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The GEM Report
· Why Entrepreneurship?  designed to enhance understanding of innovation and productive entrepreneurship that can promote economic growth, job creation, sustainability, and quality of life.  
· Activity to launch new directions within established firms is measured. 
· Why GEM? 
· Brings Canadian data into a rich international context of policies and circumstances. 
·  GEM paints a portrait of the individual entrepreneurs in terms of; attitudes, activates, and aspirations. 
· Attitudes
· The Canadian population has positive attitudes toward entrepreneurship 
· Viewed as a good career choice and enjoy high status
· Almost 60% see good opportunities to start a business in the next 6 months
· Over 50% have confidence in their skills and knowledge to start a business
· No more than 44% are inhibited by fear of failure 
· Activity 
· Early Stage  activity in the last year to start a business (nascent activity) 
· Activity as owner/manager of a business paying benefits to owner/managers for less than 3.5 years (baby business)
· TEA  Total Early Stage Activity 
· The central GEM metric of entrepreneurial society 
· Canadas rate is 16.7%
· Highest rate followed by Australia and the USA
· Canadas EB rate is 6.8%
· EB  Established Business 
· Lower than the rate in Australia and USA
· Correlation between EB and TEA is lacking among innovation economies
· EEA  Employee Entrepreneurial Activity 
· Also called intrapreneurship
· Leadership of established, commonly larger, firms
· The rate of respondents currently employed is 6.5% 
· Canadian business is weak in development of innovation strategies 
· Entrepreneurship in the economy
· Job Creation 
· New firms employ between 1 – 5 (47%) 
· More than half of the early stages entrepreneurs expect to hire up to five employees within five years (58%) 
· 20% expect to create 20 or more jobs within 5 years
· self-employment is the 5-year goal of only 10% 
· Sectors
· Four sectors 
1. Extractive (e.g. Mining)
2. Transformative (e.g. manufacturing) 
3. Business oriented services
4. Consumer oriented services
· 48% of new firms are in consumer services  
· Export Orientation
· New Canadian firms have a strong export orientation 
· 44% report some modest export revenue 
· 20% project from 25% to 75% of revenue export
· 13% anticipate more than 75% of revenue from export 
· Innovation
· Offering new products or services in new markets
· “How many businesses offer the same product (service?” 
· 37%  Many
· 53%  Some
· 9.4%  None
· “How many customers will find the product (service) novel or unfamiliar.” 
· 14%  All
· 43%  Some
· 42%  None 
· Technology 
· 17% use of technology available only within the last year
· 24%  use of technology between 1 – 5 years’ old 
· Majority do use only older technology 
· Demographics 
· Age
· Highest TEA were ages between 25 – 34  22.3%
· Ages 33 – 44, 45 – 54, and 55 – 64 rates decline 
· 55 – 64 reach 10.7% 
· 36% of entrepreneurs are between the ages of 18 – 34
· Approximately 50% of TEA is under 40 years’ old 
· 60% is consumer services 
· Experts agreed that our older population is living healthier and longer but suffer in the job markets.    
· Education
· Extended education suggests that the population has the knowledge to undertake sophisticated initiatives 
· Gender
· Rate of woman is about 2/3 that of men 
· In 2015 reached 80% of men’s rate 
· The lower female TEA rate is based on a greater fear of failure amount the female population 
· Entrepreneurship in Selected Provinces 
· EEA is highest in the manufacturing oriented economies of central Canada  
· TEA rises from the east to center of Canada 
· The Framework Conditions for Entrepreneurship in Canada (NES) 
· Expert panels are not generous with praise because entrepreneurship is challenging 
· Favorable ratings are for Canadian physical infrastructure, commercial, infrastructure, and the relevant social and cultural norms 
· There is a lack of education for entrepreneurship at primary and secondary levels, and in availability in finance
· Recommendations 
1.  Provide more targeted assistance to young and growing firms 
2. Provide more education and mentoring to potential women entrepreneurs 
3. Expand entrepreneurship training in entrepreneurship in post-secondary institutions
4. Provide targeted recourse for senior entrepreneurs
5. Support entrepreneurs who want to export
6. Encourage firms to develop strategy utilizing more entrepreneurship
What is Entrepreneurship?   
· “The creation of a new economic entity created on a novel product or service or, at the very least, one which differs significantly from products or services offered elsewhere in markets.” – Deakins and Freel (2012) 
· “Entrepreneurship is an economic phenomenon involving a nexus of two phenomena: the presence of lucrative opportunities and the presence of enterprising individuals” – Shane and Venkataraman, 2000, p.218) 
· Three Approaches 
1. Economic Approach
2. Entrepreneurial Personality Approach 
3. Socio-Behavioural Approach 
· Myths
1. Entrepreneurs are doers, not thinkers
2. Entrepreneurs are born, not made
3. Entrepreneurs are always inventors
4. Entrepreneurs are academic and social misfits
5. Entrepreneurs must fit the profile
· “An activity that involves discovery, evaluation and exploitation of opportunities to introduce new goods and services, and organize new markets, processes and raw material through coordinating efforts of the entrepreneur that previously did not exist” (Shane, 2003: 4) 
· Entrepreneurship involves…
· “involves the nexus of entrepreneurial opportunities and enterprising individuals … where a situation in which a person can create a new means-ends framework for recombining resources that the entrepreneur will yield a profit.” (Shane, 2003: 18) 
· Baumol’s Three Types of Entrepreneurship 
1. Productive entrepreneurship  innovation leading to wealth creation and economic development which advances not only the individual but wider society. Purse a business opportunity within prevailing institutions. 
2. Unproductive entrepreneurship  some form of bureaucracy that typically benefits an individual but not necessarily society. Create contracts to overcome institutional shortcomings (e.g. lobbying  help others avoid taxes) 
3. Destructive entrepreneurship  benefits the induvial more than society  
· Why is Entrepreneurship important?
· Entrepreneurs play an important role in the change of technology 
· Entrepreneurs create an additional sense of competition whilst also, providing a mechanism for regeneration 
· Contribute to international competition via niche markets
· Influence in creating jobs 
· The Recent Growth in Entrepreneurship? 
· Shift from manufacturing to services 
· Growth in personal, flexible, tailor-made services 
· Importance in human capital rather than financial capital 
Who are Entrepreneurs? 
· Entrepreneur is derived from the French word “entreprendre” meaning “to undertake” 
· Entrepreneur are Revolutionaries 
· Schumpeter 
· An innovator 
· The entrepreneur brings change through the introduction of new technological processes or products 
· The person who destroys the existing economic order by introducing new products and services, by creating new forms of organization, or by exploiting new raw materials 
· Creative destruction 
· Kirzner
· Entrepreneur is alert of profitable opportunities for exchange 
· Entrepreneur is the middle-man who facilities exchange
· Entrepreneur has additional knowledge to exploit to take advantage to profitable opportunities   
· Knight 
· Calculated risk-taker
· The opportunity for profit arises out of uncertainty and risk
· The entrepreneur is an individual who is prepared to undertake risk and the reward – profit 
· Responsibility for one’s own actions 
· Personality approach 
· Opportunistic 
· Innovative 
· Self-confident 
· Proactive and self-motivated
· Visionary with flair
· Great risks and uncertainty 
· McClelland’s (1961) The Achieving Society 
· Need for achievement 
· Proactive person – lots of initiative and assertive 
· Committed to aims and achieving them 
· Key characteristics 
· Achievement 
· Calculated risk-taker
· High internal locus of control 
· Creative and innovative 
· Timmons (1994)
· Some acquire traits, some innate
· Need for achievement
· Vision and ability to inspire
· Responsivity for actions / decisions 
· The shortcomings 
· Characteristics may change over time
· Subjective (rather than objective) Judgment
· Ignorance to culture, education, and training
· Social stratification is ignored: social status, class and caste, etc. 
· Why do Entrepreneurs do it?
· Push 
· Redundancy
· Unemployment
· Frustration with previous jobs
· Need to earn a reasonable living 
· Support family 
· Pull
· Independence 
· Bring one’s own boss
· Using creative skills
· Doing enjoyable work
· Making a lot of money 
· Precursors: The Key Factors
· Culture 
· Social Group: family, ethnicity, gender, religion 
· Education
· Employment 
· Situational factors
· Employment and unemployment
· Immigration and economic opportunity 
Mini Case: Liz Corah and Studio – 310
· Liz Corah owns her own dance studio in San Diego 
· Liz sees herself as a business owner, dance/fitness studio owner, teacher, motivator, single mother of two – an entrepreneur 
· Saved for an entire year for start-up costs 
· Achieved dreams that others had told her she would never accomplish 
· Growing up Liz had no money to pay for dance lessons, but she made a deal to work in a local studio in exchange for lessons
· Liz has the entrepreneurial characteristics of courage, independence, creative, and self-expression which motivated her to open her own studio. 
· Liz took matters into her own hands, she found opportunity and leased her own space, renovated on her own, and did anything possible to make her dreams come true 
Why Entrepreneurship Has Won? 
· In 1983, entrepreneurship was described as “an intellectual onion.” “You peel it back layer by layer and when you get to the center, there is nothing there, but you are crying.” 
· There has been a change in the sociology of entrepreneurship in many parts of the world
· Occurring at a higher rate and with more capital behind it that at any time in the past century 
· “Entrepreneurship is the purist of opportunity beyond the resources you currently control.” 
· Aldrich argued that individuals, organizations, and the context need to be studied to develop a theory of entrepreneurship 
· The munificence of recourse available for the pursuit of opportunity has never been greater 
· Intellectual capital, human capital, public capital in the form of infrastructure and social norms provide even more important resources to the entrepreneur 
· The embeddedness perspective addresses the descriptive and practical weaknesses of the dichotomous treatment of hierarchies and markets
· Hypotheses
1. Entrepreneurship flourishes in communities where resources are mobile 
2. Entrepreneurship is greater when successful members of a community reinvest excess capital in the projects of other community members
3. Entrepreneurship flourishes in communities in which success of other community members is celebrated rather than derided 
4. Entrepreneurship is greater in communities that see change as positive rather than negative 
· Changes in the financial markets and labor markets have increased mobility sustainability 
· Successful entrepreneurs have reinvested in venture funds and in angel networks
· The entrepreneurial community is the basis of much of the monetary and managerial capital being invested in new companies 
· Entrepreneurs are being celebrated 
· Internet brings information that is fast and free
· Connectedness is seen as an unmitigated positive value 
· Weakness comes from the power of unions in the face of new technology due to envy and frequent emulation of the capitalist system 
· Entrepreneurship has been integrated into post-secondary institutions 
· Harvard suggests that entrepreneurship should not be what scholar study, but rather the entrepreneurial firm should be where people study 
· 6 dimensions on which entrepreneurial organizations
1. Strategic orientation
2. Commitment to opportunity
3. Commitment process
4. Control of resources
5. Management structure
6. Reward system 
· Entrepreneurs tend to be risk takers who seek to manage the risk by sequential commitment to the opportunity
· Early students of entrepreneurship observed other forms of organizations that avoid hierarchies 
·  Entrepreneurship properly conceived is an intellectual domain of hard and important problems that can be attacked with the best possible scholarship   
· the emergence of energetic market-based economies is opening the world to truly becoming one market 
· If a start-up does not have a global perspective, it cannot survive in the long term 
· The behavioral characteristics of entrepreneurial organizations are defined as; 
· Pursuit of opportunity
· Rapid commitment
· The willingness to change
· Multi-stage commitment processes
· Use of other’s resources
· Managing through networked relationships
· Rewarding based upon value created 
All in the Mind 
· Gopinath spent three years lobbying government bureaucrats to obtain necessary licenses and sold all of his valuables. 
· Was optimistic and new his time would come
· Pursed the idea of cheap flights 
· Driven by an inner force to start a business and unwilling to take “no” for an answer
· Noam Wasserman suggested many entrepreneurs are usually, sometimes excessively, confident. 
· Hardly ever hit the forecasts in their business plans 
· Strongly attached to their companies
· Hate giving up control of their companies 
· Highly tolerated of risk 
· Julie Logan found that 20% of the British entrepreneurs and 35% of the American entrepreneurs were dyslexic 
· Learn in life to delegate certain tasks to trustworthy people 
· Do well in business to make up for doing badly in school   
Video of Dr. Muhammed Yunus 
· Started with a little amount of money  $27 loan
· Lending money to woman and poor people 
· Was willing to take risk  everyone told him he would fail
· Created the “village bank” 
· Banks go to the rich people, men, city, collateral 
· He went the opposite direct; poor people, woman, villages 
· Lawyer free bank 
· Not interested in the past of their borrowers, but the future of their borrowers
· The village bank is “owned” by the poor people (specifically woman)
· 8.3 million borrowers
· 97% of them are woman 
· the women are the board and they operate and make decisions 
· Dr. M was told he made the banking system upside down 
· “it was on its head and I wanted it to be on its feet” 
· Faced major gender discrimination 
· Believes all human beings are entrepreneurs and that is how we survive on this planet
· we all work together to change our lives  
· The village bank attempts to builds confidence in woman to open up their own ventures 
· The village bank wanted to leaned money to beggars 
· gave them small items to sell along the way (e.g. cookies) 
· developed the entrepreneurial characteristics 
· were able to identify which houses are willing to purchase products
· self-trained
· small loans motivated them to get new loans (because it is easy to pay back)  
· Poverty is not created by the poor people, but instead was created by the system 
· externally imposed phenome 
· if we remove it, people will be given more opportunity’s
· Whenever Dr. M saw a problem, he would create a business to solve it 
· If he fails it is okay, as long as he tried
· Non-loss, non-dividend problem solving companies 
· The purpose of a social business is to create impact and not profit

Social Entrepreneurship 
· Social Entrepreneurship  “the pursuit of a vision of social change that necessitates the enrolment of others into the cause.”
· “forms of innovative socially-oriented behaviours that are directed towards tackling identifiable social problems and creating social value.”
· Awareness of opportunities and innovative solutions to problems, accountability to a greater good, and an element of risk-taking 
· An entrepreneur with an explicit and central social mission 
· Central Criterion  mission-related impact, not wealth creation
· Valuation Dilemma 
· Market value (Economic Value) vs. Social value
· Markets can identify value for cost-profit driven ventures
· Markets cannot identify (appropriately value for social ventures, social improvements, public good, or harm, etc. 
· Value-capture Dilemma 
· Resource constraints
· Non-social ventures  market forces dictate the entry, survival and the exit 
· Social Ventures  there is a limit on market forces, due to the value capture dilemma 
· A rare breed
· Social entrepreneurs play the role of change agents in the social sector, by: 
· Adapting a mission to create and sustain social value
· Recognizing and pursuing new opportunities to serve that mission 
· Engaging in a process of continuous innovation, adaption, and learning 
· Acting boldly without being limited by resources currently in hand
· Exhibiting a heightened sense of accountability to the constituencies serve and for the outcomes created 
· Change agents in the social sector 	
· Attacking the underlying cause, not the symptoms, or problems
· Reducing the needs, not meeting the needs only
· Seeking to being systemic changes and sustainable improvements   
· Seeking to stimulate global improvements
· Mission to create/sustain social value 
· Profit: desired, not the gauge of value creation  
· Customer satisfaction: desired, but not to gauge of value creation 
· Social impact is the gauge
· Long-term social return on investments 
· Lasting improvements 
· Sustainability 
· Recognizing/pursing opportunities 
· Determination to the mission
· Persistence
· Willingness to adjust 
· Innovation, adaption, and learning 
· High tolerance for ambiguity 
· How to manage risks for themselves and others
· Failure of a project is a learning experience, not a personal tragedy 
· Free of limitation-syndrome
· Spreading the risk
· Resource strategies
· Freedom of traditions 
· Heightened sense of accountability 
· Steps to assure value creation
· Correctly assessing the needs for the stakeholders
· Creating a fit between values and needs
· Market-like feedback mechanisms for accountability
· Assessing the process in terms of social, financial, and managerial outcomes 
The Meaning of “Social Entrepreneurship” 
· Combines the passion of social mission with an image of business-like discipline, innovation, and determination commonly associated with
· Major social sectors institutions are often viewed as ineffective, inefficient, and unresponsive 
· Social entrepreneurs can include social purpose business ventures, such as for profit community development banks, and hybrid organizations mixing not-for profit and for-profit elements
·  Look for the most effective methods of serving their social missions 
· In French, entrepreneurship means someone who “undertakes” and not an “Undertaker” 
· “The entrepreneur shifts economic resources out of an area of lower and into an area of lower and into an area of higher productive and greater yield”
· “the entrepreneur always searches for change, responds to it, and exploits it as an opportunity.” – Drucker 
· not every new small business is entrepreneurial or represents entrepreneurship
· “the pursuit of opportunity without regard to resources currently controlled” 
· Entrepreneurs who can pay the most for resources are typically the ones who can put the resources to higher valued uses, as determined in the market place  
· Markets do not do a good job of valuing social improvements, public goods and harms, and benefiting for people who cannot afford to pay attention
· The survival of growth of a social enterprise is not proof of its efficiency or effectiveness in improving social conditions 
· Only a weak indicator 
· Social-purpose organizations compete for donations, volunteers, and other kinds of support
· Social entrepreneurs play the role of change agents in the social sector by: (idealized definition) 
· Change agents in the social sector 
· Adapting a mission to create and sustain social value (not just private value)
· Recognizing and relentlessly pursing new opportunities to serve that mission
· Engaging in a process of continuous innovation, adaptation, and learning 
· Acting boldly without being limited by resources currently in hand
· Exhibiting a heightened sense of accountability to the constituencies served and for the outcomes created 
The Rise of the Social in Entrepreneurial Activities in National and International Context
· There has been growing interest in the creation and development of sustainable socially responsible businesses that are driven by a sense of social purpose with the objectives of tackling and solving unmet social needs 
· “organizations seeking business solutions to social problems” – Thompson and Doherty
· Social entrepreneurship  Individuals engaging in forms of social innovation to improve the work and non-work experience of people in society 
· “entrepreneurs who tackle socio-economic problems through identifying resources and innovative solutions for the purpose of securing social good.” 
· Passion, creativity, and an entrepreneurial frame of mind are associated with social entrepreneurs 
· Securing benefits for disadvantaged communities and are able to address long-standing social issues and concerns are often labeled as social entrepreneurs 
· Ex: Muhammed Yunus  established the Grameen Bank 
· Social entrepreneurship  forms of innovative socially-oriented behaviours that are directed towards tackling identifiable social problems and creating social values 
· Used to capture the associated behaviours that support socially-oriented activates among individuals and groups wo may or may not be defined as social entrepreneurship 
· Social enterprise  organization is distinct from voluntary organizations, is outside of but may have linkages with the public sector and is located within the social economy which lies within the third sector 
· Are driven by social values, and are independent of government (e.g. NGO’s) 
· Leadbeater argues that social enterprises are more personalized, engaging, and community and people focused 
· Businesses that provide social value but are distinct from charity-based voluntary organization and public serves and are primarily driven by social objectives rather than with the need to maximize profit for shareholders and owners 
· Bassant defined innovation as ‘a process of turning opportunity into new ideas and putting these into widely used practice’ 
· Innovation is generally denied as the translation of ideas into commercial products and services, and it has long been considered central to the entrepreneurial process 
· Always been a strong linkage between innovation and entrepreneurship
· Cultural barriers have been identified as major, and often overlooked constraining influences upon the achievement of successful change 
· Baregheh suggests innovation is a ‘multi-stage process whereby organizations transform ideas into new/improved products, services, or processes, in order to advance, compete and differentiate themselves successfully in the marketplace
· Dawson and Daniel propose “Social innovation refers to the process of collective idea generation, selection and implementation by people who participate collaboratively to meet social challenges. These ideas are owned by people who work together in pursing social goals that may – but not – service other organizational, technical, commercial, or scientific” 
· Social Innovation  the collaborative generation and translation of new ideas into innovations that enhance the well-being of people in society through, for example, improving the welfare of rural or urban communities”
·  Social Capital  A resource that actors derive from specific social structures and then use to pursue their interest; it is created by changes in the relationship amount actors’ 
· Social innovation is a driver, particularly for social enterprises and that those involved in innovative enterprises are typically consummate networks 
· “Sensemaking involves turning circumstances into situations that is comprehended explicitly in words and that serves as a springboard into action” – Weick 
· occurs when a problem or issue is confronted and seek to make sense of questions such as “What is going on here” 
· Sensegiving  process of attempting to influence sense-making and meaning constriction of others towards a preferred redefinition of organizational reality  
· Ongoing dynamics of business enterprise Four fundamental elements 
1. Social capital  building and sharing knowledge through social networks 
2. Sensemaking  in the way meaning materialize around the plausibility of an innovation that motivates collective goal-directed action 
3. Innovation  the transformation of new understanding/knowing to tackle a problem or to identify possible actions in response to an opportunity
4. Ongoing relational dynamics  the continual interweaving of the core concepts in, for example, further goal-directed activates that support integration and sustainability   
· Large and Small business enterprises that are able to build and develop social capital are thus able to draw on social networks in which shared understanding and knowledge can facilitate further processes of collective sensmaking through the support of common goals and shared agendas. 
· There might still be competing interpretations of the nature of the problem 
· The collective understanding through processes of sensgiving and sensmaking is essential to the acceptance, adoption and support of sustainable innovation projects  
Entrepreneurial Finance 
· Financial Management Decisions 
· Capital budgeting  what long-term investments or projects should the business take on? 
· Capital structure  how should we pay for our assets? Should we use debt or equity?
· Working capital management  how do we manage the day-today finances of the firm 
· Three forms of organizing an enterprise 
1. Sole Proprietorship
· Advantages 
· Easiest to start
· Least regulated 
· Single owner keeps all of the profits
· Taxed once as personal income 
· Disadvantages 
· Limited to life owner
· Equity capital limited to owner’s personal wealth
· Unlimited liability
· Difficult to sell ownership interest 
2. Partnership 
· Advantages 
· Two or more owners
· More capital available
· Relatively easy to start 
· Income taxes once as personal income
· Disadvantages 
· Unlimited liability 
· General partnership
· Limited partnership 
· Partnership dissolves when one partner dies or wishes to sell
· Difficult to transfer ownership 
3. Corporation 
· Advantages 
· Limited liability company 
· Unlimited life
· Separation of ownership and management
· Transfer of ownership is easy
· Easier to raise capital 
· Disadvantages 
· Double taxation
· Income taxed at the corporate rate and then dividends taxed at the personal rate
· How to finance your entrepreneurial venture?
· Debt financing 
· Borrowing money that must be repaid, with interest
· Principal: interest rate and maturity 
· The primary sources of debt financing  shareholder’s loans
· Operating loans and term loans 
· Advantages
· Useful for meeting a short-term deficit in cash flow
· You do not have to give up or share control of your business
· The term of the debt (loan) is generally limited
· It may be acquired from a variety of lenders. You can shop around  
· Information needed is straightforward
· Interest paid is tax-deductible 
· Disadvantages 
· Difficult to obtain when the project is risky 
· Debt can be burden on cash flow
· It may be difficult for the business to repay the loan
· If it is a “demand” loan, it can be called by the lender at any time
· The lender may require you to provide a personal guarantee for the loan 
· Equity financing 
· Money supplied by yourself or investors in change for ownership in your business 
· No interest payments to be made and funds are not repaid 
· Advantages
· Investor can contribute expertise’s, contacts, and new business as well as money  
· Equity may be the only way to fund high-risk ventures, where the cost of debt could be prohibitive
· It can be used to fund projects with longer time frames
· Disadvantages 
· Owner has to give up ownership and control of the business 
· There is always the danger of incompatibility and disagreement amount the investors
· It is much more difficult to terminate the relationship if disagreements occur 
· Bootstrapping
· Creative, non-traditional, ways to finance start-ups
· 75% - 85% of new startups use some form of bootstrapping to help finance themselves
· can take a wide verity of forms
· minimizing your investment 
· owner financing
· minimizing accounts receivable
· delaying payments sharing resources with others 
· Some of the more common bootstrapping techniques include: 
· Personal credit card
· Suppliers inventory buying plans 
· Leasing vs. buying
· Leasehold improvements
· Advance payment from customers
· Banks, trust companies, credit unions, and similar institutions 
· Operating loan or line of credit – credit on an ongoing basis to cover your day-to-day expenses 
· Will supplement your basic working capital 
· Interest rate is tied to the prime rate
· Term loans  loans to purchase a business or other fixed assets 
· Must be repaid  3 – 10-year term
· Interest rate is usually fixed for the term 
· Government’s support
· Financial assistance programs in Canada 
· Canada Small Business Financing Program (CSBEFP)
· Industrial Research Assistance Program (IRAP) 
· Community futures and community business development corporations 
· Women’s enterprise initiative loan program
· Aboriginal business Canada 
· Business development bank of Canada 
· Venture capital 
· Not typically applicable in start-up or concept phase
· Venture capitalists look for opportunity in proven firms seeking large amounts of capital 
· “the objective is to achieve a high return on the investment in the form of capital gain through an exit, achieved by the sale of the equity stake rather than through dividend income…”  
· Angel investors 
· Small, private venture capitalists called “angels”
· Usually invest less than $50, 000
· Get personally involved with the business
· Typical angel investors in Canada are:
· Self-made, high-income, middle-aged, well-educated 
· Not usually weahty processionals like doctors and dentist 
· Usually more in favour of investing close to come 
· Experienced investors who do their own due diligence and are confident in their own ability to appraise investment opportunities 
· Crowd-funding 
· The risking of funds through the collection of small contributions from the general public using the internet or social media 
· E.g. GoFundMe
· Common in the technology and media industries  
· Unique dual functions of financing and generating publically attention for a project 
· Indiegogo model – a hands off, donation-based system where project owners directly receive money from donners 
· Caveats 
· When negotiating with private ventures capital sources, keep in mind:	
· Price
· Control
· Establishment of performance expectations 
· Exit strategy 
· Evaluating your ability to secure financing 
· Things to consider for debt financing 
· Size of transaction fees   
· Prepayment policies
· Flexibility of payment terms
· Fixed or floating interest
· Security and personal guarantees required
· Quality of overall service provided by the institution
· Expected processing time 
· Lenders look for the 5 C’s of credit for their lending cesions
· Character
· Collateral 
· Capital
· Credit
· Capacity 
· How to get the best from your baker
· Know what the banker is looking for
· Do not “tell” your banker, “show” your banker
· Interview your banker
· Passion makes perfect
· Ask for more money than you need
· Make professional introductions   
· Venture Capitalists vs. Angel Investors 
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DIFFERENCES BETWEEN ANGEL INVESTORS AND VENTURE CAPITALISTS

Angel Investor

Venture Capitalist (VC)

Average minimum
investment

- $50,000-$100,000

- $250,000

Why investor invests

- Likes the entrepreneur
- Believes in the product

- Has a relationship with the
entrepreneur

- Likes the entrepreneur

- The entrepreneur has
shown the product is
good

- Knows what the market is
and how large itis

- Knows how to reach the
potential market

Involvement of investor

- Advisory role

- On board of directors

Where does the money
come from?

- From an individual

- Other people’s money
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Pitching to an investor

Slide deck
Business plan*

Slide deck
Business plan*

Time it takes to receive
funding

Usually quicker, as the
cheque is smaller

Angel investors take more
risks than VCs do

Minimum of nine months

A relationship needs to
be formed with a VC

Due diligence takes time

Return on investment

When the company is
profitable, it may buy back
the shares of the investor
The company is acquired

When the company is
acquired

If the company becomes
public, then the investor
may sell the shares

* Both angel investors and venture capitalists are moving to slide presentations. However. some are still looking at business plans.

Source: Boris Wertz, Founder and General Partner at Version One Ventures (www.versiononeventures.com). Interview with Wendy

Mayhew.





