdt thet current laws and professond fees did not represent Sgnificant
impediments to rasng cgoitd. Thee respondeants dated tha the tax system encouraged
invesment and tha professond fees only detared those entrepreneurs who were nat srious
Exhibit 111-10 provides the pattern of responses.

The twenty pearcat of regpondents who did date that secunity laws tax lavs or fees were
impediments offered convindng rationdes for ther response

Respondents pointed out thet it cogts as much to prepare asmdl ded asalarge dedl.
As a resllt, professond fees ae a much larger percentage of finendng for a samdl
ded.

Some respondents dated that tax credits for invesment often sarved only to draw
Atlantic Canedian fundsinto Ontario-based invesment funds

Some respondents thought that existing securities legidation made amdler private
issuestoo codly.
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Exhibit 1lI-10
Impediments to raisin ital

BYes
HENo

Number of responses

Security Tax Prof. Legal
laws regime fees fees

n=29intermediaries

4.  Other impediments

Other percaived impedimentsto the aallity to raise capitd in Atlantic Canedawere:
Thelack of manegameant tdent in Atlantic Caneda
Theladk of capitd.
Theamdl sze of the market and the dearth of opportunitiesfor growth.
Thelack of agiock exchange
The nature of bankruptoy lavs?

Therik-averse nature of Atlantic Canadians

H. Suggestions offered by intermediaries

The IH’s contacted were typicaly very intereted in asssting this Sudy and generous with thar time
during our interview.  Theseindividuas were asked whet advice they hed to offer the Federd Government
to fadlitate the devdopment of a more effective capitd market for SME s in the region. The responsss
Uggest thet initiativesin four generd aress should be conddered:

2 Bankruptcy laws provide protection for suppliers before minority shareholders In cases of bankruptcy suppliers have a
priority right to any inventory which has been shipped in the lagt thirty days  Conpanies with quick turnover may not be
ableto offer inventory as collateral toinvestors.
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Educating entrepreneursin avarigty of aressinduding how to raise capitd.
Usng the tax sysem to encourage invesmant in SME's
Fadlitating the esablishment of an entrepreneur-investor matching sarvice

Subsdizing intermediary fees

2
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Entrepreneur Perspective

A.  Introduction and sample characteristics

Thirty entrepreneurswho have recently been involved in seeking invesment cgpital were contacted to gain
thar pergpective on the opearation of the current equity markeiplace. The perceptions of this group are
aiticd asthey effectively represent the dients of the gudy. The capitd market and intermediary function
can only be deamed to be working dfedtivdy when desaving entrgoreneurs can acoess gopropridte
finandng & reesonable codt.

The sample of entrgpreneurs was gengrated from names provided by KPMG Partners aoross the region
and ACOA dffices The entrepreneurs contacted were didtributed across the Atlantic provinoes as showvn
in Exhibit IV-1. Nine of the reoondents (30%) were from Hdifax.

Exhibit V-1
Distribution of respondents

16

14 4+

12

10 +

B Halifax

I B Non-Halifax
NB PEI

NFLD

Number of respondents
o)

n = 30 entrgoreneurs
Ningteen respondents (63%) found ecuity; deven hed nat.  Exhibit V-2 provides the geogrgphic

bregkdown of respondents by their success in finding equity.  Of those ningtean, deven were from Nova
Soatia Seven of the deven were from Hdifax.
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Of the ningteen respondents who hed found equity, seventeen indicated the source and reported thet they
found eguity from:

1 Invesdors(11 casss)
2. Fiendsand Family (4 cass)
3. Exiging shareholders (2 cass)
Investorswere not only from Atlantic Caneda but dso Ontario, Alberta, Quebec and Europe

EYes
| ENo
NS NB PEI

NFLD

Exhibit V-2
Did you find equity?

12

10

Number of respondents
(o]

n = 30 entrgoreneurs

B. Use of intermediaries
Eighteen respondents (60%) hed nat used an intermediiary to look for equity.

Exhibit 1V-3 shows the success rate in finding finandng of the entrepreneurs thet usad versus did not use
an intermediary. Thisis the expected reault. Entregpreneurs ae more likdy to incur the expense of an
intermediary if they see thar project as atougher Hl. We were however surprised to see the number of
entrepreneurs that were successful “going direct”.  This suggedts that finanang is avallable for a lesst
ome of the entrepreneurs thet know how to pursueit.
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Exhibit V-3
Did you use an intermediary?

12

10

B Found equity
B Did not find equity

Used Did not use
intermediary intermediary

n = 30 entrepreneurs

Those who hed not ussd an intemediary offered severd different reasons for their goproach. The main
categories of reponses are hown in Bxhibit IV-4. The predominant factor wias thet there was no need,
however, cogt and alack of avarenessweredso factors Two of those who mentioned cogt Sated thet the
svices were nat avaladle within thar marketplace a an gppropriste cos. Two respondents dated thet
they would not know how to find anintermediary.

Two entrepreneurs who hed not used an intermediary expressad regret. These entrgpreneurs fdlt thet they
had undervaued thar firm and given an investor too much contrd for too litle money.

Exhibit V-4
Reasons for not using an intermediary

Number of respondents
O R, N WH OO N ©

Not aware Cost No need

n= 18 entrgpreneurs
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C. Cost of intermediary services

The cod of intermediary sarvices was usuidly a percentage of totd finending found.  As a percentage of
finandng; fees paid ranged from 2% (plus retaine) to 8%. On average fees weare 5%. Only one

respondant pad a percantage of equity.  This reoondent paid 10% of equity (hdf in cash and hdf in
dok). Threeintemediaiesworked for free. One was agovernment employee, onewas afriend and one
waspad by theinvesor.

D. Intermediary selection process

Eight of twdve regpondents shopped around befare choodng an intermediay.  On avarage they
conddered three firms before choodng an intermediary.  All found thar intermediary through word-of -
mouth. Feesquoted ranged from 2% (plusretainer) to 8%.

Entrepreneurs offered the fallowing reesonsfor dediding on one intermediary:

1. Theintemediay was thefirg to bring money to the table (this reason wes offered by three
entrepreneurs. In such stuations the entrgpreneurs adbvioudy engaged more then one
intermediary on acontingency beds).

2. Theintermediary had agood reputation (this reeson wias offered by two entrepreneurs).

3. Theentrgoreneur had an exiding rdationship with theintermediary.

4.  Theintermediay wasthe only firmin town to consder agmdl dedl.

Intermediaries provided arange of sarvicesfor entrgareneurs asindicated in Exhibit 1V-5. Mogt
intermediaries were engaged to find or contact investors
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Exhibit V-5
Services performed by an intermediary

3I|I|I|E

Business Valuation Identify Introduce Contact Negotiate Structure Draft deal
Plan investors investors investors deal

=
o

Number of respondents

O R, N WHMOUUIO N O

n= 12 entrgoreneurs

E. Entrepreneur opinions
1.  Availability of financing

The entrepreneurs were asked a varidly of questions about the Atlantic Canedian finenda market
uches

Isit difficult to find finending?

Areinvesorsressonable?

Impect of securitieslaws?

Impect of tax lans?

Impect of professiond fees?
The responges are ummaized beow.

Respondents generdly thought that it was difficult to find finendng in Atlantic Canada as indicated in
Exhibit 1V-6.
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Exhibit V-6
Is it difficult to find financing in Atlantic Canada?

n/a
0%

No

83%

n = 30 entrepreneurs
2. Investor expectations
Regpondents genardly found investors to be ressonable regarding vaudions and equity

requirements asindicated in Exhibit V- 7. Those thet found them to be unressoneble Sated thet
investorswanted too much contral. Entrepreneurs comments induded:

“Theinvestor had undervalued the company by 200% and demanded 30% ROI on
49% equity.

Mot investors wanted 80% equity but would settle for 50%.

Investors wanted 90%; he was sling 15%.”

Exhibit V-7
Are investors reasonable?

n/a
3%

No

40% Yes

57%
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n = 30 entrgoreneurs
3. Securities laws
A mgority of regpondents indicated security lavs were nat an impedimeant to rasng capitdl.
Exhibit 1V-8 provides the breskdown of regponses There were nonetheless spedific complants
with respect to securities legidation induding:
$150,000 istoo high for the * sophidticated investor’ restriction (Nova Scotia).
Moare dear-cut ruleswere neded for Initid Public Offering regulaions.
Sacurities legidation differs from province to province this mekesiit difficult to rase
capitdl.

Exhibit V-8
Are security laws an impediment to raisin ital?

n/a

Yes

57%

n= 30 entrgoreneurs
4. Taxregime
Respondents were divided on the quesion of whether the tax regime was hdpful when rasng
cgoitd asindicated in BExhibit IV-9. Responses varied principally on the badis of province Nova

Sootians indicated thet the Equity Tax Credit was hdpful while others noted the Research &
Devdopment Credit hed been usHful.
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Exhibit V-9
Is the tax regime helpful when raising capital?

BYes
HENo
ON/A

Number of respondents

NS NB PEI NFLD
n= 30 entrgoreneurs
5.  Professional fees
A dight mgority of regpondents did not congder professond fees or legd fees to be a barrier to
the use of intemediary sarvices Exhibits 1V-9 and 1V-10 show the exact breskdowns. Severd

nesded goedidized legd expertise for aninitid public offering or to ded with intdlectud property
and found such expertiseto bevary expanave

Exhibit IV-10
Avre professional fees a barrier to the use of an intermediary?

n/a
10%

Yes
40%

n= 30 entrgpreneurs
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Exhibit IV-11
Avre legal fees a barrier to the use of an intermediary?

n/a
13%

Yes
33%

54%

n = 30 entrgoreneurs

F. Entrepreneur suggestions
The entregpreneurs Surnveyed weere asked for suggestionsfor ether other entrepreneurs endeavouring to

rase capitd, or for the Federd Government. The prindpd theme of the regponsesisthe nesd for
information about avalable intermediary sarvices

kpmg
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V

Conclusions

Our condusions for this gudy are presented as answers to the ten questions proposed in the terms of
reference as the “expected outputs of the sudy”. The answers are prefeced with a section providing a
destription of the intermediary market in Atlantic Caneda. Chapter VI provides more specifics regarding
Our recommencaions

A.  The current structure of the SME capital market
1. The marketis informal

At presat, in Atlantic Caneda, entrepreneurs and investors are matched both as a result of
entrepreneurs meking direct contacts with investors, as wel as the efforts of intermediaries that
have bean goproached by entrepreneurs: The “stodk” of intermediariesin Atlantic Caneda gopears
to be a andl group of less than 100 accounting, legd, busness brokering and invesment
professonds When goproeched by entrepreneurs sseking finandng, these individuds ether
proceed to goproach potentid investors or assg the entrepreneurs in reeching an investor reedy
date, often assding in the preparation of abusness plan. The intermediariesin Atlantic Caneda
are gengdly assodaed with aknown sable of investors

2. Many entrepreneurs seeking capital are not investor ready

A key dndlenge fadng intemediaries is the range of entrgpreneurs that goproach them sseking
assidance  Entrepreneurs vary dramdicdly in sophistication, as wel as in the red potentid of
thar busness Some know of sources of capitd, some do nat. Some know what to expect from an
intermediary, Some do not. Some entrepreneurs are investar reedy and again, others are nat.

By “investor reedy”, we refer to awide varigly of conditions that affect an investor's perogption of
abusness A busnessmay have agood market and good growth potentid and il not be investor
reedy. It may require the recruitment of oedific manegement expatise, the implementaion of
improved reporting and contrdl sysems; the reorganizaion of its shaehdder dructure, or a
revamping of the balance shet, in particular, the deat of the company. There could be outstanding
lavauits or environmentd lichilities thet must be addressed. The owner (9 could have unredigtic
expectaions asto the vaue of the busness

The key paint hereis tha, of the entire universe of entrepreneurs sesking finendng, only asub-st

of those have a s0lid market which provides growth potentid, and of those, only asub-st could be
conddered investor reedy: thet is, they have addressed dl of the risks and requirements that could
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be anticipated as concans of aninvestor. Exhibit V-1 provides agrgphicd illudration of the totd
entreprenelr populdion and the b2t tha are invesor reedy and adle to dtract investor
finandng.

Exhibit V-1
Categories of entrepreneurs

Categories of Entrepreneurs Seeking Equity Financing

HAVE A GOOD
BUSINESSWITH
POTENTIAL

UNIVERSE OF
ENTREPRENEURS
SEEKING EQUITY
FINANCING

ARE INVESTOR
READY

ABLETO
ATTRACT EQUITY
FINANCING

KNOW OF SOURCES OF
CAPITAL OR FINANCIAL
INTERMEDIARIES

KNOW HOW TO
PREPARE A GOOD
BUSINESS PLAN

3. Investors also vary in their requirements

A further chdlengefor intermediariesisthe diveraty in the avalladle supply of investors Investors
rangein profilein avarigy of waysinduding:

ssttor knowledge
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Oesred 9ze of investment
interest in/ &bility to bring management aswdl asmoney to the prgject
gopetitefor risk

Thexefadtors vary over imefor invesors  In order to be effective intermediaries endeavor to Say
current regarding the drcumdances of the investorsthey’ re likdy to goproach with opportunities

4.  The current market produces mixed results

The informd finendd make for SME's as it exids in Atlantic Caneda is ineffident and
ineffective for entrepreneurs that are nat avare of ather invesor contacts o the numerous
inteemediaries avallable that could provide assgance induding invegtors introduction.  The
intermediary network in the region gppears to be under-utilized because of alack of knowledge of
intermediaries thar sarvices and thar investor contacts

While the current market Sructure can be cumbersome for Some entrgrenewrs it offers advantages
to other patiapats The faat that many entrgoreneurs find finendng without intermediary
assSgance uggests a catan dfidency and effetiveness for those paties  Further, entrepreneurs
thet know of intermediaries are often adle to access a number of investors with minimd effort and
ocod.  Intemediaies that are presented with good busness plans do not genardly chage
subdantid feesfor passing those planson to potentid invesors

Fom an invesor viewpaint, the exiging intermediary netwark provides an effective sreening
mechaniam that saves them the effort of deding with many entrgpreneurs thet are nat investor
reedy. The inteemediary screening function dso protects the confidentidity of invesars Thisis
advantageous because of the amdl ze of the Atlantic Canedian economy and doseness of the
community. Whenever an invesor can avoid having an entrepreneur know thet they have tumed
down a prgect, the investor has patentidly avoided burning a bridge with an individud in the
community. This confidentidity regime adso works to the advantage of the intermediary nework.
In some casss, it is much eeder for an intemediary to report to an entrepreneur that none of the
potertid investors contacted were interested in pursling the ded then to diredtly tdl the
entrepreneur that they are nat investor reedy.  Some entrepreneurs prefer enthusiaam to ogjectivity
and will nat gopredae having an intermediary offer thistype of view.

A chdlengein assesaing the fectiveness of the existing market is sorting out the ressons for dedls
nat occurring. Many dedls do not ooour because the entrepreneur is not investor reedy. However,
deds ds0 do not ooour because dther the entrepreneur or intermediary acting on their behdf hes
not accessad enough Sables of investars to find one with the right profile to metch the project in

question.

It is this drcumgtance that represants the key shortcoming of the current market sructure. Many
entrepreneurs do not undergand:

The nesd to meke contact with many investorsin order thet one with the right profile
isfound.



That intermediaries will often make contact with or forward a good busness plan to
potentid investor (typicaly thosethat arethar dients) for minimd or no cod.

The need to push thar intermediary to look for an investor beyond thar normd sable
of investors or contact network.

The nead to link up with anumber of intermediaries in order that a number of dables
of investors are acoessed.

The need to sek capitd outdde of the Atlantic Region because an invetor with a
auitable profile may not exist in theregion.

It is these shortcomings in entrepreneur knowledge and market effedtiveness thet we sse asthe key
chdlengesto be addressed.

Theregt of this chapter provides regponses to the ten quetionsiin the terms of reference desaribing
the expected outputs of the Studly.

B. Isthe existing intermediary market efficient and effective?

Is there an dfective and efficent means of networking the region’'s SMESs and entrepreneurs with
national and Atlanticinvestor merkets? |s matchmeking a critical need?

The current market mechaniam for matching saskers of invesmeant capitd to providers of that caoitd
warks wel for some entrgreneurs and nat others: Some entrepreneurs are aole to acoess maney with
litle or no asagance from intemediaies At the same time, there are other entrepreneurs thet do not
know where to tum for equity finandng, or for assgance in finding equity finendng. Still others report
thet they have pad fessto intermediaries for what they congder to be unsatifactory resits We condude
thet there are oppartunities to meke the inteemediary market function better then it does a present ad
offer recommendationsto thet end in the next chapter.

C. Lessons from other matchmaking initiatives

What were the srengths, weaknesses and reasons for failure of former formal metchmeking initiatives,
and what are the srengths, weaknesses and best practices of exiding formal and informal initiatives
operating in the Atlantic/cther jurisdictions?

We examined 9x matichmeking sarvices of which five are dill in operation and one was disoontinued.
Our examindion of these gparaions provided a rdaivdy condgent picture of the requirements for
sucoess of this kind of savice These are destribed in detall in Chapter 1. Highlights are presented
bdow.
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1. Credibility

Matchmeaking sarvices mugt establish their crediibility in the investor community in the early going
of thar exigence. This reguires two things  Frg, the initid deds put foward to the investor
community must be reesoneble qudity. They must demondrate thet the srvice understands wht it
means to be investor reedy. The other fegture that afects credibility is the reputation and
behaviour of the 9t in the organization. 1t makes a dramdic difference if the St of the sarvice
have aedibility within the invesor community and are an acogpted professond within thet
community.

2. Screening and assistance

Successfu matichmeking savices only put invesor reedy prgeds in front of the invesor
community. Thismeansthat the sarvice is soreening projects efectivdly and providing or ensuring
that the entrepreneur acoesses reguired assgance to become investor reedy. Thekey taskshareare
genedly:

Improving the packaging of the business plan.
Adjusting the entrepreneurs expectations respecting reesonable taems of investmentt.

Changing the busness to address the spedified risks thet can be antidpeted to be
concans of potentid investors

3.  Costs and structure

The scde of a matchmaking sarvice must be ressonddle in rddion to its adtivity levds The
savice which was discontinued in &. John's suffered from high cods in rdation to the number of
Oeds avallable and processad. Thiswas aresult of both excessve promation and excessve gt
levdls Suoccessul savices opearae with only a handful of highly qudified g&ff, working with
mnimd support personnd.

D. Isitdeals or investors that are more difficult to locate?

Is the issug, as some entrepreneurs have asserted, that informal investors are edremdy difficult to
locate; or, isthe issue, as some informal investors have indicated, that good investment opportunities
aredifficult to find?

Both. Asthe discusson in other sections hesindicated, investors can be difficult to locate because of the
dructure of the current cgpitd matching marketplace: The operation of the market isimpeded by alack of
knowledge on behdf of entrepreneurs as to how to locate invedors the fact that an investor with the
gopropriate profile may nat exig in Atlantic Caneda and, findly, the fact that intermediaries tend not to
look too far beyond thar regular Sable of investors in an atempt to produce amatch. On the ather Sde,
we have dreedy indicated thet the number of entrepreneursthat areinvestor reedy isdearly asubsst of dl
entrepreneurs sseking finandng. 1t seams that many entrepreneurs have difficulty underdanding thet an
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equity investor has more risk and thus a greater nesd for information respecting business plans then a
finendd inditution such asabank. Entrepreneurs dso seam to have difficulty goprediaing thet investors
are nervous about entrepreneurs that do not understand the nesd to put together a good business plan and
on termsthat meke sense (could be dtradtive) to the investor.

Respacting investor behaviour, the Atlantic Canedian capita market exhibits charadteridtics one would
expect from ardaivdy sparsdy populaed region with an economy which has higoricaly been resource
besad. Thisno doubt causes aladk of investors with expertise in cartain sectors, such as high technology.
Mog individuds with capitd in Atlantic Caneda have accumulated ther capitd in low-tech sectors
Governments and entrepreneurs must get pedt the dtitude that thisis the fault of the investorsin question.
There ssams to be an atitude that because sdected individuds have cagaitd, they should be prepared to
rnsk it on busnesses that they do nat undedand.  This does not meke any sense. Finanding should be
viewed in the same manner as any other production input. As an example, high technology companiesin
Atlantic Canada go to high+tech indudry suppliers outsde of the region for ather kinds of production
inputs reguired for the business. It only makes sense for those companiesto be prepared to go to high+tech
indudry capitd markets—which are dearly outdde of Atlantic Caneda—to savice their cgoitd nesds
The mogt ussful money for an SMIE dways comes with rdevant expatisee  Entrgoreneurs must be
educated to redize thet they are nat only shapping for money, but dso expatise

E. Impact of intermediary fees
Would finandal intermediary fees be a Sgnificant disncentive?

The mgority of entrepreneurs and intermediaries urveyed indicated that professond fess ae nat a
ggnificant digncentive to the use of finendd intemediaries The comment was offered thet feess are a
barier only to entrepreneurs thet are not serious about growing thelr busness Notwithdanding the
urvey resuits our firm's experience is that entrepreneurs use more professond sarvices when the cost of
those savices is ubddized or upported by some other party.  The individuds surveyed, bath in the
entrepreneur group and intermediary group, acknowledged this

We rase this view nat because we advocate finendd assgance of this type, but to meke a disinction

between the opportunity to use fees as a soreening todl for entrepreneurs versus encourage aocess to
qudified expertise to meke entrepreneursinvestor reedly.

F. Impact of legal fees

Arelegal feesa sgnificant digncentive? Would the development of Sandardized legal documentation
savetime and noney for SVIESs seeking informal angd investment?

Legd fees are a concan, paticulaly to entrepreneurs. The chdlenge is that to achieve any Sgnificant

change in this area reguires subdantid change to the entire legd framework within which busnesses
oparaein Canada
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Legd fees are prinapdly incurred when a ded is about to be consummeated. It is eeser to judify the
expenditure of the funds to meke the dedl happen when it is dear that a dedl is going to hgppen.
Effectivdy, thelegd fessend up bang mare dealy finenced by the new investar.

The devdopment of more Sandardized legd documentation to lower legd codsisdfficult. Modt lavyers
invalved with these kinds of commerad transactions dready have sandardized documentation that they
would use as adarting point for the required legd agreaments. They end up incurring Sgnificant fessin
adapting those dandardized templates to provide stifactory protection to the parties involved in eech
goedfic transaction. Even conoegptudly amilar transactions turn out to be rather different at the detailed
legdl levd and reguire subdtantid cusomization in the preperation of documents
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G. Impact of securities legislation

What isthe impact of provindal securities legidation on doing smaller financing deals in the Atlantic
Region?

Entrepreneurs are genardly rductant to undertake a public offering as the prospectus requirements meke
this an expandve and time-consuming underteking.  Section 77 of the Nova Scotia Securities Adt,
Exermption from Progpectus Requirements; outlines exemptions for Nova Scotia In severd Studtions
entrepreneurs have teken advantage of these exemptionsin order to avaid public-offering requirements

One exagption is commonly referred to as the sophidticated investors exemption. For example, the Nova
Scotiaexemption dipulates thet, should an investor put $150,000 or more &t risk, he may be consdered a
sophidicated investor. The firm sdlling the equity may therefore be spared the requirements of a public
offering. Provindd varidions in legidaion indude different sophidicated investor thresholds  The
threshald is $150,000 in Nova Scatia, $100,000 in New Brunswick, $97,000 in Newfoundland and
$97,000 in PEI. Asarest, an investor from Nova Sootia mugt be tregted differently than an investor
from any other province and additiond legd feesmust be incurred.

The spedific provigons and wording of the legidation dso leeds to confuson. For example, the Nova
Soatia Adt provides an exemption, commonly referred to as the sead capitd exemption, which exempts
sdes of eguity mede to nat more then twenty-five investors where not more then fifty investors have been
lidted. However, saverd entrepreneurs and intermediaries were confused about the number of investors
thet could be sdlicited.

Basad on the prdiminary examination of this question undertaken, we condude that securities legidation
isan aeatha would bendfit from amore ddtaled review. Codsfar entrepreneurs would be reduced if the
legidation were more uniform acrossthe region and written 0 asto be dear for nonHlawyers

H. Using the tax system to encourage investment
How carvoould the tax sysem be used to encourage nore informal investment in Atlantic SMES?

The Nova Scatia Equity Invesment Tax Creit program has proven to be quite effective in channding
invesment into SMIEs  Prince Edward Idand has asmilar Equity Investors Program. The Nova Sootia
Depatment of Finance reports thet over a hundred enterprises have taken advantage of the Nova Sootia
program, with the resuilt that $60 million dollarsin risk cgpitd has bean invested in SMEs  Therules of
the equity invesment tax credit gopear to be wdl concaved and unlikdy to be subject to Sgnificant
abux In our view, the tax system is aniticdly important in encouraging friends and family to invest in
SMEs It is much esde for an entrepreneur to sl a friend, family member or other third party with
cgoitd ontheideaof partidpeting in the busness as an investor when the tax aredit effectively guarantess
50% capitd gppredaion within two years  We encourage New Brunsnvick and Newfoundand to
condder theimplementation of asmilar equity tax credit.
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I.  Enhancing the operations of the intermediary market

What kind of private or public sector ingrumentsmechanismsimodd may be appropriate to hdp
edablidvenhance an Atlantic intermediary market which would see finandia intermediaries
metchmake between suppliers of and demand for equity?

A number of gegps could be taken to enhance the operation of the inteemediary market in the region.
Theseareddaled in Chepter VI.

J.  Assisting the match-making market—funding a pilot program

Should ACOA condder a pilot program to hdp Atlantic SVIEs with the cogt of finandal
intermediaries?

We do nat recommend thet ACOA condder a pilat program which would hdp SVIES with the oot of
finendd intermediaries The ned to raise enough money to pay the codt of working with an intermediary,
or & leedt prepare a packege for investors represents a Sreening process  Entrepreneurs unable to
menage to rae these funds are unlikdy to be able to generate the levds of profit required by an equity
invedor.

In meking this recommendation, we have d<0 conddered the extengve nework of busness support
savices tha dready exids in Atlantic Caneda. These indude provindd government funded business
savice catres and universty operated amdl busness devdopment centres. These operdions provide
many componants of the range of savices dffered by intermediaies, and for minimd or zero cods
Further, entrepreneurs that have a deen business plan will incur minima expense (Sometimes none) if
they usean intermediary to identify or contact potentid invesors known to the intermediary.

K. Training of financial intermediaries
Istraining of finandal intermediariesrequired? \What would it look like?

We do nat recommend thet any new formd system of training of finendd intermediaies be put in place
The bed finendd intermediaries in the Atlantic Caneda and dsewhere have three key dharacterigics—a
lot of experience, alat of contects and a lat of credibility. These characteridtics are difficult to foster
through training. Further, government invalvemant in intermediary training could be percalved as atype
of endorsement mechanism. We recommend that government avaid thistype of involvement. However, a
gydem or even a sEmi-annua newdetter that draulated informaion repecting venture capitd funds,
intermediiary sarvices outdde of Atlantic Caneda, even sector pedidties of other intermediaries could be
helpful in expanding the contact network of intermediaries
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Vi

Recommendations

We bdieve there are a number of initidives that ACOA or other government agendes could pursLe to
improve the access to intermediary services and the efectiveness of the equity capitd market for SVIE's
in Atlantic Caneda 1n developing these recommendations, we have avoided any gpproaches which would
provide direct subddiesfor any agpect of the finanang process

A.  Private Sector Volunteer Screening Panels

We recommend the eddblidment of “soreening pands’ aoross the region that would ligen to
presantations from entrepreneurs and provide feedback on thar levd of investor reediness We bdieve
thet accounting and law firms and ather entities active or patentidly active in theintermediary market will
reedily provide a no charge, experienced parsonnd to af the proposed pands  The Entrepreneur’s
Forum is an example of this type of savice or function dreedy in operation in the region.  The
Entrepreneur’ s Forum focuses on “knowledge-besad” compeanies and is oonsored by amix of public and
private sources. Essantidly, we sse an opportunity for this conogpt to be expanded across the region to
indude dl sectorsand to operate with ahigher profile

We envisage the pands meding once or twice per month, depending upon the volume of presantations
Entrepreneurs would be given in the range of 45 minutes to presant thar business plan. Pand members
would complete aform indicating whether the entrepreneur isinvestor reedy and if nat, the portions of the
busness or busness plan requiring improvemant.  In larger populaion centres, there could be a number
of pand cheptas The pand membears would be encouraged to teke the opportunity to indicate to the
entrepreneur whether they know of an investor they would present/refer them to. The process then would
provide bath screening and afree introduction sarvice

A key agpat of the pands is the gppartunity for pand members to provide anonymous fesdback to
entrepreneurs about the Seps necessary for them to becomeinvestor reedy.  Entrepreneurs are more likely
to get objective festbeck in this forum then in direct dedings with intermediaies  If ACOA were to
organize uch pands, we recommend that they congg of four or five patidpants ACOA’srdein the
processwould be to perform anumber of behind-the-soenes organizationd activities

Acoent reguests from entrepreneursto gopear before apand.

Co-ordinate the recruitment of pand partidpants

Promatethe sarvice
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Arrangefor aplacefor the medtings

Provide guidance to presenting entrepreneurs about the process what to prepare and how to
presant.

Track the satus and success of entrepreneurs meking presantations.

Produce a newdeter to be drculated to dl entrepreneurs that have gppeared before pands
aswdl aspand membears and intermediaries acrossthe region. The newdetter would report
on the success rate of entrepreneurs (in sseking investors) that hed mede presentations to
pands

Rday the anonymous pand member festkedk to the entrepreneurs
Edablish guiddines for the operation of the whole process induding rules repecting the

number of times an entrepreneur could gppear befare the pand(9) (We suggest two timesin
oneyear with the same busness).

Our research for this prgject identified only successful examples of these types of pands  They require
ongoing promoation and organizationa support thet is difficult to sustain without public sector support.

B. Entrepreneur education

A number of geps could be taken to improve entrepreneurs: underdanding of how and why or when to
K equity investment.

kpmg

Produce an equity financing guide for entrepreneurs

It was dear from our research tha some entregreneurs have vary little undergtanding of the
advantages of equity finendng or how to go about attracting equity invesment. We recommend
that ACOA publish materidsfor entrepreneurs describing:

The advantages of expity finending,

Examples of sucoessul busnessesin the region that have grown and prospered with
equity finendng.

What it generdly means to be invedor reedy with illugraions of hypothetica
busnessesthet are not investor reedly.

The options avalldde for finding investors—direct contat, via inteemediaries via
metching services, viaindudry contacts and particular suppliers
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C.

Rules of thumb for vauing busnesses in order to manege expectations regarding
investor gpproachesto thisquestion.

What to look for in an investor and the types of investorsthey might encounter.

The perspective that investors bring to a ded, induding ther sandard risk
sengtivities

This information could be digributed in booklet or pamphlet formet or in exiging newspgpars or
busness journds aoross the region. Care mudt be taken to use formets and media thet will reech
entrepreneurs

An extensve packege of maeids on rasng growth capita has been devdoped and recently
published by Indusry Canada. This provides an excdlent resource for the production of briefer,
Atlantic Canadian secific maeid in formets suitable to reach a gregter portion of the region’'s
MEs

2. Equity Financing Workshops

The type of mateid referenced above could be presented to forums such as the Chamber of
Commerce organizations across the region.

3. Government Official Education Process

Many government parsonnd are invalved in busness support roles within munidpd, provinad
and fedard agendes and departments aoross the region. Many of these personnd have become
accudomed to the govenmat bang the mgar uppliers of rik cgoitd.  The degree of
governmentd involvement in this areais likdy to have subgtantialy reduced demand for private
equity invesment and impeded the devdopment of a mare adtive private equity marke. We
bdieve it would be hdpful to develop a process for educating government parsonnd & dl levds
invalved in providing support to businessss as to the advantages of private equity finendng and
how entrepreneurs can endeavour to acoess Such finandng.

This education process would postion alarge corps of personnd thet are in regular contact with
entrepreneurs as ources of expartise on equiity finanang. Thiswould beto the direct benefit of the
entrepreneurs with whom they ded. We are nat advocating that every such employee endeavour to
become an intemediary, only that they develop the knowledge to destribe how the private equity
market operates and the advantages of an equity finanang Srategy to entrepreneurs

Encourage expansion of the Equity Tax Credit programs

The Equity Tax Credit in Nova Soatia provides an example of the effectiveness of thistype of program in
meking capita accessbleto amdl busness It gopearsthat the program isworth careful condgderation by
New Brunsmick and Newfoundand.  We recognize that ACOA hes no means of diredt influence
regpecting provindd tax palicy. The Agency could nonethdess undertake a more detaled evaueion of
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the Nova Socatian and PEI programs respecting terms teke-up, types of investars the foregone tax
revenue and the hedth of the busnesses recaving the capitd. Such an evdudion should meke it eeder
for ather provinces to assessif they should implement a smilar program and dso engble Nova Scatia to
asessif any changesin its program might be benefidd. For example, it might be beneficdd for Nova
Scatiato dlow thetax credit on alarger investment.

D. Harmonize and increase exemptions to prospectus requirement

Sacurities legidation aoross provinces should be harmonized to a gregter degree. Congderation should
a0 be given to dealy expanding the drcumsgtances under which money can be raisad without triggering
the nesd for aprogpectus. The Junior Capitd Podl fadlity in Albertais an example of the posshilitiesin
thisregard.

E. Establish intermediary directory

We recommend ACOA deveop a directary of finendd intemediaies within Atlantic Caneda We
ugoest thet the directory be devdoped by mailing gpplication forms to every accounting, law, sscurities
and busness brokerage firm in the region.  This solidtation should be supplemented with some print
advertigng to provide as many intermediaries as possble with access to the directary. A fee should be
charged to those wishing to be ligted in the directory. ACOA should devedlop screening criteriatthat would
have to be met by intermediaries to be induded in the directory. This could indude a cartain experience
or qudifications profile, aswel as reference checks

Copies of the directory should be provided to dl government busness support offices, Chamber of
Commerce officeslibraries and professond sarvices offices across the region. It should dso be avalladle
ontheintemnet.

A key componant of the directory should be a ssction desaribing and providing contedts & invesment
matchmaking sarvices outdde of the region induding those in the United Siates  Entrepreneurs nesd to
have contectsin cgpitd markets outdde of Atlantic Caneda

F. Assess implementation of COIN style database

Spectris Corp., the company which operates the Ontario bassd COIN sydem is interested in ralling out
thar savice on a ndiond bess The COIN system charges entrepreneurs $280 to lig thar capitd
requirement in a gandardized summary formet. Investars review the lisings and then if interested natify
COIN. The entreprenewr is then advised of the investor’s interest and can fallow-up & ther discretion.
Spectris repartsit is findizing an agreement with the Seskatchewan government and defining gpecsfor a
gmilar expangon with the British Columbiagovernment.

Spectrisiswilling to prepare adetaled proposa for ACOA which would provide the cost of establishing

an Atlantic pressnce. Thistype of proposd is dtractive because it would provide Atlantic entrepreneurs
with alink to investors outsde of the region. It would dso complement, not replace, the ather kinds of
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adtivities recommended. ACOA would have to assess a praposd from COIN in terms of the implict
exdudve franchie it would be granting and detemine if there are dternative sarvices providers theat
mght dsowish to bid.

We are skepticd about the volume of regidrants thet would be enjoyed by thistype of sarvicein Atlantic
Canada We expatt that there is room for, & mod, one player in this market if the expedtation is the
savice would attemypt to operate on acod recovary or for profit bess 1t might require ongoing ACOA
uppart to sudan the savice: Accordingly, ACOA would have to wagh the annud cogt of supporting
such asavice againg anticipated volumes of regigrants and be stisfied the unit cogs are reesongble.
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ACOA I nvestment Matching Service Case Sudy

KPMG

Version 3 January 8, 1997
Interviewer Organization
Date Telephone
Title
1 Date established.
2. Source of funding (subsidies, fees, grants, etc.)
3. Overall Mission.

Target success rate for businesses assisted and definition of success (time frame).

4. Geographic Scope.

5. Date closed (if not still operating).

6. Services provided

Assistance with business plan and projections?

Pricing/valuing the investment (i.e. # shares or % of company)
Identification of potentia investors?

Introducing entrepreneurs to potential investors?

Contacting potential investors on behalf of the entrepreneur?
Assisting with negotiations between the entrepreneur and the potential investor?
Structuring the dedl (i.e. financing plan and security)?

Drafting the deal (legal agreements regarding investment)?
Other intermediary services?

Other services provided by the organization (non-intermediary)?

Ao SopoooTw
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ACOA I nvestment Matching Service Case Sudy

KPMG

Version 3 January 8, 1997
7. Method of charging / fees (per hour, %, success fees, etc.)

8. Number of businesses assisted (found equity) in total.

9. Actual success rate (number accessing financing versus seeking financing).

10. Number of businesses assisted in relevant range of total project costs ($250,000 to $1,500,000).

11. Size of project which is easiest to finance.

12. Number of staff dedicated to the intermediary function.

13. Number of staff engaged in other activities.
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ACOA I nvestment Matching Service Case Sudy

Version 3

14.

15.

16.

17.

18.

19.

20.

Education and years of relevant experience of intermediary staff.

KPMG
January 8, 1997

Two previous employers of each intermediary staff member.

Estimated cost per business assisted.

Promotion strategy.

What did you do that worked well and could be considered a strength of your service?

What do you believe were the weaknesses of your servicein retrospect?

Reason for discontinuance (if no longer operating).
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ACOA I nvestment Matching Service Case Sudy KPMG
Version 3 January 8, 1997

21. Advicefor the federal government.
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ACOA Financial Intermediary Survey

KPMG

Version 3 January 8, 1997
Interviewer Intermediary
Date Telephone
Callback time
My nameisMike Rankin. | work for KPMG in Halifax. gave me your name.

We are undertaking a project for the federal government examining how small businesses find investment. The focusis on situations where
firms are seeking from $50,000 to $250,000 in equity as part of a project with a total cost of perhaps $250,000 to $1,500,000. The
government’s interest is in the individuals or firms that help entrepreneurs find equity investors. We will refer to these individua firms as
financial intermediaries. The objectives are to determine what entrepreneurs go through to attract equity; to learn about the kinds of firms
that assist them in finding prospective investors, to learn about the cost of those services and to assess if there is opportunity for the federal

government to facilitate this processin some way.

Have you got a few minutes to answer afew questions on this topic now or at some other time? We will keep your responses confidential.
It is our intention however to report the responses in aggregate with the thirty or so other individuals with whom we speak.

1. Have you ever engaged in financia intermediary work; that is, assisting entrepreneursto find investors?
(If no, discontinue).
Yes No
a Isthis your main line of work?
Yes No
b. If no, what isyour main line of work?
2. Thefollowing services generally comprise the work of afinancial intermediary. Please indicate those services you usualy,

occasionally or rarely provide.
a Assistance with business plan and projections?

Usually Occasiondly Rarely
b. Pricing / valuing the investment (i.e. # sharesor % of company)

Usually Occasiondly Rarely
c. Identification of potentia investors?

Usually Occasiondly Rarely
d. Introducing entrepreneurs to potential investors?

Usually Occasiondly Rarely
e Contacting potential investors on behalf of the entrepreneur?

Usually Occasiondly Rarely
f. Assisting with negotiations between the entrepreneur and the potential investor

Usually Occasiondly Rarely
g. Structuring the deal (ie. financing plan & security)

Usually Occasiondly Rarely
h. Drafting the deal (legal agreements regarding investment)

Usually Occasiondly Rarely
i Other

Additional Comments
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ACOA Financial Intermediary Survey

Version 3

How do you charge for your services?

a

b.

Assistance with business plan and projections?

Hourly Rate Percent of Deal
Pricing/valuing the investment (ie. # shares/ % of company)

Hourly Rate Percent of Deal
Identification of potentia investors?

Hourly Rate Percent of Deal
Introducing entrepreneurs to potential investors?

Hourly Rate Percent of Deal
Contacting potential investors on behalf of the entrepreneur?

Hourly Rate Percent of Deal
Assisting with negotiations between the entrepreneur and the potential investor

Hourly Rate Percent of Deal
Structuring the deal (ie. financing plan & security)

Hourly Rate Percent of Deal
Drafting the deal (legal agreements regarding investment)

Hourly Rate Percent of Deal
Other

Additional Comments

KPMG

January 8, 1997

Flat Rate

Flat Rate

Flat Rate

Flat Rate

Flat Rate

Flat Rate

Flat Rate

Flat Rate

Success Fee

Success Fee

Success Fee

Success Fee

Success Fee

Success Fee

Success Fee

Success Fee

How common is fee splitting whereby fees are split by intermediaries representing the entrepreneur and the investor?

Do you recover your target revenue when providing intermediary servicesto clients of the sizein question?
Usually Occasiondly Rarely

If the fees are often inadequate, why do you offer intermediary services?

Do you promote the fact that you provide intermediary services? How?
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ACOA Financial Intermediary Survey KPMG

Version 3

10.

January 8, 1997

Please profile the last two situations in which you provided successful financial intermediary services (that is, the entrepreneur
atracted financing).

Situation 1 Situation 2
a Province of the company seeking financing
b. Sector of the company
C. Tota financing sought ($'s)
d. Equity sought ($'s
e Services provided
i. Assistance with business plan and projections?
ii. Pricing/valuing the investment (i.e. # shares  / % of company)
iii. Identification of potentia investors?
iv. Introducing entrepreneurs to potential investors?
V. Contacting potentia investors
Vi. Assisting with negotiations
Vil. Structuring the deal (i.e. financing plan & security)
viil. Drafting the deal (legal agreements regarding investment)
f. Feesincurred by the entrepreneur
i. Accounting fees (for projections and business plan)
ii. Intermediary fees
iii. Legal fees
iv. Investor fees
V. Bank fees
Vi Other fees
g. Province of Equity Investor
h. Nature of Equity Investor

i. Provided principally capital - or
ii. Provides significant other benefit(s)
i. Number of Equity Investors approached by you, the intermediary, on behaf of the Entrepreneur

Additional Comments

Considering instances when you have not been successful in finding an investor, what do you consider to be the two biggest
factorsthat kept the deals from occurring?

Could you provide an indication of your success rate in finding investors where you have been engaged to actively seek them
on behalf of aclient?
< 50% 50 to 75% >75%

Isit difficult to find financing for good projects in Atlantic Canada?
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ACOA Financial Intermediary Survey KPMG

Version 3 January 8, 1997
11. Are entrepreneurs realistic about the amount of equity or control they need to give up to attract an investor?
12. Isliquidity an issue that significantly reducesinvestor interest?
13. Arethere impediments to raising capital within Atlantic Canada?
a Security laws?
b. The tax regime?
C. Professional fees?
d. Legal fees?
e Other impediments?

14. Could you recommend any ways for the federal government to make financial intermediary services more accessible to
entrepreneurs?

15. Could the tax system be used to encourage equity investment in small and medium sized businesses?

16. Can you name some other individualsin your province that are active in providing financial intermediary services?

17. Could you name any entrepreneurs that you are aware of that have sought equity investment and that could be contacted for the
purposes of this study?
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ACOA Entrepreneur Survey KPMG

Version 4 February 6, 1998
Interviewer Entrepreneur

Date Telephone

My nameisMike Rankin. | am a management consultant with KPMG in Halifax. gaveme
your name.

We are undertaking a project for the federal government examining how small businesses find investment. The focusis on situations where
firms are seeking $50,000 to $250,000 in equity as part of a project with a total cost of perhaps $250,000 to $1,500,000. The
government’s interest is in the individuals or firms that help entrepreneurs find equity investors. We will refer to these individua firms as
financial intermediaries. The objectives are to determine what entrepreneurs go through to attract equity; to learn about the kinds of firms
that assist them in finding prospective investors, to learn about the cost of those services and to assess if there is opportunity for the
government to facilitate this processin some way.

Have you got a few minutes to answer afew questions on this topic now or at some other time? We will keep your responses confidential.
It is our intention however to report the responses in aggregate with the thirty or so other individuals with whom we speak.

1. Have you attracted or attempted to attract equity investment in the past few years? Were you seeking total financing in the
$250,000 to $1,500,000 range of interest of this study?
Yes No
Continue provided financing sought is less than $2,000,000.
2. Were you ableto find equity investment?
Yes No
a Why not?
3. What advice would you offer to another entrepreneur seeking equity investment?
4. Did you look for the investor yourself or did you use the services of an individua or firm to assist with the process?
Yes No
If no assistance was used, go to 5.
If an intermediary was used, go to 6.
5. Firmsthat assist in finding investors are sometimes referred to asfinancial intermediaries. Why didn't you use the services of

an intermediary?
Cost?

No need?

Not aware?

Other reasons?

Goto 18.
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ACOA Entrepreneur Survey

Version 4

10.

11.

Could you give the name and province of the individual or firm that assisted you as an intermediary?

KPMG
February 6, 1998

Which of the following services did the intermediary provide? What did the services cost?

a

b.

Assist with business plan and projections

Price or value the investment (ie. # shares/ % of company)
Identify potential investors?

Introduce you to potentia investors?

Contact potential investors on your behalf ?

Assist with negotiations between you and the potential investor.

Structure the deal (i.e. financing plan & security)
Dreft the deal (legal agreements regarding investment)

Total

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Cost

Can you tell me what the total cost of intermediary assistance was as a percentage of the total amount of money raised / sought?

Can you tell me what the total cost of intermediary assistance was as a percentage of the equity raised / sought?
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Version 4

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

KPMG
February 6, 1998

Was the cost of the intermediary service related to the amount of money you were seeking? For example, was it supposed to be

acertain percentage of the deal?

Yes No
a If yes, how did thiswork (i.e. what percent of what?)
How did you find the intermediary that you used?
Did you shop around before you engaged the firm that assisted you?

Yes No
a If yes, how many others firms did you check out?

1 2 3

How did you decide on the firm that did assist you?
Did there appear to be much difference in the cost of the assistance that you were seeking?

Yes No

Any further advice you would have for other firms seeking capital or the services of an intermediary?

Isit difficult to find financing for good projectsin Atlantic Canada; that is, projectsthat in your view represent reasonable

investments to an outside interest?

Yes No
Do you believe that investors are generally reasonable in the percentage of equity requested?

Yes No
If no, how were they unreasonable?
Are securities laws an impediment to raising capital within Atlantic Canada?

Yes No
Isthe tax regime in the region a help or hindrance in hel ping entrepreneurs raise capital ?

Yes No

Do you believe that professional fees act asabarrier to the use of intermediary services?
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23.

24.

25.

26.

February 6, 1998

Yes No

Do you believethat legal fees act asabarrier to the use of intermediary services?
Yes No

Could you recommend any ways for the federal government to make financial intermediary services more accessible
to entrepreneurs?

Yes No

Can you name firms or individuals that you believe are active in providing financial intermediary services?
Yes No

Can you name any other entrepreneurs who have sought financial intermediary services or who have been seeking equity
investment?

Yes No




Appendix D

Panel Members

Financing specialist panel

Partner/Senior Office Approximate Sector Strength
Manager Y ears of
Experience
Alan Barkhouse Halifax 30 Distribution, Technology
David French St John's 25 Construction, Fish Processing
Gerard Fitzpatrick Charlottetown, Beaton 20 Agriculture, Retail
Fitzpatrick Murray
Paul Goodman Halifax 25 Retail, Hospitality
James MacDonad Fredericton 30 Manufacturing, Food
Processing
Eric Schibler Halifax (formerly 25 Tourism, Fish Processing
Sydney)
Bob Smith Saint John 25 Service, Technology
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Appendix E

Descriptions Of Formal Intermediary Service Providers

Investment Matching Service of Alberta (IMSA)

IMSA is funded soldy by the Govanmeant of Alberta IMSA is primaily a matich meking sarvice thet
provides potentia investors with profiles of busnesses saeking invesment. IMSA prepares the 2 pege
profiles based on the company’s busness plan. It does nat provide any assgtance with busness plans
prgections or negatiaions betwean investors and entrgoreneurs. A unique savice of the IMSA s the
production of a bi-annud catidogue of busness profiles tha is didributed to ther entire network of
contacts (gpproximatdy 3,000 individuas). The IMSA dso hes a welkte which contains summary
informaion on dl of the busness gpportunities currently avaladle It is updated on a sami-monthly
bass

IMSA does nat dhage any fees to entrepreneurs o investars for the use of its savices IMSA hes a
$100,000 minimum cut-off sze for finending sought before a project can be liged.  Fnending leves
sought typicaly range from the minimum of $100,000 up to $1,500,000 per match.

IMSA haes higaricaly resulted in an average of 12 sucoessful dedls per year which equates to an average
ucoess rate of 1 sucoessful ded for every 20 prgjects sasking finendng.  IMSA generaes over 3000
metches per year. It doesnat track actud dedls, but can acoount for gpproximatdy 12 known transactions
pe year. Edimated cogts per sucoessul metch are goproximatdy $18,000. IMSA wias edtablished in
1989 by the Albata govanment to assg Alberta busnesses to grow by atracting direct equity
investment and esablishing srategic dliance patnerships  In addition, IMSA is a key tod usad for
promating Albeta as a place to do budness and invest.  The 9t is repongble for invesment
promation.  IMSA warks exdusvdy with Alberta based busness but hes a broad reeching investor
nework paning dl of Noth America Approximatdy hdf of the investors dediing with busness
opportunities identified by the IMSA resde outdde Alberta IMSA gaf has been reduced condderably
ove the pedt few years Three years ago there were 11 full-time g&f. They curently operate with only
two and Y2 full-time s&f due to funding cutbecks

kpmg



Commercial Opportunities & Investment Network (COIN)

COIN was egablished during 1987 in Ontaio by the Ontario Chamber of Commerce and wias launched
on andiond scde ealy in 1989, COIN is basad in Toronto and as of January 1997 is operated and
funded by Spectris Corparation (a private company). COIN is the only finendd intermediary examined
in the case dudy that is nat funded by govenmat. COIN is a naionwide information datebase thet
operates as a computerized fadlitator or “introducer” for investors and cgpitd seskars. In theinformation
gathering process regidrants destribe thar objedtives, invesment reguirements and preferences in a
guestionnaire When potentid introductions areidentified, COIN providesthe investor with a“ ProFle of
the invesment opportunity. This information enables invesors to anonymoudy preview oppartunities
which may be of interes to them. If the investor remains interested in the opportunity, they natify COIN
who introduces the two paties Other sarvices offered (to both COIN regigrants and other busness
dienty by Spectris indude assgance with busness plans, invesment vaudions assiging with
negatiations between entrepreneurs and investors, use of medting rooms, and hoging presantaions. The
unique charadteridtic of COIN isthe congant upgrading and mantenance of the dectronic database which
isvery cumbearsome given the number of smdler entrgpreneursregidered (dueto previoudy low fess).

Entrepreneurs are charged $280 for every 6 months listed while investors are charged $185 for the same
time peaiod. Soedtris is devdoping a program whereby individuds, who represent COIN to secure
increesed regidrants from their communities; are charged a onetime fee of $2500. The feeis cdled a
oftware licenang fee dthough it isredly aliging fee The average amount of finending sought ranges
from $10,000 to $500,000 and there is no minimum Sze criteriafor entrepreneurs seeking finandng. The
nemy adopted software licendng fee of $2,500 is expected to discourage the amdler entrepreneurs from
usng thesavice

This program has an edimated success rate (gpproximatdy 1 in 50) of the sarvices examined in our case
sudy which is atributed to the lack of screening and previoudy low fee sructure However, they dso
have by far the lowest edimated cogt per introduction of only $170 due to the high number of
introductions mede per year. COIN gopears to be a dable operation given its 11 year hisory with five
full-time g&f and boadts an impressve 25,000 totd number of introductions  The mgarity of these
introductions however invalve prgectswhich are guite smdl with some baing less than $10,000.
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Specific Investment Opportunity Program (SIOP)

The SOP was edddlished in 1989 by the OttavaCaleton Economic Devdopmeantt Corporation, a
private-public partnership inditution, as one of severd initidives that give particular attention to access
to capitd as an essantid todl of regiond economic devdopment. Among ather aims, the SO sought to
nurture emerging, growth-oriented indugiries, such as high technology indutries, partly by working
oollaborativey with successful Ottawa Vdley angd invesors  This adtivity weas dl the more criticd
falowing more then a decade of fedard govemment fiscd redrant that placed dowrnward pressure on
regiond public employment levds  The mgarity of the funding for the SOP comes from the Regiond
Govenment, oedificdly the Ottawa-Carleton Economic Devdapment Corporaion, in partnership with
some carporate and non-governmentd contributors. The SOP provides cruad invesment infragtructure
uppart, uch as mentaring, traning and rdated resources and draws heavily on the experience ad
expatise of busness and finence voluntears in the community. Other sarvices offered indude advice on
busness plans and introductions of investors to entrepreneurs. The SOP does not get diredtly invalved
in negatiations or ded sructuring with the parties but does provide medting rooms and will dso host
presantaions as requested. The use of vduntears as mentors who aitique business plans and provide
avisory savices would be congdered the mogt unique agpect of this operation compared to the athers
examinad in the case qudy.

The SOP does nat charge any fess for its savices and hes a minimum gze aiteria of $150,000 for
entrepreneurs seeking finanang. The SOP dso has ardativdy long life goan (9 years) during which they
have ‘matched’ 50 investments (which represants a Suocess rate of goproximatdy 1 in 5) with over $25
million rased. The success rate noted is rdativdy high as the SOP only takes on projects which are
deemed to be ‘investor reedy’.  Hidoricdly, the average amount of finendng sought per prgect is
goproximetdy $500,000 but this has ranged from $150,000 up to $L.5 million. However, subssguent to
1996, the OCEDCO madke the dedigon for the SOP to concantrate on smdler dedls invalving projects
with 25 employess or lessand younger enterprises for whom finanang presents asgnificant barier.

Edimated codts per metch are $20,000. Thisis one of the leanest gperations examined in the case sudy
with only two full-time employess who focus ther promation efforts on new and devdoping firms chidly
dat-ups and early dage ertities The badkground experience of the two employess indudes a mix of
entrepreneurid, private banking and counsding work.  Interpersondl communications skill was stressed
8 a necessity in operating a match meking initidive of this nature. The SOP dso organizes annud
public showcases to increase genard avarenesslevds  The event is dso used to atempt to identify the
paticular interess of investors by medting with those investors one on one to edablish drong
relaionships which lays the groundwork for future introductions to business ventures. The program ams
to ass3d firms with growth potentid located in Ottawa-Carleton.  Early successes have hed a snowtdl
effect with the mogt recent year of gperations accounting for a sgnificant portion of their tatd number of
metches and capitd rased. The SOP was one of the fird matchmaking initidtives to recognize the
necessty of drategic (full sarvice) support in bringing finendng demand together effectively with the
upply.
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Halifax Equity Group (HEG)

The HEG is funded 2/3 by Industry Caneda through the Caneda Community Invesment Plan and 1/3 by
the Hdifax Regiond Partnership under afive year contract with a mandate to become sdf-sudaining as
soon aspossble TheHEG isdill initsinfancy asit waslaunched in August of 1997 in order to support
the Greater Hdlifax Partnership's mandate of devdoping economic initigtives which focus on growth
within the region, egpedidly in smdl busness HEG isafor profit private enterprise which is operding
under afive year contract with Industry Caneda and the Hdifax Regiond Partnership. HEG's srategic
plan involves three key proceses 1) to advise investee firms regarding invesman reediness, 2) to
devdop an adive nework of formd and informa sources of growth capitd, and 3) to fadilitate deds
between usars and sources of growth capitd. They d<o plan to offer the broadest range of conaulting
savices of the Sx case dudies examined induding asssance with business plan preparation, invesment
vauaions identification and introduction of investors to entrepreneurs, assgance in negotiaions, ded
dructuring and drafting agreements, due diligence and successon planning. The unigue characteridtic of
the HEG isitsintent to charge bath hourly fees for consuiting type services and success fess for prgjects
thet are successfully finenced. As equiity in the HEG is earned through success fees the savice intends to
inves (& HEG's disretion) in sdected prgects by teking a patid ownership podtion in lieu of
collecting ther fees earned.

Feesfor consulting services are charged on an hourly bed's with suoccess fees of 4-10% (of thetotd funds
rasd) as goplicable on the successful meatches The HEG does nat have an established minimum amount
of finencing sought criteria for entrepreneurs but anticipates assdting projects in the range of $100,000
and upwards

There is one full time g&f plus a pat-time & working one to two days per wesk and a Boad of
Directorswho have avegted interest in HEG asthey are minarity sharehadlders The purpose of the Board
of Directarsisto identify capitd sources, increese the number of contact paints for the HEG and give the
program more expatise when evauaing investment opportuniies  The primary geogrgohic area of
concentration for HEG isthe Haifax Regiond Muniapdity.
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Investment Opportunities Project (IOP)

The |OP was edablished in 1989 and funded by ACOA, the Economic Recovaery Commisson andthe S
John'sBoard of Trade with amandate to become sf suffident. The purpose of the IOP wasto etablish
and become fadlitators in an adive matching sarvice bewean invetors and entrgoreneurs in
Newfoundland. There was d0 an educaion mandate to improve knowledge levds of bath investorsand
entrepreneurs. Savices offered induded advice with business plans, introductions and assging with
negatiations and gructuring the dedls The IOP ceasad operation in 1993 and wias the only organization
examined which met this fate. The unique charadteridic of the IOP was ther promoation drategy which
was given a vay high priarity and encompassed a number of different avenues induding promation of
goedific investments trade missonsand use of messmedia

The only fees charged by the 10P were prdfile fees of $100 for entrepreneurs and seminar fees for
paticpants The IOP identified 85 spedific invesment opportunitiesinitsbrief 32 year history but was
only able to match seven of these (gpproximatdy 8%) with privete sector investment totaling $1,500,000.
Edimated codts per metch were $50,000. There was no minimum size rule for entrepreneurs and the
range of finandng sought was $20,000 up to $1 million.

The tatd daf complement of the 10P was three individuds with a mixture of MBA, Economics and
securities course education backgrounds.
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Business Ventures Limited (BVL)

BVL is fuded s0ldy by the Glaagow Devdopment Agency (Regond Governmeat). BVL weas
established with a mandate is to cregte jobs and wedth by draving on Sootland's huge resarves of
manegeid tdent and expaience BVL sees thar rde as hdping to reduce the risk assodated with
darting a new company. They provide plenty of assstance and hand-halding through the entire process
and endeavour to produce new companies with the best passible chance of success and future growth.
BVL a0 organizes aten wesk program of saminars and workshops for bath investors and entrepreneurs.
Thekey fedure of the BVL isthar willingness to get into the detalls of an organization and do whatever
it takesto meke aded work.

BVL charges entrepreneurs a onetime fee of $400 but investors are not charged for use of this savice
BVL does nat have aminimum amount of finending sought ariteria but do try and focus thar efforts on
companies in high growth industries The average amount of finending sought is gpproximatdy $1
million with arange of $600,000 to $2 million. BVL doesn't get involved in meny redlly large deds and
prefersto become diredtly involved in the smdler projects around $1 million.

The BVL was the youngest organization examined (with the exogption of the HEG) but hed the highest
ucosssrae of anein three or four for matching entrepreneurswith investors. An estimated cogt per metch
was cadculated as goproximatdy $14,000. However, the datistic they consider to be mogt importart is
thar * codt per job cregted . Thiswias reported to be goproximatdy £3,000. Asa 100% government funded
agency, thisgaidic dlows BVL to assessthe levd of economic growth they are contributing to the local
economy. BVL is heedquartered in Glasgow, but sarvices dl of Sootland and is willing to link North
American companies sseking UK and Europesn markes BVL d<o has one of the largest gt (ninefull-
time five Budness Devdopment daff and four Support d&ff) from this case gudy which provides them
with one of the largest persond network of contects
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Junior Capital Pool Offerings (JCPO)

The JCPO is afadlity avalade in Albetato raise public money for entrepreneurs to use to identify and
as=ss potentid projects. Investors rdy completdy on the reputation of the entrepreneur in subscribing to
aJCP offering. It isusudly anticipated thet the entrepreneur will issue a subseguent offering to finance
any prgect or acguistion identified - dthough resdud prooceads from the firg offering can dso be used
for theinvesment. The JCP does nat offer any sarvices. It dlowsfinandd intermediariesto raise public
funds which can then be used as equity to acguire assts or abusness. The man thrudt of thistodl isto
rase capitd in very smdl increments (gpprox. $1,000) which are pooled together in batches of $300,000
for the average invesmantt. The JCPO is nat a finendd inteemediary but rather a tod to be used by
finendd intermediaries sasking to rase cgoitd on behdf of entrgoreneurs. JCPO isan effedtive method of
publidy raigng fundsfor amal to medium Szed enterprises

Funding is rasad from the gengrd public in Alberta Typicaly there are 300 investors (dients of a
finendd intermediary) who invest goproximatdy $1,000.  Theinitid investors with the assdance of a
finendd intermediary nead to raise $100,000 before accessng the public markets We understand thet
this threshold was initidly only $30,000 but has been gradudly incressed to contrd the number of JCP
issuers being introduced. The time frame necessary to raise these fundsis vary shart, typicaly three to Sx
months  Thefeesinvalved ina JCP are genardly legd, listing fees underwriting fees and accounting. A
excapt from a JCP progpectus outlining the various codts assodaed with an issuance reported thet the
company incurred expenses of $54,000 to raise $360,000, which represents 15% of $360,000 (Seed
Capitd plusInitid Public Offering) or 26% of 210,000 (raised through Initid Public Offering).  All XCP
compenies areinitialy in the $250,000 to $1.5 million range.

The Alberta Securities Commisson does not track the number of budnesses thet have used the JCP
program. However, as of January 13, 1998 there were over 45 JCP companies liged with the Alberta
Sock Exchange waliting to complele amgor transaction. The number of companies thet have completed
amgor transaction isnot known. Theactud successrate of the JCPO isnot known. The JCPO has been
in operdion in Albatafor 10 years and is very wdl supported by the public. The key desire of the usars
of the JCPO is that compenies liged on the JCPO be dassfied as private corporaions (indeed of the
current public corporation dassfication) in order to retain the tax advantages of apriveate corporation.
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