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By Jean-Marie Nkongolo-Bakenda

O
 

ver the past two years, the world has faced a 

financial crisis considered by many to be the 

most important in decades. The mass media 

has focused on the impact of the crisis on big companies 

like General Motors, Chrysler, Merrill Lynch, Lehman 

Brothers Holding Inc., Fannie Mae and Freddie Mac, and 

Nortel. Very little has been said about small and me-

dium-sized businesses like realtors and car dealers who 

have closed doors leaving many people without jobs. Yet, 

small and medium-sized enterprises (SMEs) are probably 

affected more seriously by this crisis than large firms as 

they have “the weakest financial structure and lower credit 

rating” (OECD, 2008). At a round table organized by the 

OECD in Turin (OECD, 2009: 3) on this issue, “Several 

speakers noted that the situation regarding the working 

capital had deteriorated rapidly at the end of 2008 and 

worsened in the first quarter of 2009. There is evidence 

that if steps are not taken to resolve the liquidity crisis, 

SME exits will increase in the near future”. A Business De-

velopment Bank of Canada (BDC) survey (2009) confirms 

this situation finding that, of all entrepreneurs studied, 

39% had experienced a tightening of credit and 46 % were 

recently seeking financing. Among these, 71% were seeking 

credit for operating lines.  

This issue of SMEE Review has eight contributions that 

focus on the financial issues in SMEs and the search of op-

portunities for a sustainable growth in times of crisis.

In his interview with Sarah Bultitude, Paul J. Hill 

draws a broad picture of the financial turmoil the world is 

facing and concludes with the measures that SMEs should 

undertake to survive. In the past, banks and business 

angels have been found as being the major institutional and 

informal sources of debt used by Canadian SMEs (Equinox, 

2002). Ian G. Toms leans on his great deal of experience 

in the banking credit sector to outline the most important 

steps and document contents that an SME should look at 

when applying for funds from the bank. In his interview 

with Sarah Bultitude, Bryan Watson, the Executive Director 

of the National Angel Capital Organization, does the same 

exercise and focuses on the requirements necessary for an 

SME to be successful in acquiring funding from business 

angels. To complete this tour on SME financing, Arturo 

Rubalcava has reviewed a textbook that highlights SME 

financial concepts and documents in an accessible and less 

esoteric manner.

EDITORIAL 

In the times of crisis, in addition to the financial 

crunch, SMEs are also facing the challenge to identify op-

portunities. In their paper on the environmentally friendly 

resort properties in Canada, Magdalena Cismaru, Kristina 

Nelson, and Greg Elliott propose a process to identifying 

business opportunities. In their contribution, Donald E. 

O’Neal and Mark Pruett suggest looking at biological organ-

isms to find inspiration for long-term organizational sur-

vival, or longevity. For J. Terence Zinger, ‘profitability tiers’ 

technique is a promising practice that could help SMEs 

to refine their service offerings and marketing programs 

leading to sustainable success. Then, Prescott C. Ensign and 

Nicholas P. Robinson present a case about an entrepreneur 

who had a so much confidence in his products in the area 

of protective clothing that he tested them himself with real 

bombs. This translated his confidence to buyers worldwide 

and made him a global leader in this line of garments. 

Finally, Xiaohua Lin and Derek N. Hassay found in their 

paper that the increasing presence of immigrant minorities 

in the area of direct selling is more a matter of necessity 

rather than opportunity. This means that in the times of 

difficulties, entrepreneurs can embrace activities that allow 

them to survive instead of doing what things for which they 

the most qualified.

We hope that these papers will excite your thoughts 

about the actions that SMEs and entrepreneurs should un-

dertake in this time of crisis and beyond. Your feedback  

(via SMEE.Review@uregina.ca) on the issues raised and 

others that come to mind will be appreciated. Let me take 

this opportunity to thank those of you who gave feedback 

on the previous issues of the journal. We could not publish 

your reactions without your authorization. In the future, 

please let us know if we can share your thoughts with other 

readers. A room for reader’s feedback by e-mail is open. In 

addition to the hard version, this journal is posted on the 

websites of the University of Regina, the CCSBE, the ICSB, 

and other organizations that have expressed an interest to 

do so.

Many people have contributed to the publication of the 

current issue. Let me first thank the anonymous reviewers 

whose comments have improved the quality of the papers. 

Many thanks to my colleague Robert Anderson, the editor 

of the JSBE for his advice and encouragement. Bruce C. 
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Anderson supervised all the administrative and financial as-

pects of the journal, his dedication to the quality and timely 

well done work deserves our thanks. Also we must thank 

the two students, Carli Brundige and Sarah Bultitude, who 

have been instrumental in the publication of the journal. 

They took an active part in all our meetings and interacted 

with the publisher and many of the contributors. Finally, 

many thanks to Anne Lavack, Dean of the Faculty of Busi-

ness Administration at the the University of Regina, for her 

continued support and for having graciously proofread the 

papers. 

Allow me to finish this editorial by renewing my  

invitation to each of you to submit the papers for the next 

issues of this journal through the address  

SMEE.Review@uregina.ca and to support it by advertisings 

or other means by contacting cmd@uregina.ca.
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par Jean-Marie Nkongolo-Bakenda

A
 

u cours des deux dernières années, le monde 

a fait face à une crise financière considérée 

par plusieurs personnes comme étant la plus 

importantes des récentes décennies. Les mass media se sont 

concentrés surtout sur l’impact de cette crise sur de grandes 

compagnies comme General Motors, Chrysler, Merrill 

Lynch, Lehman Brothers Holding Inc., Fannie Mae et Fred-

die Mac et Nortel. Il y’a eu très peu d’attention accordée 

aux petites et moyennes entreprises comme par exemple 

les agents immobiliers et les concessionnaires d’autos qui 

ont fermé les portes laissant beaucoup de personnes sans 

emplois. Pourtant, les petites et moyennes entreprises 

(SMEs) sont probablement affectées plus sérieusement par 

cette crise que les grandes compagnies du fait de la faiblesse 

de leur structures financières et du bas niveau de leur 

réputation dans le domaine de solvabilité (OECD, 2008). 

À une table ronde organisée par l’OCDE à Turin (OCDE, 

2009: 3) sur cette question, plusieurs intervenants ont fait 

remarquer que la situation du fonds de roulement dans 

les PMEs s’était détériorée rapidement à la fin de 2008 et, 

même, qu’elle s’était empirée dans le premier trimestre de 

2009. Ils aussi affirmé qu’l y’a des signes manifestes que 

si les mesures ne sont pas prises pour résoudre la crise de 

liquidité, les faillites de PME augmenteront dans un proche 

avenir. 

Une enquête de la Banque de développement du Can-

ada (BDC) (2009) confirme cette situation en constatant 

que, de tous les entrepreneurs étudiés, 39% avaient éprouvé 

une restriction du crédit et 46% étaient à la recherche du 

financement. Parmi ces derniers, 71% cherchaient le crédit 

pour des fonds d’exploitation.   

Ce numéro de la Revue PMEE a huit contributions qui 

se concentrent sur les questions financières dans les SMEs 

et sur la recherche des occasions d’affaires pour une crois-

sance durable en période de crise. 

Dans son entrevue avec Sarah Bultitude, Paul J. Hill 

dresse en grande lignes le tableau de la crise financière à 

laquelle le monde fait face et termine par la suggestion des 

mesures que les PMEs devraient prendre pour survivre. 

Dans le passé, les banques et les anges d’affaires ont été 

trouvés comme étant les principaux prêteurs institution-

nels et informels de fonds aux  PMEs Canadiennes (Equi-

nox, 2002).  Ian G. Toms se base sur sa longue expérience 

dans le secteur du crédit bancaire pour décrire les étapes 

et le contenu des documents les plus importants auxquels 

    Éditorial



6  |  SMEE Review/Revue PMEE August/Août 2009



SMEE Review/Revue PMEE August/Août 2009  | 7

une PME devrait regarder avant d’introduire une de-

mande de crédit auprès d’une banque. Dans son entrevue 

avec Sarah Bultitude, Bryan Watson, directeur exécutif de 

l’organisation nationale d’anges d’affaires, fait le même 

exercice et présente les conditions nécessaires pour qu’une 

PME réussisse à obtenir le financement de la part des anges 

d’affaires. Pour compléter ce tour sur le financement des 

PMEs, Arturo Rubalcava fait le compte rendu du livre qui 

met en lumière, d’une façon accessible et moins ésotérique, 

des concepts et des documents financiers nécessaires pour 

une PME.

Dans les temps de crise, en plus du craquement finan-

cier, les PMEs doivent également relever le défi d’identifier 

les meilleures occasions d’affaires. Dans leur article sur 

les activités récréatives dans un environnement sain au 

Canada, Magdalena Cismaru, Kristina Nelson, et Greg El-

liott proposent un processus pour identifier des occasions 

d’affaires.  Dans leur contribution, Donald E. O’Neal et 

Mark Pruett suggèrent quant à eux d’observer les organ-

ismes biologiques afin de s’en inspirer pour assurer la survie 

à long terme aux organizations, c’est-à-dire, assurer leur 

longévité. Pour J. Terence Zinger, la technique de classe-

ment de clients par palliers de rentabilité en est une qui est 

prometteuse car elle pourrait aider les PMEs à peaufiner 

leurs offres de service et programmes de commercialisa-

tion menant à un succès durable. Puis, Prescott C. Ensign et 

Nicholas P. Robinson présentent un cas d’un entrepreneur 

qui a eu tellement confiance dans ses produits du secteur 

des vêtements de protection qu’il les a testés sur lui-même 

avec de vraies bombes. Cette confiance s’est transmise aux 

clients et son entreprise est devenue le chef de file mondial 

dans cette ligne de vêtements. Finalement, Xiaohua Lin et 

Derek N. Hassay ont trouvé dans leur étude que la présence 

croissante des minorités immigrées dans le secteur de la 

vente directe est beaucoup plus une question de nécessité 

plutôt qu’une exploitation d’une occasion d’affaires. Ceci 

signifie que dans les temps difficiles, les entrepreneurs peu-

vent embrasser les activités qui leur permettent de survivre 

au lieu de faire les choses pour lesquelles ils sont le plus 

qualifiés.

Nous espérons que ces articles exciteront vos réflex-

ions au sujet des actions que les PMEs et entrepreneurs 

devraient entreprendre dans cette période de crise et au-

delà. Votre rétroaction (par l’intermédiaire de 

SMEE.Review@uregina.ca) sur les questions soulevées 

et d’autres qui viennent à l’esprit sera appréciée. Per-

mettez-moi de saisir cette occasion pour remercier ceux 

d’entre vous qui ont donné la rétroaction sur les précédents 

numéros du journal. Nous ne pouvions pas publier ces 

réactions sans votre autorisation. À l’avenir, s’il-vous-plaît, 

faites-nous savoir si nous pouvons partager vos pensées 

avec d’autres lecteurs. Une page pour la rétroaction du 

lecteur par E-mail est ouverte. En plus de la version papier, 

ce journal est publié sur les sites Internet de l’Université de 

Regina, du CCPME, de l’ICSB, et d’autres organisations qui 

en ont exprimé l’intérêt. 

Plusieurs personnes ont contribué à la publication du 

numéro actuel du journal. Permettez-moi de remercier 

d’abord les évaluateurs des articles dont les commentaires 

anonymes ont amélioré la qualité des contributions.  Grand 

merci à mon collègue Robert Anderson, rédacteur du JSBE 

pour ses conseils et encouragements. Bruce C. Anderson a 

veillé à tous les  aspects administratifs et financiers du jour-

nal, son attachement à la qualité du travail dans les délais 

prescrits mérite nos remerciements.  En outre, nous devons 

remercier les deux étudiantes, Carli Brundige et Sarah 

Bultitude, qui ont été très utiles à la publication du journal. 

Elles ont pris une partie active à toutes nos réunions et ont 

interagi avec l’éditeur et plusieurs auteurs d’articles publiés.  

Finalement, grand merci à Anne Lavack, doyen de la Fac-

ulté d’administration des affaires à l’Université de Regina, 

pour son appui continu et pour avoir gracieusement lu et 

corrigé tous les articles avant leur publication. 

Permettez-moi de finir cet éditorial en renouvelant mon 

invitation à chacun(e) de vous pour soumettre les articles 

(en Français ou en Anglais) pour les prochains numéros de 

ce journal à l’adresse SMEE.Review@uregina.ca et de sou-

tenir ce journal par l’achat des espaces publicitaires ou par 

d’autres moyens en contactant cmd@uregina.ca. 
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Abstract: This paper discusses what 
managers can learn about mission 
and long-term survival from living 
organisms. We look at how animal 
organizations differ from human 
business organizations, and explore 
reasons why the biological organiza-
tions seem to be more successful at 
long-term survival, or longevity. We 
discuss how defining an organiza-
tion’s purpose as longevity may be 
useful, and challenge managers to 
consider three key questions.

Résumé: Ce document décrit ce 
que les dirigeants peuvent appren-
dre des organismes vivants pour la 
mission et la survie à long terme de 
leur organisation. Nous regardons 
aux différences entre les animaux et 
les humains, et explorons les raisons 
pour lesquelles les organismes 
biologiques semblent mieux réussir à 
survivre dans le long terme, c’est-
à-dire, à avoir une bonne longévité. 
Nous discutons de l’utilité de la 
définition du but de l’organisation en 
termes de longévité et lançons le défi 
aux dirigeants pour considérer trois 
questions clé à ce sujet.

“What if we thought about a company as a living being?”

T
 

HE FORMER HEAD OF ROYAL DUTCH/

SHELL’S STRATEGIC PLANNING poses this 

question, pointing out that viewing a company this 

way “…implies that it creates its own processes, just as the hu-

man body manufactures its own cells, which in turn compose 

the body’s own organs and systems.... Is this not exactly how the 

informal organization of any…company comes into being?... Like 

all organisms, the living company exists primarily for its own 

survival and improvement…” (de Geus, 1997).

Comparing companies with living creatures is not new. The 

human body, for example, evokes managerial concepts includ-

ing specialization of labor, organizational hierarchy, structure, 

and communication. Like a company, the body has specialized 

tools (thumbs are distinct from fingers), hierarchy (the brain 

generally controls most functions), stable structure (the skeleton 

provides continuing shape and form), and internal communica-

tion (the nervous system). 

Business literature has discussed this “biological metaphor” for years with little 

agreement on how lessons from biology could be applied. It allows that companies may 

evolve through a “biological” life cycle (birth, growth, maturation, and death), but there 

isn’t much agreement beyond that point. Biologists also have been interested in how 

species (e.g., termites, wolves, geese) organize themselves, and often compare them with 

human organizations, again without much discussion of how those studies might be use-

ful to companies. 

Tachi Kiuchi, Managing Director of Mitsubishi Electric Corp., observes that life only 

survives over the long-term through continuous adaptation to the natural environment, 

a process that is dependent on ongoing feedback. Although businesses need a similar pro-

cess, he argues that reliance solely on financial feedback is inadequate, and misguided: 

“[W]e don’t run companies to earn profits. We earn profits to run companies. Our compa-

nies need meaning and purpose if they’re to fit into the world, or why should they live at 

all?” (Kiuchi and Shireman, 2002).

We are interested here in a broad, abstract concept—purpose. Concepts and features 

of bodies and organizations depend on purpose for meaning. They are joined by purpose. 

They exist only because of purpose and, absent purpose, they have little if any mean-

ing. What, then, should be the primary purpose of a business? Many entrepreneurs will 

respond that it is to earn profits, provide a living for founders and employees, provide a 

return to investors, or supply a needed good at a competitive advantage. 

The Fundamental Mission?
Why have 

humans, with 

far superior 

intelligence, been 

unable to create 

and sustain 

organizations 

for more than 

a fraction of 

the duration of 

the human race 

itself?
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For the purpose of this paper, we define a “living 

organism” as a species or a group within a species, a whole 

consisting of individual members. In great contrast to com-

panies, living organisms appear to have as their primary, 

perhaps only, purpose the long-term survival of their group 

and species. Continuation—longevity—is itself the end, and 

everything organisms do seems to be organized around 

achieving that end.

The longevity of living organisms contrasts starkly with 

the life of companies: a species may measure its life in mil-

lions of years, while most companies survive for no more 

than a few decades at most. Longer-lived companies exist, 

but they are exceedingly rare. Consider the age of the com-

panies whose goods and services we buy every day—many 

are younger than we are. 

Why is this? Why have humans, with far superior intel-

ligence, been unable to create and sustain organizations 

for more than a fraction of the duration of the human race 

itself? An individual tree may easily live for centuries, a 

giant tortoise for more than two hundred years, and a virus 

may rest dormant in soil for decades. Why, then, do many 

companies last a few years or a couple of decades at most? 

Living organisms—groups—are made up of members who, 

individually, may live for only a few years, a day, or even 

just hours, but their activities are organized in ways that 

ensure the long-term continuity of their organization and 

their species. 

A reviewer of this paper made an important obser-

vation: Even though individual companies may die, the 

“species”—vehicles for economic activity and exchange—has 

existed since the dawn of civilization. And, our organization 

forms have evolved and adapted very effectively. Still, we 

are left to wonder why the life-spans of individual compa-

nies are so short when the people in them have much longer 

life-spans (70 years or more)?

We raise these questions to suggest some of the things 

that entrepreneurs could–and perhaps should–learn about 

survival and longevity from living organisms.

Certainly, there are level-of-analysis disparities. Con-

trasting the longevity of a company to a species, for exam-

ple, may seem like comparing apples and oranges, but it fits 

our purpose. To explore what business owners and manag-

ers might learn from living organisms, the most appropriate 

level of analysis is the organization—how a living organism 

is organized to accomplish its purpose, and how a company 

is organized to accomplish its purpose. Since every species 

perpetuates itself through its organization, the survival of 

a species is dependent on the ongoing effectiveness of its 

organization.

Examples of “Business as Biology” 
Half a century ago, economists thought biological meta-

phors would only confuse managers focused on economic 

issues (for example, Penrose, 1952). However, researchers 

have found many business parallels in biology research 

that has focused on the social aspects of living organisms, 

particularly those termed “social insects” (such as wasps, 

ants, bees, and termites). Managers will easily understand 

these issues.

Purpose, Cooperation, and Complexity
Just as with humans, animals organize for a purpose. 

Just as we do, animals create organizations to solve indi-

vidual limitations. For example, to overcome the disadvan-

tages of small individual size, social insects create colonies 

(Brian, 1983). Pascale, Milleman, and Gioja (2000) shift 

the discussion to self-organization in business, using ant 

colonies as an example of Adam Smith’s ‘invisible hand,’ in 

which individuals become members of communities, and 

communities become economies.

Sophisticated cooperation is central to organizations, 

whether human or animal. The animal societies which 

endure are not random collections of individuals, but 

structures that have evolved through “habitual reciprocity” 

– principles that control the behavior of their individuals 

and represent the relations among their members (Espinas, 

1878). For example, animal societies may have a complex 

system of property: individual, familial, and collective. In-

dividual property is determined by individual requirements 

for protection and self maintenance; familial property by 

family requirements for sexual and reproductive activity; 

and collective property by the requirements of groups for 

protection and maintenance (Crook, 1970; Petrucci, 1906).

Complexity can arise from very simple beginnings. In-

dividual termites, for example, are not very bright creatures. 

However, with little intelligence and without supervision, 

they create mounds that are wondrously engineered. This 

complex behavior in a group can emerge from individuals 

following simple rules. For example, when foraging for food 

ants follow only two basic rules: lay pheromone (a chemical 

substance that attracts other ants) and follow the phero-

mone trails of others (Bonabeau and Meyer, 2001). In these 

“ultra-social organizations,” like people or ants, we see a 

“…high level of sociality in which full-time division of labor 

occurs, with specialized roles” (Campbell, 1980:16). 
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Adaptation and Evolution
Bonabeau and Meyer (2001) model the behavioral of 

social insects and conclude that “social insects have been 

so successful… because of three characteristics: flexibility 

(the colony can adapt to a changing environment); robust-

ness (even when one or more individuals fail, the group 

can still perform its tasks; and self-organization (activities 

are neither centrally controlled nor locally supervised)… 

[T]o a large extent, flexibility and robustness result from 

self-organization” (2001:8). Nelson and Winter (1982) use 

biology to explain economic growth and change, suggesting 

that firms evolve over time due to ongoing search, selec-

tion, and modification of “routines”. These routines are a 

firm’s genes, helping to transfer its knowledge and culture 

from one generation to the next; search and selection are 

evolutionary, mutational processes. Although companies 

may learn survival strategies through their own experience, 

they actually are using survival practices employed by living 

organisms.

A biological ecosystem has much in common with a 

company’s set of relationships and interactions. Iansiti and 

Levien (2004) point out that business survival depends on 

creating and sustaining “business ecosystems”: networks 

of external organizations on which companies depend ( 

e.g. suppliers, distributors, outsourcing firms, technology 

providers.) They note that, “Like an individual species in a 

biological ecosystem, each member of a business ecosystem 

ultimately shares the fate of the network as a whole, regard-

less of that member’s apparent strength.” (2004:69) 

The preceding brief literature review has a central 

point—examining and perhaps emulating living organisms 

may have intriguing benefits for any company interested in 

survival and prosperity. 

Lessons for Entrepreneurs 
from Living Organisms
Strategy is Long-Term, and Survival is the Goal

While the strategies of biological organizations appear 

to evolve over millennia, businesses often change their 

strategies from one year to the next, or perhaps every few 

years, sometimes quite dramatically. Most businesses may 

seek relatively short term goals, such as profit, return on 

investment, or market share, while most living organisms 

are concerned primarily with long-term survival of the 

colony or species. Animals in groups seem to instinctively 

understand and share a primary mission—survival of the 

group—and focus effort on two primary mission-driven 

goals: reproducing, and raising offspring to maturity.

Significantly, most business mission statements don’t 

explicitly mention long-term survival. Further, most mis-

sion statements are, by and large, defined by senior man-

agement, especially in the case of entrepreneurial compa-

nies Perhaps inevitably, many business owners despair that 

their employees don’t always know, clearly understand, or 

think about why their companies exists. 

A typical business pursues several major goals with-

out explicitly addressing the unifying vision of longevity: 

survival for the long run. It focuses, instead, on issues such 

as profitability, growth, market share, and return on invest-

ment, perhaps assuming that achievement of those goals 

will automatically ensure survival. 

What, then, is the difference between an organization 

driven by traditional goals (e.g., profits, stock price, re-

turn-on-investment, growth, market share) and one with a 

primary objective of long-term survival? One basic differ-

ence is that business organizations see traditional measures 

of performance (e.g., profits) as ends, while a long-term 

survival perspective suggests that these traditional “ends” 

are actually intermediate means. In other words, the goal 

is not profits; the goal is longevity, which profits will help 

make possible.

Many of the issues that preoccupy entrepreneurs may 

seem to be immediate concerns—cash flow, new business 

development, and growth, for example. While there certain-

ly can be a sense of urgency about these and other issues, 

they do not stand alone. They are part and parcel of longer-

term growth and survival. 

The most important mission for an entrepreneur is 

pursuing the long-term survival of the company. Accom-

plishing this means that everything else that is important is 

achieved also. Competitive strategy is long-term in nature, 

and should focus on accomplishing the goals necessary to 

ensure the organization’s effectiveness, efficiency, and sur-

vival, rather than just short-term financial results.

Truly visionary companies “distinguish their timeless 

core values and enduring purpose (which should never 

change) from their operating practices and business strate-

gies (which should be changing constantly in response to a 

changing world).” Such companies can “…prosper over long 

periods of time, through multiple product life cycles and 

multiple generations of active leaders.” And, such com-

panies are driven by ideology more than purely economic 

goals: “…fundamental reasons for existence beyond just 

making money – a perpetual guiding star on the horizon…” 

(Collins and Porras,1994:73). 
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Structure: The Group is the Key

“Nothing in the notion of an individual bird or fish, no 

matter how fluid, can prepare us for the sight of a skyful of 

starlings pivoting over a cornfield, or a million minnows 

snapping into a tight polarized array…” (Gleick, 1987) 

Although focusing on one purpose—survival—allows in-

tense concentration of effort, how that effort is concentrated 

matters enormously. It is no surprise that the structure of 

an organization will affect performance, whether for a com-

pany or a flock of geese. Perhaps the most important lesson 

about organizational structure from living organisms is that 

long-term survival depends on the group, not individual 

members. 

Chandler (1962) believed that the purpose of organiza-

tion structure was to ensure the best allocation of resources 

and the most effective execution of the company’s strategy. 

Daft (2001) echoed the idea: “…organization design reflects 

the way goals and strategies are implemented” (2001:50).  

Flocks of birds and schools of fish demonstrate how 

self-organizing organizations are able to respond more 

quickly and effectively than their individual members, not 

because the groups are centrally controlled, but precisely 

because they are not. This collective response to changing 

conditions depends on two characteristics that are crucial 

for pursuing the purpose of long-term survival.  First, the 

ability of members to self-organize, rather than waiting for 

top-down plans and decisions, allows faster responses to 

changing circumstances. Second, information-gathering 

throughout the organism’s collective intelligence helps it 

respond to changing conditions. The combination of clear 

purpose, self-organizing, and boundary-scanning—makes 

for effective survival.

The individual members of some living organisms are 

so small, fragile, and of such limited intelligence that they 

could not possibly survive as individuals. Yet, collectively, 

they develop organizations that are highly intelligent, keen-

ly aware, and so effectively self-organized and self-directed 

that they can respond to changing circumstances much 

faster than any organization member could as an individual. 

These systems are much more complex, intelligent, and 

responsive than their individual parts. 

Although living organisms depend largely on instinct 

to drive group behavior, entrepreneurs cannot assume that 

effective self-organization and collective intelligence will 

automatically arise. Many entrepreneurs do not particularly 

enjoy focusing on systems and processes, but it is precisely 

these factors that will allow their companies to thrive as 

organizations.  However, these factors often are weak ele-

ments in entrepreneurial companies. 

Start-up businesses are more likely to focus on market 

development, product development, and financing than on 

systems for human resource development. However, build-

ing effective processes to produce (i.e., recruit, select, and 

hire), develop (i.e., orient, train, and create career paths), 

and retain a company’s members should be a primary orga-

nizational goal, with clear recognition that all members are 

crucial, and that all have overlapping responsibility. 

Developing collective intelligence in an entrepreneurial 

firm can be particularly challenging. Entrepreneurs need to 

make the effort to develop depth and back-up capability in 

their employees, especially with regard to the CEO’s knowl-

edge and responsibilities. The workload of entrepreneurs 

can be almost overwhelming. Also, entrepreneurs typi-

cally retain too much information and decision-making for 

themselves. Excessive demands on time, or even something 

as fundamental and common as personal crises or illness, 

can paralyze young companies, stopping them dead in their 

tracks for a period of time, but young companies are also 

the least likely to be able to afford such events.

An entrepreneur operating on these precepts will focus 

primarily on long-term health and survival, on nurturing 

and developing all employees, and on giving employees 

increased latitude to self-organize, prioritize, and act.
Is Focusing on Longevity Realistic?

Can a focus on longevity and collective behavior work 

when a company’s origin rises from the ideas and hard 

work of one individual or a small group of founders? Is this 

practical? Is it realistic? There is evidence that it does work 

and that the idea of longevity as the central mission is an 

emerging topic for business managers and owners. 
Evidence from Family Businesses

“Family companies,” businesses in which the founders 

or their families remain highly involved, appear to consis-

tently out-perform non-family companies (Anderson and 

Reeb, 2003).  Business Week tested the idea further in 

a study of a decade’s worth of data on family-dominated 

publicly-traded companies and found the following average 

annual percentages:

shareholder return – family companies = 16.6%,  

non-family = 11.2%

return on assets – family companies = 5.4%,  

non-family = 4.1%

revenue growth – family companies = 23.4%,  

non-family= 10.8%

income growth – family companies 21.2%,  

non-family = 12.6%
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Among their explanations for the differences is “…fam-

ily chief executives know that their families are in it for the 

long haul, making them more likely to reinvest in the busi-

ness” (Weber and Lavelle, 2004:103).

Three Challenging Questions about 
Business Missions and Goals

This paper was intended to spark discussion about the 

potential benefits of taking a biological perspective on the 

development of mission and structure for entrepreneurial 

businesses. We conclude by raising three questions to chal-

lenge researchers and entrepreneurs alike: 

1. Is there any good reason why a company shouldn’t 

define and explicitly state its primary mission or 

purpose as longevity—long-term health and survival? 

2. Shouldn’t all goals and strategies—financial, market, 

organizational, environmental, social, and others—

flow directly from the central mission of longevity? 

3. Shouldn’t a company’s highest priority goals and 

strategies be organizational in nature, building 

strong internal systems and connections while also 

attracting, retaining, nurturing, and developing 

the members who will keep the company alive? 
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Abstract: This paper highlights 
primary and secondary research 
that was carried out to identify an 
opportunity for entrepreneurs to 
create environmentally friendly 
recreational properties in Canada. It 
discusses what features are consid-
ered important by potential buyers, 
and outlines the value of research in 
improving the odds of successfully 
developing and marketing these 
types of properties.

Résumé: Cet article présente les 
résultats d’une recherche pour 
identifier, au Canada, une occa-
sion d’affaires dans le secteur des 
activités récréatives respectant 
l’environnement ambiant. Il discute 
des aspects considérés comme im-
portants par les acheteurs potentiels 
et fait ressortir l’utilité de la recher-
che dans l’amélioration des chances 
de succès lors du développement et 
la vente de ce type d’activités.

Introduction

O
 

NE OF THE MOST IMPORTANT research ques-

tions about entrepreneurship is: “why, when, and 

how opportunities for the creation of goods and 

services come into existence”1. Indeed, successful entrepreneurs 

sense and seize opportunities by finding a gap in the marketplace 

and creating ventures to satisfy needs that are not being met well, 

or at all.2 ,3 

In the case at hand, a group of entrepreneurs had observed a 

shift in preferences toward sustainable home design among both 

home buyers and property developers. This observation suggested 

a possible business opportunity in developing sustainable recreational properties in 

Canada. However, there remained three key unanswered questions: 

(1)  Is demand for sustainable communities and sustainable recreational homes grow-

ing in Canada?; 

(2)  What are the most important factors that influence consumers when considering 

buying a sustainable recreational home?; and 

(3)  Which ‘green’ features are viewed most favorably by consumers? 

A university-based research team, consisting of both students and professors, 

was engaged to provide the answer to these questions, through a combination of both 

secondary research (i.e., publicly available reports and library resources) and primary 

research (i.e., focus groups). The following sections highlight their findings and show 

how this helped the entrepreneurial team to make a decision to proceed with the devel-

opment project.

Review of the available studies
The research team did an extensive search of existing studies, through libraries and 

on the internet.  However, few studies were located that were specific to the issue of 

sustainable recreation homes. More general information was available on the separate 

topics of recreational properties and sustainable housing, so these two sets of literature 

were brought together to create some important insights. 

 Resort property trends in Canada
Royal LePage publishes an annual recreational property report which includes 

a poll of cottage owners, a survey of vacation property buyer attitudes, and a market 

analysis of trends, activity, and prices in recreational property markets across Canada. 

Some of the changing demographic factors influencing the vacation home market are:

1)  a decrease in the median age of retirees, 

2)  more people retiring, and 

3)  an increase in life expectancy.10 The result is that, in recent years, demand for rec-

reational homes has outweighed supply and many prospective cottage buyers are 

having a difficult time finding a suitable property.4,5

In Canada and 

around the world, 

green building 

projects are being 

developed and 

appear to be well 

received.

1 This research was funded by Communities for Tomorrow. We would like to thank Mark Lemmerick, Clare Kirkland, Natalie Turnley-Johnston, 
the editor, and the anonymous reviewers for their valuable suggestions. 
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Environmental attitudes and 
trends towards green properties 

Research indicates that a considerable number of con-

sumers prefer green products and services, and many claim 

they would pay more for environmentally friendly products 

and services, including houses.6,7,9 In Canada and around 

the world, green building projects are being developed and 

appear to be well received. For example, in British Colum-

bia, research shows there is a growing market for sustain-

able homes.11 In Ottawa, too, it was noted that as many 

as four out of ten potential buyers are interested in green 

buildings.12 

Business opportunity for 
environmentally friendly 
resort properties 

Because demand for resort properties is high, and 

consumers are becoming more and more interested in en-

vironmentally friendly products including houses, one can 

reasonably expect that potential buyers of resort properties 

would also be interested in  green features. Yet, to date, this 

has not been an area that has been explored by developers 

or entrepreneurs. 

When it comes to  green housing, most research indi-

cates that consumers think mainly about energy efficiency. 

However, there are potentially many other  green or sus-

tainable facets to housing that could potentially be offered 

to consumers (e.g., reduced water consumption through 

efficient showers and toilets; grey water recycling; sustain-

able landscaping and xerescaping), so it was important to 

identify which features are most important for potential 

buyers. 

Most important features for 
potential buyers of environ-
mentally friendly homes 

Studies show the most important features for recre-

ational properties and/or sustainable housing are price and 

location,4,13,15 followed by energy efficiency.13,14 Therefore, 

these key issues were more closely examined.

The average 2007 price for a standard waterfront cot-

tage property with beach access in Canada was $380,507, 

while the national average for a standard two-storey home 

during the same period was $349,956. While 24% of the 

participants of a Royal LePage survey16 stated that they 

would pay more for their recreational property than for 

their home or primary residence, only 5% budgeted to 

spend $300,000 to $500,000 on a recreational home – the 

actual price range of most recreational properties. The ma-

jority had budgeted less than $200,000.17 

A primary consideration as it relates to location is that 

the recreational property is a reasonable driving distance. 

Research indicated that, on average, consumers believed 

that the maximum acceptable driving distance was 1 to 1½ 

hours from their residence.4 

According to Ontario surveys, the third most impor-

tant feature to home buyers after price and location is the 

house’s level of energy efficiency.13,14 Respondents in several 

surveys indicate that the primary reason for desiring energy 

efficiency is the financial savings (60%), while the second 

reason was the desire to be environmentally friendly (15%). 

One study reported that 86% of potential cottage buyers 

and 76% of cottage owners felt it was important to have an 

environmentally friendly cottage, which included features 

such as solar panels or environmentally friendly water and 

sewage systems.4

‘Green’ Features 
Regarding which green features are viewed most favor-

ably by consumers, very little information was available. 

The surveys cited above refer to either housing in general 

(not necessarily recreational homes) or recreational homes 

(not necessarily environmentally friendly), and did not 

include information on how consumers respond to specific 

green initiatives such as district heating and cooling, archi-

tectural controls over house orientation and sun access, and 

district utilities. 

Consequently, to validate these general findings in the 

context of environmentally friendly recreational properties 

and to gain more insight regarding specific environmen-

tally friendly features, focus groups were conducted with 

potential buyers of recreational properties. Although focus 

groups involve only a small group of people, they consti-

tute a useful and economical research tool to validate the 

entrepreneur’s observations, as well as to validate informa-

tion gathered through secondary research. 

Focus groups 
Methodology and participants

Two hour focus groups were conducted on November 

18 and 20, 2007. The first session included 11 participants 

and the second session included 10 participants. Most par-

ticipants were considered to be potential buyers of units in 

an environmentally friendly recreational property develop-

ment. Participants were approximately 35 to 55 years old. 

Of the 21 participants, 8 were female and 13 were male. Less 

than half of the participants were currently recreational 

property owners. 

The first part of the focus group provided a description 

of the proposed sustainable resort community development. 

The development was being planned for an ‘unspoiled’ 
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location on Last Mountain Lake, located approximately 40 

minutes drive from the city limits of Regina, Saskatchewan 

(Canada). The second part of the focus group gathered con-

sumer feedback on the various features unique to the devel-

opment, as well as addressing any questions or concerns of 

the potential buyers. 

The box below highlights some of the issues discussed 

with focus group participants. 

Issues discussed with focus group participants: 
year round concept   community status
additional recreational features lakefront and back lot issues
lighting    wireless Internet
standards    storage facilities
pricing / costs     energy-conservation

walkways and green space  cottage maintenance

Insights 
Information gathered from focus group participants 

was consistent with our predictions based on the second-

ary research pertaining to recreational properties and 

environmentally friendly homes. Price and location were 

found to be the most important issues for potential buyers 

of environmentally friendly recreational properties. Since 

the location of this particular project was about 40 min-

utes driving time from their homes in Regina, location was 

considered ideal. 

Regarding price, potential buyers were interested in the 

cost of specific environmentally friendly features and how 

the price compared to traditional (non-green) recreational 

properties. Participants were prepared to pay a reasonable 

premium for energy efficient residences. The primary incen-

tive for this was financial savings, including their return on 

investment for paying the premium. 

Regarding energy conservation, participants were 

interested in having their choice of energy conservation 

standards and knowing the performance and price of each 

standard. Participants did not seem intrinsically motivated 

to conserve energy and instead focused on incentives and 

their return on investment. The incentives that participants 

mentioned included community incentives and government 

grants, as well as the personal financial savings that might 

result from adopting energy conservation standards. Focus 

group participants indicated they would need to recover the 

initial capital cost associated with incorporating energy effi-

cient designs or products in less than ten years, if they were 

going to pay a higher price for an energy efficient recre-

ational property. They also mentioned they were interested 

in the effects of energy efficient designs on resale value. 

House orientation was not an issue not covered by the 

literature review; however, the entrepreneurs were propos-

ing instituting controls on obstructing views and sun access. 

These controls were found to be favored by the participants 

at the focus group discussion. Potential buyers also agreed 

with orienting houses towards the south, under the condi-

tion that summertime windows be shaded to minimize the 

heat. 

Focus group participants’ views on the concept of ar-

chitectural controls were mixed. There were concerns about 

what type of controls would be implemented and the risk of 

limiting owners’ flexibility (i.e., overly tight controls might 

result in all houses looking the same). A list of recommen-

dations for things such as suitable plants was suggested, in 

order to offer potential buyers some choice. The comments 

of focus group participants indicated they would accept en-

forced architectural controls, but they also supported homes 

with different styles as long as they complement each other 

and are aesthetically appealing. 

Similarly, information regarding people’s acceptance of 

district utilities was not found in the literature. During the 

discussions, one of the features suggested for the building 

design was the use of geothermal technology to reduce heat-

ing and air conditioning costs. Participants were in agree-

ment with reducing those costs, but were also unfamiliar 

with the technology. Details regarding how the residences 

would be cooled in the summer with geo-thermal technol-

ogy were questioned. Participants also expressed the need 

to experience the technology in a residential setting and to 

have it explained by a credible source. There was concern 

about using geo-thermal technology in a very cold climate 

and who would maintain this new technology should prob-

lems arise. Participants recommended that geo-thermal 

technology be provided on a district level.

Conclusions 
The secondary research involved in validating this 

entrepreneurial opportunity revealed increasing trends 

toward environmentally friendly products and buildings, 

with a boom in the recreational property market segment. 

This suggests a strong potential market for developing 

environmentally friendly recreational properties in Canada. 

The most important factors potential buyers consider in 

recreational green properties are price, location, and energy 

efficiency. Since price is such an important decision factor, 

entrepreneurs should focus on making environmentally 

features less expensive and higher quality than the con-

ventional alternatives,8 and explain in detail the long-term 

savings associated with particular environmentally friendly 

features. In addition, because potential buyers are unfa-



16  |  SMEE Review/Revue PMEE August/Août 2009

miliar with many green building features and standards, 

entrepreneurs should consider education as a key factor of 

success when marketing a green recreational home. 

The entrepreneurs involved in this project found both 

the primary and secondary research immensely helpful in 

validating their decision to proceed with the environmen-

tally friendly property development project. Below are a few 

thoughts provided by two of the entrepreneurs involved in 

the project. 
 

“Speaking from my own perspective as an entrepreneur 

and small business owner, these research findings helped 

us assess the market potential for a ‘greener’ home building 

company, helped provide actionable insight for our joint 

venture development team, and has helped to further shape 

our market offering. Perhaps of greater importance: As a 

result of a ‘greener’ home building opportunity (partially 

informed by the research project), I and another business 

partner have purchased an interest in a small progressive 

homebuilding company; the company has developed some 

sustainable building practices which we have begun to 

expand. We have rebranded the company with a new name; 

have embarked on sustainable building practices training 

for all employees; and designed (with a multidisciplinary 

team of professionals) two condo development projects 

(totaling 20 units). Additionally, we will be developing some 

innovative ’greener’ home designs for in-fill projects in 

Regina shortly.” 
 Mark Lemmerick, entrepreneur involved in the Last Mountain 

Lake Environmentally Friendly Resort Development

“For decades it has been conventional wisdom among 

residential developers that home buyers base their deci-

sions on location and mortgage price. Progress towards 

sustainability rests, among other things, on decisions based 

on life cycle costs and meeting desired performance levels. 

This research allowed us to demonstrate that real local 

home buyers now think differently. Many home buyers now 

understand that investing in slightly higher cost sustainable 

home design is more than offset by reduced operating costs 

in jurisdictions where energy and water are priced competi-

tively. Our leading developers are now more committed to 

move significantly toward sustainable home design.” 
 Clare Kirkland, Director,  

Regina Regional Economic Development Authority  
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Financial Group across the 
Prairies in personal and business 
banking, human resources, 
audit and operations. Opinions 
expressed in this paper are those 
of Ian Toms and do not engage 
the TD Bank.”

Abstract: This paper gives advice 
on the most important aspects to 
look at when preparing an applica-
tion for funding from a bank

Résumé :  Cet article donne des 
conseils sur les aspects les plus 
importants à observer lorsque vous 
préparez une demande de finance-
ment auprès d’une banque 

G
 

oing to a bank as an entrepreneur to apply for a loan can be perceived as a daunt-

ing task. Where to begin, what to take to the banker, which banker to speak with 

and what to include in a business plan are all questions the entrepreneur may 

have.  This article will aim to simplify the process.  The following 10 steps will give some 

guidance in terms of what is needed and how to have a successful and productive conversa-

tion with the banker. These are simple pointers for an entrepreneur looking to start a busi-

ness or purchase an existing business.  

10 EASY STEPS TO SUCCESS

1 

Keep your business plan to a reasonable length, covering the important points a 

banker will need to know to make a decision.  Keep it short, use point form, and avoid 

repetition.  Producing a business plan can be a big investment of time and money. It 

often makes sense to kick ideas around with your banker prior to moving to a full busi-

ness plan. I would also recommend talking to other advisors such as your accountant 

and lawyer, and if possible people in the industry being considered.  

2 

Prior to visiting the bank, make an appointment. Banks segregate their teams into 

groups who look after specific types of clients, and depending on the size or type of 

business a prospective client is engaged in, they need to speak to the appropriate 

banker. Some commercial bankers are at local branches and others are not. Therefore, 

in the interest of efficiency an appointment is highly recommended. 

3 

Another way in which a business owner can ensure the time spent with their banker is 

fruitful and well-organized is to forward a copy of the business plan prior to the face-

to-face meeting.  This will allow the banker to become familiar with the business and 

formulate questions and discussion points to be covered during the meeting.

4 

One of the first steps a banker will take when a business plan is presented to them 

is to determine if the proposed business meets the three C’s of commercial credit: 

Character, Collateral and Cash Flow. We need to be satisfied that the character of the 

individual that we are dealing with is reliable and that there is cash flow and collateral 

available from the business. More on this follows:

Character
The plan should clearly outline who the investors in the business are providing resumes 

and potentially their personal financial statements along with sources of income.  The pro-

spective client can add credibility to their plan by finding investors who are successful and 

known in the community. The investors should be upfront about disclosing any issues that 

may have occurred in their financial past. Banks will look for the business plan to outline the 

proposed management structure on the company and will look for the management group to 

have appropriate experience in the industry being proposed. Anyone embarking on a venture 

with investors should be very confident they know where the money is coming from and that 

there is no criminal element behind any of the investor’s intentions.  
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Collateral
One of the first questions posed by the banker will be 

what the prospective client would like to finance, and what 

security they would be able to provide for the loan.  

Banks lend money against tangible company assets. 

The most common types of bank financing include: 

a)  Revolving operating loans secured by commercial ac-

count receivables and sometimes inventory. 

b)  Term loans or leases secured by capital assets such as 

production equipment, buildings and leasehold im-

provements. 

c)  Loans against cash flow – For existing businesses 

which have established cash flow we sometimes lend 

against the certain cash flow to facilitate the sale of the 

business. In these situations we will often look for the 

seller to participate in the risk.

Banks generally do not finance startup losses in the 

business or intangibles such as goodwill.

Cash Flow
Banks are primarily cash flow lenders.  The Bank will 

look for the plan to define the cash flow to be generated by 

the company that will be used to repay the loan.  Given the 

importance of cash flow, a review of the cash flow state-

ment or a calculation of cash flow from the income state-

ment included in the plan will be the first order of business 

preceding a full review of the business plan.  For existing 

businesses, historical cash flow will be evaluated as this is a 

true measure of the value of the business.

5 

The next order of business is to consider the business 

and the industry risk for the enterprise being consid-

ered. 

Industry Risk 
a)  External factors such as economic, political, social and 

environmental factors are evaluated.  When looking at 

economic factors some of the questions posed include:  

Where is the industry in the cycle? How is the industry 

going to be effected by interest rates, taxes, foreign 

exchange rates, and changes in the economic climate in 

the geographic area where they operate? 

 Political factors considered can be: The effect on the 

industry by regulation, trade barriers or tariffs, and 

Government policies.  

 Aspects of social and environmental factors are con-

sidered such as: the affects of trends, fads and social 

issues on the industry, and how the industry affects 

the environment. Another factor would be the effect of 

weather or climate change on the industry. 

b)  Competitive factors which are examined by the banker 

include:

· Direct competitors and how many the 

economy can successfully support.  

· How much control suppliers have to set their prices, 

and can they vertically integrate into the industry. 

· The opportunity for new entrants in the in-

dustry is evaluated, and what impact they 

would have on the industry as a whole. 

· The control of the buyers on setting prices 

would be evaluated, and whether or not they 

would easily be able to enter the industry. 

· The effect substitutes could have on the industry. 

· The cost structure of production and what is-

sues could there be with the supply, cost 

of materials, labor and equipment. 

Business Risk
a)  Supply and demand – Is there seasonality? Do 

they have supplier and buyer contracts? What drives 

demand for the company product? 

b)  The position of the company in the industry 

– What is their market share? Can a larger player push 

them out? Do they have a specific sustainable techno-

logical or other advantage? 

c)  Production – How do they control inventory? Where 

do they get skilled manpower, and are there labor is-

sues like turnover or workplace safety? How old is the 

plant, and is the plant efficient? What are the main-

tenance requirements and the future need for capital 

upgrade of the plant and equipment? 

d)  Marketing – Does the marketing strategy make 

sense? Is there a geographic focus? Do they have a 

skilled sales force and a certain distribution channel? 

e)  Management – What is the past track record of the 

management team? Are they knowledgeable in this 

industry? Are there Management Information Systems 

in place?  Is there a succession plan in place? Can Man-

agement adapt quickly to changes? Is key management 

staff insured as their untimely death could impact the 

business? 



SMEE Review/Revue PMEE August/Août 2009  | 19

6 

Upon full examination of the risk of the business, 

a determination is made whether or not the risk is 

manageable.  If the banker is comfortable the next 

step is the financial analysis. To get a satisfactory 

snap shot of the business a number of financial as-

pects are evaluated. 

Capital Structure/Balance Sheet 
· Is the company appropriately capitalized? Assets 

will be financed by a combination of debt and equity. 

The ratio of debt to equity can vary depending on the 

nature of the business, and generally a lower debt 

to equity ratio is desirable. A look at the RMA (Risk 

Management Association) statistics can provide 

information on appropriate Debt to Equity ratio for 

each industry. There will be higher ratio’s for com-

panies with high cost capital assets such as manufac-

turers, and lower ratios for service type industries. 

· Other sources of capital are subordinated debt 

lenders, whose loans can sometimes be treated 

as equity if the interest or principle payments 

are postponed, and can be halted if cash flow is 

short. There are also venture capital fund pro-

viders which can provide capital to be treated 

as debt or equity depending on the structure. 

· A common source of capital for businesses is loans 

made to the business by the shareholders. Banks will 

often treat this as equity if there are no principle pay-

ments, and if the loans are postponed to the bank. 

· Bankers will consider the make up of the equity in 

the company, and will often discount certain assets 

if they feel the inclusion distorts the true tangible 

equity. Items such as goodwill or the company’s 

investment in other related companies (which are 

not included in our security) are not considered. 

· A key question that the banker will ask is if the com-

pany has the ability to raise additional equity if re-

quired. Do the shareholders have more money to put 

into the company if there is an unforeseen situation?

· Banks will margin or discount the amount that 

they will lend against working assets such as ac-

counts receivables. Therefore, there needs to be 

some equity in these assets. Generally, accounts 

receivables are discounted to about 75% of the 

value. In most cases accounts receivables that 

are over 90 days old will be fully discounted. 

· Supplier trade terms are important as these gen-

erally finance the parts or raw material. A banks 

appetite to finance inventory varies depending on 

the type of product. For example, commodity type 

raw materials such as aluminum sheets might be 

margined at say 50%, while no value would be given 

for inventory which has been modified or “bent” 

if it is no longer marketable as a commodity. 

· The ability of the bank to liquidate work in progress 

is generally poor. Therefore, this asset is most often 

not margined or is margined at a very low level. 

· Management of the working assets such as accounts 

receivable and inventory is very important to lend-

ers.  The number of turns for accounts receivables 

and inventory will be tested to assess reasonableness, 

and determine acceptability of the cashflow cycle. 

· Another consideration is whether the book value 

of capital assets on the balance sheet is reflec-

tive of the true market value. There is sometimes 

hidden equity in assets that have been depreci-

ated below the market value and if this is the case 

it is important to highlight it for the banker. 

Profit and Loss Statement 
When the bankers are evaluating this statement the 

questions posed are:

a)  Do the key indicators of gross margin, net profit mar-

gin, and expense/sales ratio make sense for this type of 

business?

b)  On projections it is beneficial to show earnings before 

interest taxes, and depreciation/amortization, com-

monly referred to as EBITDA. This is the key measure 

of cash which is available to repay principle and inter-

est obligations. It is not uncommon for banks to con-

sider other cash items, and the effect it has on EBITDA.  

For instance capital expenditures, unless they are 

financed or payment of dividends, will reduce the cash 

available in the company to service debt; therefore 

banks will often look at a ratio of EBITDA less capital 

expenditures less dividends divided by principle and 

interest payments. This ratio needs to be a minimum 

of 1:1 and the bank will often set targets of 1.25:1 or 

higher to provide a cushion of cashflow. 

c)  Show detail in terms of management salaries and bo-

nuses on the Profit and Loss Statement. Bankers are in 

favor of owner-managers being well compensated but 

if the owner draws are above market this needs to be 

highlighted. Often we will see EBITDA shown before 

owner draws.  
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Cash Flow Statement
The cash flow statement will show the net cash position 

of the company on a month to month basis. A key compo-

nent of the cash flow statement is the level of account re-

ceivable. Banks will often lend against a margined percent-

age of accounts receivable. If a bank line of credit is what 

the prospective client is relying on, it would be beneficial to 

calculate the security margin for the line of credit which will 

save the banker a step. For example, calculate the accounts 

receivable (less any receivables over 90 days old) margined 

at 75% which will provide security coverage for the operat-

ing bank line in each of the months during the year. 

7 

 Covenants describe the financial tests and report-

ing or other requirements which are negotiated with 

business owners to control the bank’s risk and help 

us assess the ongoing performance of the business. If 

working assets are being financed it would not be un-

common for the bank to set a test for the company to 

have a minimum working capital ratio which ensures 

there is a level of equity in these assets. If the bank 

is a term loan lender then a Debt Service Test would 

be deployed to ensure there is a comfortable level of 

cash flow against the required principle and interest 

payments. These tests are always described in loan 

agreements, and at this stage you may wish to discuss 

with your banker the kinds of covenants they may be 

looking for under a proposed deal. 

8 

 Often bankers see business plans that unnecessarily 

cross industry lines. The most common is the desire 

for a startup business to immediately purchase com-

mercial real estate. Commercial real estate is a cycli-

cal higher risk industry which requires a long term 

commitment to a location and often ties up a good 

deal of equity and debt capital. Sometimes owned 

real estate is required, but often its better to lease 

until the business model is established. 

9 

 Look to other financial intermediaries to help sell 

the business plan. Accountants and lawyers are able 

to add value in terms of helping identify the risks in 

the business plan. This will add credibility in the eyes 

of the banker and will be necessary for the business 

owner to attract investors. 

10 

 Stay positive and upbeat. A good banker will be 

able to provide some meaningful advice. Banks 

are in business to lend money and provide financial 

services and all good bankers are looking for ways to 

make new business deals work. If your plan to obtain 

financing is not successful then ask the banker to give 

you some advice in terms of alternate capital provid-

ers or ways in which you could change the plan to 

enhance your prospects.  
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By Sarah Bultitude

Abstract:  This paper reports the 
interview with Bryan Watson, the 
Executive Director of the National 
Angel Capital Organization  
(NACO- www.angelinvestor.ca). 
The National Angel Capital Orga-
nization is the industry association 
representing Angel capital in Can-
ada. During the interview, Bryan 
provided us with useful information 
on matters such as how to approach 
Angels, what information to obtain 
before meeting with Angels and 
what can be expected from Angels.  
He may be reached at 
bwatson@angelinvestor.ca

Résumé: Cet article rapporte 
l’entrevue avec Bryan Watson, 
directeur exécutif de l’organisation 
nationale des anges financiers  
(NACO-www.angelinvestor.ca).  
Le NACO vise à favoriser la crois-
sance de l’investissement d’anges 
financiers au Canada. Au cours de 
l’entrevue, Bryan nous a fourni 
des informations utiles sur des 
sujets tels que la meilleure façon 
d’approcher les anges financiers, le 
type d’ informations requises avant 
de rencontrer des anges finan-
ciers et les attentes que ces derni-
ers ont à l’égard des demandeurs 
de fonds. Il peut être contacté à 
bwatson@angelinvestor.ca

Introduction:

B
 

RYAN WATSON IS PASSIONATE about entrepreneurship from idea-genera-

tion to financing to liquidity event. Upon Bryan’s return to Canada in 2004, he 

established his venture development consulting practice to help emerging-growth 

companies overcome the barriers to success they face in the Canadian commercialization 

ecosystem. Bryan serves as Executive Director of both the National Angel Capital Organiza-

tion (www.angelinvestor.ca) and CEO Fusion (www.ceofusion.org). He is also a Director of 

both Precarn Incorporated (www.precarn.ca) and the Canadian Advanced Technology Alli-

ance (www.cata.ca).

After concluding his BA (Hons.) in Economics at the University of Western Ontario, 

Bryan went on to complete his Masters in Management, Economics and International Rela-

tions at St. Andrews University, Scotland on the only full British Council Chevening Scholar-

ship awarded in Canada. 

Bryan Watson was approached by Sarah Bultitude; a 4th year student at the Paul J. Hill 

School of Business, to share his advice to entrepreneurs who are looking for capital but do 

not know where to go.  In the following interview that took place on June 4, 2009 over the 

phone in Regina Saskatchewan, we showcase Bryan Watson’s advice to entrepreneurs to help 

them better prepare to meet with Angels and increase their chances in being a success busi-

ness owner.  

Questions: 
1. What is an Angel investor and how is that different than a  

venture capitalist?

  An Angel investor and venture capitalist have a different way of investing. A venture 

capitalist invests someone else’s money, that of their limited partners. Angels are 

investing their own, personal, after tax money.  An Angel investor can invest as an 

individual or a group of Angels that have banded together to collaborate on invest-

ments, share due diligence efforts, and take a portfolio approach to their invest-

ments. Another key difference between Angels and venture capitalists is the level of 

involvement. Angels often have business experience relevant to the company they 

are investing in and have a passion for entrepreneurship that drives them to take on 

an active mentoring role in the company, and, in some cases, a management role. In 

Canada venture capitalists are often not as active with their investees, having other 

priorities such as deploying their funds and, later, harvesting portfolio investments. 

2. As an entrepreneur, when is the right time to seek an Angel investor? 

  There are two important elements to consider when answering this question and that 

is stage of development and timeline.  

 

Stage of development refers to what the business has already accomplished. As a 

general rule, especially in this economy, the business should have some early revenue 

or have some sort of traction in the market, a good management team, and an identi-

fied competitive advantage (often a technology) in place before approaching an Angel. 

Business Angels and SMEs: 
An interview with Bryan J. Watson, Executive 
Director, National Angel Capital Organization
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  Timeline refers to when the entrepreneur should 

approach an Angel. Anywhere between 1 and 4 

months before capital is needed tends to be an 

appropriate time. Considering the Angel inves-

tors will want to conduct due diligence on any 

new investment, approaching them a week before 

capital in needed does not leave enough time. 

3. How does someone with a good idea but little 

capital find an Angel?

  It is recommended that people first approach their 

friends and family as a starting point. Angels often 

like to see that entrepreneurs have been able to 

acquire some of their own capital; that they have 

some ‘skin in the game’. The next step is to fill out 

an application form using Angelsoft (www.angel-

soft.net), a tool that helps startups and investors 

communicate more effectively. Access to NACO’s 

Angelsoft application can be found and filled out, 

under the resources section, on the National Angel 

Capital Organization website (www.angelinvestor.

ca). The software allows you to attach your Executive 

Summary and business plan materials for review.

4. What should an entrepreneur do to be  

prepared to meet with an Angel investor?  

What information is expected?

  A recent survey that researched Angel preferences 

revealed that most Angel investors consider the 

Executive Summary to be the most important piece 

of documentation initially. The Executive Summary 

is the most telling piece and it is viewed first. By 

reading the Executive Summary it becomes apparent 

whether or not the individual has gone through the 

scenario planning process necessary to build a strong 

business plan. Additional important information An-

gels look for includes description of the management 

team, business summary, what product or service is 

being offered, and any current and past financials. 

For an example of the Executive Summary using 

Angelsoft please refer to the end of the interview.

5. What does the National Angel Capital Organi-

zation recommend as “best practices”?

  There are many things we recommend, but 

perhaps most important is conducting well 

structured due diligence before investing. 

 This process, in an Angel group, includes: 

1. Pre-screening of the opportunity to see if it 

meets the group’s investment preferences, 

2. The entrepreneur presenting their op-

portunity to the Angel group, and 

3. If there is interest from the Angel group members, a 

review of the business plan and interviews with the 

management team.  

  Following this, recommendations for investment are 

made and a detailed term sheet is developed.  

  It is essential that the entrepreneur is aware that 

the process can take between 1-3 months. Time 

is allocated to ensure proper documentation is in 

place and that the Angels and entrepreneurs are 

compatible as this relationship is extremely impor-

tant to the success of the investment. The Angel 

Investment Process is illustrated on page 23.

6. To what extent are Angel investors normally 

involved in the companies that they invest in?

  That all depends on the investment and the investor. 

If there is a lot of money being invested the Angels 

may be interested in one or two Board seats as part of 

their involvement. Angels are also often approached 

to invest and take a company to the next level by 

taking on a management role, such as CEO, where 

the company’s team, for example, has the technical 

abilities they need but lack a business background 

that an Angel can offer. In these situations the Angel 

becomes invaluable to the success of a start-up.  

7. How has the economic downturn changed the 

way Angel investors finance start ups and their 

rate of success?

  Many Angels, like everyone else, took the economic 

downturn hard. As a way to cope with the economic 

downturn Angels are starting to co-invest much more 

with other Angels. If an Angel group is interested in 

an investment, but the company requires more fund-

ing than the single group can provide, the first group 

will now often approach another Angel network to 

invest alongside them. The two groups then share 

the due diligence that is involved and, generally, 

agree on a common set of terms on which to invest.
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2.3 Sample Angel Investment Process
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8. Not every entrepreneur will receive their 

needed capital. What are the most common er-

rors entrepreneurs should avoid when seeking 

an Angel investor?

  One common mistake entrepreneurs make is seek-

ing an Angel too late. I get a lot of calls from people 

seeking an Angel a few weeks before they are about 

to go bankrupt. At this point there is, unfortu-

nately, little an Angel can do. It is best to seek an 

Angel before money is needed desperately. The 

process takes time and an Angel is going to conduct 

due diligence just like in any other investment. 

  Another common mistake is not watching the market 

for financing. This is simple economics of the sup-

ply and demand for capital. Entrepreneurs should 

have a sense on how trends, such as a drastic drop 

in venture capitalist investing, influence investment. 

In short, when the demand is high and supply is 

low, there will be a lot of competition for invest-

ment, so more developed companies with lower 

capital needs will be more attractive to investors. 

9. Fraud is an issue in almost every business. Are 

there ways to ensure well intentioned Angel 

investors are treated fairly or does “buyer be-

ware” apply here?

  Fraud isn’t a big issue in the Angel community 

now that a lot more angels are conducting for-

mal due diligence, but it is one of the reasons why 

Angels get so involved in the companies they are 

investing in. The best way to be treated fairly as 

an investor is to be involved.  There will always 

be an element of “buyer beware” but to migrate 

the risk, Angels follow due diligence and best 

practices and get involved with their investees. 
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Abstract: This paper presents a case 
of a fast growing SME in the area 
of bomb suits and protective gear. 
The entrepreneur has taken the risk 
not only in product and market in 
an environment characterized by a 
high level of uncertainty, but also by 
testing on himself his product with 
live bombs. The repercussions of this 
confidence in one’s products proved 
very beneficial in the marketplace. Al-
though the company is now interna-
tionally successful in many ways, the 
entrepreneur is still wondering where 
to go from now on with respect to 
product lines, markets, and funding 
in an area that requires secrecy and 
discretion.

Résumé: Cet article présente le 
cas d’une PME à croissance rapide 
dans le secteur des vêtements de 
protection contre les explosifs. 
L’entrepreneur a pris le risque non 
seulement sur le produit et le marché 
dans un environnement caractérisé 
par un niveau élevé d’incertitude, 
mais également en testant son 
produit sur lui-même avec de vraies 
bombes. Les retombées de cette con-
fiance en son produit se sont avérées 
très bénéfiques sur le marché. Bien 
que la firme soit maintenant inter-
nationalement un succès à plusieurs 
égards, l’entrepreneur se demande 
encore où aller en ce qui concerne 
la ligne des produits, les marchés, et 
le financement dans un secteur qui 
exige le secret et la discrétion.  

INTRODUCTION

T
 

HIS CASE STUDY PROVIDES A GLIMPSE into 

Med-Eng Systems and the man behind (and sometimes 

wearing) the company’s flagship products—primarily 

bomb suits and protective gear. Med-Eng was an Ottawa, Ontario 

based firm incorporated in 1981 to manufacture a newly designed 

explosive disposal helmet. The firm began international activities 

in 1982. By the end of 2006, the firm had 50 employees and over 

$50 million in sales, the bulk of which was outside of Canada. At 

the time of the authors’ 2006 interviews with co-founder and CEO, 

Richard L’Abbé, Med-Eng was a privately held company, so many 

details were not revealed. As a firm in a ‘sensitive’ industry, much information was 

carefully guarded. 

Med-Eng had progressed through various stages of new business growth and 

development. There were mistakes made (e.g., in acquisitions and personnel) and 

some opportunities that were pounced upon had proved lucrative. The venture had 

experienced strong, consistent growth. One round of investors had been bought out 

by another round of investors. Investors expecting high returns on their investments 

exerted considerable pressure. Meanwhile, Richard L’Abbé was adamant that the 

company would remain private. 

With market share near 100% for its original product line (bomb disposal suits 

and helmets), increasing market share was unlikely. However, new markets were a 

possibility. There was also the possibility of offering additional services (e.g., up-

grades, training, maintenance, etc.) for existing customers.

But some deep questions remained: with regard to market share, could they go 

for more? After all, Med-Eng was already the market leader. If there were no com-

petitors and they had captured the entire market, what threats and motives existed 

to keep the firm hungry or at least realistic? Did all product lines make sense? Should 

any be scaled back or expanded? What should Richard L’Abbé’s priorities be? Was 

there an opportunity for new product lines? What about an IPO?

While most of Med-Eng’s products are for protection (defence), debate was 

sparked around the dilemma of participating in warfare. Bomb disposal equipment 

is different from the Cupola Protective Ensemble (CPE) and Integrated Dismounted 

Armour System. These latter two items (new and profitable additions to the Med-Eng 

product line) were for active warfare to gain an advantage over an enemy where the 

wearer may have a greater chance to kill. Med-Eng had to face the resulting social 

and political issues that invariably arose.

Investors 

expecting high 

returns on their 

investments 

exerted 

considerable 

pressure. 

1   An earlier version of this case study was presented at the Administrative Sciences Association 
of Canada conference in Banff, Alberta. This case was made possible through funding from the 
Social Sciences and Humanities Research Council of Canada



SMEE Review/Revue PMEE August/Août 2009  | 27

A WORLD OF TERROR
On July 11, 2006 a series of seven explosions within 11 

minutes tore through commuter trains in Mumbai, India. 

The death toll reached 200 with hundreds more injured—

four suspects were eventually apprehended. Were these 

bombings a precursor to the coming G8 summit? Was this 

‘7/11’ event tied into others? Richard L’Abbé, President and 

CEO of Med-Eng Systems, watched the newsfeeds on CNN, 

while eating his breakfast and wondered if his company’s 

products could have been deployed to prevent these deaths. 

But dealing with bombs required foresight and identifica-

tion of threats.

9/11, Bali, Madrid, 7/7 London, Istanbul, Riyadh, and 

numerous other bombings by fundamentalist organizations 

increasingly against Westerners caught the attention of the 

media and changed the mood of the world. After “Septem-

ber 11” police forces and militaries felt an heightened need 

to deal with the threat of explosive ordnances. The human 

tragedy of violent incidents was remarkable and provided 

impetus for governments throughout the world to take 

measures necessary to discourage or prevent future occur-

rences.

PROVEN PROTECTION FOR A 
DANGEROUS WORLD2  

Many firms were actively attempting to address the 

need for better security and had developed products aimed 

at protecting police and civilians from the growing threat 

of global terrorism. One such enterprise was Med-Eng Sys-

tems Inc. based in Ottawa, Ontario, a leader in the research, 

design, and manufacture of a plethora of personal protec-

tive systems aimed at helping police forces and militaries 

confront explosive ordnances in a way that ensured the 

safety of their personnel. This meant selling products, such 

as bomb disposal suits, that employed ‘advanced engineer-

ing solutions’ to protect people and infrastructure from 

hazardous threats. 

For this privately-held venture, the key to developing 

cutting-edge products and staying on top was to “do the 

right things right every time, through the collaboration of 

its clients, vendors, and employees.”3  This stakeholder-

driven approach to product development and market-

ing led Med-Eng to be on the receiving end of numerous 

awards, both for the company’s competitive strength and 

international posture. Superior technologies had also led to 

superior profit margins. Although at inception in 1981 the 

firm manufactured protective helmets solely, Med-Eng went 

on to garner over 95% of the bomb disposal suit market 

worldwide—a market that the firm was forced to enter in 

1991 after Med-Eng fought off a takeover attempt from a 

US-based competitor. At the time, Med-Eng’s only product 

was a protective helmet that went with another manufactur-

er’s bomb suit. 

 “In an effort to weaken Med-Eng’s bargaining 

position, the US firm bought the suit maker, then 

cut off supply. They bought the company thinking 

they could put us out of business,” says Med-Eng’s 

co-founder, Vince Crupi. “We either had to get in 

bed with them, or come up with our own suit.”

 Med-Eng chose the high road. Crupi and presi-

dent Richard L’Abbé took the resulting prototype 

– a less cumbersome, more protective suit and 

helmet combination with two-way radio tech-

nology – on a three-month tour to clients in 45 

countries. “We asked them what they thought of 

it, what needed to be done and asked them for 

input,” explains Crupi. Involving potential clients 

in the design process helped Med-Eng develop 

a superior suit and created immediate buy-in 

among their “consultants,” most of whom placed 

orders. Moreover, Crupi explains, the integrated 

suit gave Med-Eng new sales leverage: “It made 

us much more competitive. I don’t think we would 

have survived without the whole package.”4 

Med-Eng emerged victorious, stealing away the ac-

quiring firm’s market and wiping out their bomb disposal 

business. This type of gusto was a trademark of the Med-

Eng culture, where management believed in the product so 

much that they actually tested their suits with live bombs. 

Richard L’Abbé was surely the only CEO in the world to 

“blow himself up” for his company and 260 employees. 

L’Abbé had tested his product 19 times with the use of ex-

plosives such as C4 and dynamite—often enough to destroy 

a car.5  His tests and the faith he displayed changed public 

opinion that bomb suits were “little more than just body 

bags.”6  

Even after giving up on testing Med-Eng suits him-

self—after a noteworthy call from his life insurance agent—

L’Abbé’s attitude toward the company and its products was 

2 This phrase was a trademark of Med-Eng Systems Inc.
3 <http://www.med-eng.com/>
4 Bruce Livesay, “Great moments in marketing.” Profit Magazine. May 1998.
5 Ottawa Business Journal. October 20, 2003.
6 Ottawa Business Journal. October 20, 2003.
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steadfast. What had changed, however, was the security 

environment internationally. Terrorism and escalating 

conflict in many parts of the world led Med-Eng equipment 

to markets in over 140 countries worldwide. 

BACKGROUND
Richard L’Abbé graduated from the University of Ot-

tawa with a degree in mechanical engineering in 1979. He 

went to work briefly at Biokinetics (http://www.biokinetics.

com), with which Med-Eng still maintains a relationship for 

product testing. The Ottawa Business Journal (CEO Profile, 

October 20, 2003) recounts that in 1980:

 He was busy studying the mechanics of bodily 

injury when the company received a contract from 

the Royal Canadian Mounted Police to design a 

bomb-disposal helmet. When the president of the 

company approached L’Abbé to ask for some fresh 

ideas, L’Abbé sat down for three hours and drew 

a basic blueprint of what he thought the prototype 

should look like. After seeing the drawing, his boss 

replied, “That’s pretty cool, why don’t you build it?”

In 1982 Med-Eng sold one helmet to the German Fed-

eral Police for $4,000. In 1983, L’Abbé secured their first 

major sale to “a seemingly rude and arrogant gathering of 

potential clients in France”—six suit and helmet combos for 

$66,000.7  From that point on, things looked up in subse-

quent years (Exhibit 1). The First Gulf War led to “spectacu-

lar” sales in 1991. L’Abbé remarked:

 We were a one-product company for the first 10 

years of our existence and we’ve now diversi-

fied into new fields … the company is very dif-

ferent. Each year the company devotes a full 

four days to strategic planning to evaluate their 

current strategic direction, assess what’s work-

ing and what’s not working, discuss what’s loom-

ing on the horizon and make decisions about 

whether to shift direction or stay the course.8  

L’Abbé credits an executive seminar he attended where 

Clayton Christensen spoke as the impetus for Med-Eng’s 

disciplined progress. A few follow-up phone calls with the 

Harvard Business School professor, eminent for his in-

sights into innovation and disruptive technology, furthered 

L’Abbé’s resolve toward strategic planning and an entrepre-

neurial search for growth. 

PRODUCTS
Med-Eng Systems did not just produce equipment for 

the war on terrorism. Med-Eng produced a variety of inter-

related wares that were used for other purposes; however, 

most purchases were for police forces and defence organiza-

tions.9  The firm produced most of its ‘gear’ with a mix of 

sourced and in-house components and tried to integrate the 

ideas and concerns of stakeholders into the process. Med-

Eng was reputed for its top-notch research activities (often 

conducted with the input of customers, suppliers, and users 

of its equipment). Products sold by Med-Eng were subdi-

vided into six main areas of application: 

(1) Bomb suits and helmets. This 

product line represented the firm’s 

core competency and the firm had 

over 95% of global market share in 

this area. From the period 2002 

to 2005, this segment moved from 

80% of Med-Eng’s overall sales 

revenue to 20%, as the firm grew 

exponentially. While sales for this 

segment had remained steady, ef-

forts to diversify were proving fruit-

ful.

(2) Remote handling devices. Known 

as ‘hook and line kits,’ remote handling equipment was 

used to move explosive devices.

(3) Demining protective wear. Visors, helmets, hand 

protection, and footwear – including the company’s 

7 Catherine Morrison “Protective dress spells success for Med-Eng” Summit Magazine. November 1998.
8 Queen’s School of Business “Managing for Growth Report” Kingston, Ontario. 2003.
9 Med-Eng products could be ordered by a government body for official use; no products were available to the public. This was in contrast to 

companies that ‘cashed in’ on the public’s fear to sell bullet-proof vests, stab-proof clothing, and armour plating for residences and vehicles.
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trademark Spider Boot – were all party of its line of de-

mining protective wear. With millions of anti-person-

nel landmines still buried and thousands falling victim 

each year to landmines left from past wars, Med-Eng 

made it a priority to manufacture suits to safeguard 

those individuals in the field responsible for removing 

landmines (deminers). This line of business arose from 

a $2 million injection of venture capital in 1997, the 

year of Princess Diana’s treaty to ban landmines.

(4) Force protection outfits. Used to equip soldiers facing 

the threat of being hit by blast, fragmentation, flame, 

ballistics, and electronic (radio wave) weaponry, these 

suits were engineered to provide military personnel 

the best possible protection when faced with serious 

threat. This segment was pursued as it showed great 

promise in fulfilling US military need.

(5) Crowd management solutions. This line included gear 

for prison riots and public demonstrations where items 

such as Molotov cocktails, stones, and glass bottles 

posed a threat to the safety of a security force. Gloves, 

shinguards, helmets, and suits were tailored to this 

purpose. The outfits came in a variety of configurations 

and colours—depending on application. They could be 

worn ‘armour out’ to look tough or could be covered by 

loose clothing to look less intimidating.

(6) Personal climate systems. Cooling vests, specialized 

garments, and chillers were designed and built for use 

in high temperatures, but recent battlefield reviews 

from Iraq and Afghanistan were mixed. 

THE POLITICS OF BOMBS
Prior to September 11, 2001, Med-Eng took a variety of 

steps to diversify its business outside of conventional bomb 

suits and into other areas that might provide a more stable 

flow of revenues. Orders for bomb suits often fluctuated 

greatly and were sporadic in nature, so the company chose 

to look at areas of expansion that could smooth revenues 

while remaining within the firm’s core competencies. 

After a healthy influx of cash from US policing groups 

concerned with the possibility of a major bombing at the 

Salt Lake City Olympics in 2002, the firm invested in the 

development of body cooling systems to be used in conjunc-

tion with bomb suits and riot gear, in the hopes of secur-

ing a source of stable revenue. Furthermore, the company 

firmly believed that it could sell the cooling gear to industry 

at large10 — thereby further diversifying the firm’s target 

market. 

Until this point, Med-Eng’s primary customer base 

consisted of government organizations such as police forces 

and armies. The opportunity to sell outside of these groups, 

Med-Eng thought, would help the company weather future 

political storms and stabilize otherwise unpredictable cash 

flows. According to L’Abbé, large fluctuations in cash flow 

had pushed Med-Eng to adopt a policy whereby the com-

pany had “enough staff to supply a spike in demand, but not 

enough to satisfy that level of demand continually.” Selling 

other products to new markets year-round, he expected, 

would ease the stress arising from revenue swings that often 

“doubled or halved the firm’s output for a particular product 

over the course of a year.” 

Surprisingly, the company’s choice to enter the riot 

gear market in 2001, when it acquired a manufacturer by 

the name of Rovex V-Top, was a failure. Despite having 

received numerous orders prior to the 2001 Summit of the 

Americas in Québec City from Canadian police forces of all 

ranks, and receiving even more orders for gear in prepara-

tion for the Battle of Seattle (World Trade Organization 

meeting riots) in 2000, the firm’s sales in riot gear very 

quickly dried up for a number of reasons. First, only months 

after the conclusion of the meetings in Québec City, the 

events of September 11, 2001 sent the world into a state 

of panic. Though one might assume that this new political 

mood of fear and terror would spur on sales of equipment 

such as riot gear—the exact opposite occurred. 

After 9/11, public protests experienced a sharp decline 

as people chose not to involve themselves for two reasons. 

First, large public gatherings on US soil were seen as poten-

tial targets for terrorists seeking to take the lives of Ameri-

cans and second, protesting was regarded as ‘un-American’ 

or ‘anti-American.’ Dissenters defying government order 

were thought to weaken the stance of the US and destroy 

the solidarity needed to confront the threat posed by ex-

tremism. Altogether this meant fewer protests and far fewer 

orders of riot gear by police forces in the US (the biggest 

consumer of the product) and throughout the world. 

COMPETITION AND NEW ENTRANTS
In addition to the public mood shift leading to lower 

sales, the number of companies offering riot-type protec-

tive gear exploded, with many firms offering suits of varying 

degrees of quality throughout the world. Given the com-

parably low degree of technological complexity involved 

in manufacturing and building riot gear, firms from South 

America, China and other regions of Asia, and Eastern 

ENTREPRENEURIAL SEARCH: 

10 There was evidence that corporations—particularly outside North America—were interested in guarding the health and safety of employees 
routinely exposed to substantial heat.
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Europe all competed in the market.11  Whereas the develop-

ment of a bomb suit required a notable amount of R&D 

investment and advanced materials engineering,12  in con-

trast, designing and building a riot suit was an attainable 

task for a company without the same degree of technologi-

cal sophistication as Med-Eng. 

Med-Eng’s problems were further compounded as 

competitors chose to copy the company’s superior product 

design. This was a sizable issue in countries where local 

authorities wanted to buy suits from local companies, and 

also had little respect for the concept of intellectual prop-

erty. As a result, Med-Eng’s designs were reproduced and 

sold throughout the globe—illegally, under different brand 

names. Roughly seven or eight clones of Med-Eng’s product 

emerged on the world market and the firm twice success-

fully challenged and won injunctions against companies 

that stole Med-Eng’s product design. 

The firm held the Czechoslovakian government at ran-

som when they decided to order product from a local Czech 

company that had replicated Med-Eng suits; the govern-

ment was then forced to purchase the product from Med-

Eng after its courts recognized that their designs had been 

reverse engineered. Also, in Ecuador, the firm managed to 

protect its proprietary ideas after it hired a prominent local 

lawyer and law professor (with political connections) to take 

Med-Eng’s case. Despite these success stories in protecting 

the firm’s new riot gear suits, some major setbacks occurred 

as a result of foolishly filling one order. 

Med-Eng accepted an order of about 150 suits from 

China in 2001—which Chinese officials reassured would not 

be copied in any way. This purchase, L’Abbé mused, “rep-

resented a good order, but it was not huge—maybe a couple 

percentage points of annual sales for that product.” Within 

six months of delivering the product, a Chinese company 

began marketing an exact replica of the Med-Eng equip-

ment—just as L’Abbé had foretold. “They had obviously 

taken moulds of our gear,” remarked L’Abbé, “but there’s 

no way to know what the integrity of their stuff is.” After 

substantial investments in this product line, “we lost a good 

chunk of the market in a matter of mere months.” 

Ultimately, lagging sales, intense competition, and 

copycat products led Med-Eng to believe that their entry 

into this market would prove to be relatively unprofitable. 

The firm’s attempts to diversify its product line by entering 

the body temperature control market yielded similar les-

sons. After buying Delta Temax Inc.—a Pembroke, Ontario 

body cooling system maker—in January of 2001, Med-Eng 

focused on marketing its new acquisition’s line of refriger-

ated vests to industrial workers by presenting the idea to 

unions, management, and workers themselves. Med-Eng 

believed that this approach would open up considerable 

opportunity and lead to new orders from an entirely new 

market—thereby diversifying the company and steadying 

sales. 

CLOSING ONE DOOR, 
OPENING ANOTHER

The firm’s sales in the industrial sector flopped and by 

the summer of 2004, Richard L’Abbé decided to “pull the 

plug” on selling cooling apparel to the industrial market. 

Coinciding with this let down was a spark—the US Army 

began to face a dilemma in Iraq: troops located there were 

having difficulty tolerating the extreme heat of the Middle 

Eastern climate while driving often un-air conditioned 

vehicles and wearing several pounds of thick personal body 

armour and other heavy gear that acted as insulators trap-

ping body heat.

“This was expected to be a very profitable new market 

for Med-Eng,” remarked L’Abbé, “we hoped to see sales 

of our cooling devices to the US Armed Forces go into the 

stratosphere.” Med-Eng put to use some of Delta Temax’s 

sewing facilities to start manufacturing different items 

such as the bomb disposal suits. On the redeployment of 

resources, L’Abbé commented: “So, despite an unsuccessful 

bid at selling cooling systems in the industrial market, we 

managed to acquire a new skill set that could be used more 

generally in the manufacture of other products.”

SELLING “MADE IN CANADA” IN THE USA
Med-Eng’s Canadian identity had several interesting 

impacts on the firm’s ability to sell its products in the US 

and elsewhere internationally. The fact that Canada, under 

the leadership of Prime Minister Jean Chrétien, had decided 

in 2002 not to join the US-led ‘Coalition of the Willing’ to 

invade Iraq made the company an obvious target for criti-

cism that it was not playing on the right team to do business 

with the US. In the past, the Canadian aura had generally 

served Med-Eng well; Med-Eng benefited from the popular 

conception worldwide that Canadians were peacekeepers, 

polite, friendly, and a good dependable neighbour. 

11 V-Top’s guards for ankles, shins, knees, hips, and thighs had even been marketed to crash-prone downhill mountain bikers prior to  
Med-Eng’s acquisition of the company. 

12 Certainly Med-Eng’s R&D efforts had put the company sufficiently ahead that competitors were barely recognizable for much of the compa-
ny’s product offerings. And Med-Eng did not rest on its laurels; more and more money was ploughed into product development every year. 
On several occasions, Med-Eng has availed itself of help from the National Research Council’s Industrial Research Assistance Program.
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US defence contractors from countries supporting the 

Iraq invasion were generally given preferential treatment, 

whereas Canadian defence contractors were in many ways 

left out. Med-Eng’s position as a contractor that sold mainly 

to non-defence markets meant that the firm did not bear the 

full brunt of the Bush administration’s retaliation. Med-Eng 

did, however, get labelled with the stigma that it came from 

a country that did not support the US position on the ‘War 

on Terrorism.’ This label, L’Abbé lamented, “had a huge 

effect” on Med-Eng’s ability to sell itself in the US, where 

government and police forces were clamouring for bomb 

disposal gear. The fact that the firm controlled 95% of the 

market and was the internationally recognized leader in this 

market meant that US military and government agencies 

had little choice but to buy from the firm, while at the same 

time Med-Eng scrambled to come up with a solution that 

was patriotism-proof. 

Med-Eng needed to formulate a way to meet require-

ments of a US law known simply as ‘the Berry Amendment,’ 

which stated that “funds made available to the Department 

of Defense” may not be spent on apparel items (clothing 

and other fabricated materials) “unless it is grown, repro-

cessed, reused, or produced in the United States.” In order 

to satisfy this law, in the spring of 2005 Med-Eng estab-

lished a branch plant in Ogdensburg, New York, less than a 

kilometre from the Canadian border. 

The Med-Eng facility, located on the shore of the St. 

Lawrence River, could be reached from Med-Eng’s Cana-

dian headquarters in Ottawa, Ontario by car in less than 

an hour as the city is immediately south of Ottawa. Ac-

cording to L’Abbé, “the move was of strategic importance 

since the Ogdensburg facility could now supply US military 

demand for goods ‘made in the USA’ by Med-Eng.” The firm 

had previously attempted to get exempted from the Berry 

Amendment by seeking a signoff from the US Department 

of Defense and its then head, Secretary of Defense Donald 

Rumsfeld, but failed to receive this. L’Abbé remarked, “we 

almost got the waiver back in 2002, but even with it—as a 

Canadian company—you really need somebody down their 

[in the US] fronting your product.”

After contemplating several bids for substantial con-

tracts, Med-Eng discovered that, for the most part, lucrative 

US Government contracts were awarded to large US com-

panies with good connections and a strong presence in the 

US. This meant that, as a medium-sized Canadian company 

with revenues below the US $100 million mark, chances 

of single-handedly succeeding in a bid for a sizable US 

contract were slim. For this reason, the company pursued 

partnering with large US firms for larger contracts (over US 

$20 million). These contracts for military equipment for the 

US foray into Iraq were often widely publicized and criti-

cized by political pundits; fearful of this, few elected officials 

wanted to hand out a contract of this nature to a foreign 

company. Avoiding this dilemma through partnerships, 

while securing big contracts with US defence contractors in 

need of equipment, was a promising avenue for Med-Eng. 

Furthermore, according to CEO Richard L’Abbé, “getting 

with the right partner could mean receiving additional sup-

port in other areas—it could be a new source of knowledge 

and skills.” 

IPO POTENTIAL
As Med-Eng grew, those on both the outside and inside 

began to ask whether a company with revenues in excess of 

$50 million would be better served as a publicly held firm. 

L’Abbé and many others in the firm were convinced that the 

volatility of the company’s revenues would disappoint ana-

lysts and create an element of instability. L’Abbé knew that 

because of their client base and trends in police and defence 

spending, revenues could not be steadied to the extent that 

investors would tolerate and that fickle investors would not 

appreciate the company’s business structure. According to 

L’Abbé, “sometimes, you have to have a bad year before you 

can have a great year.” Besides, L’Abbé felt Med-Eng would 

not want to have to “drop its pants in front of analysts every 

quarter just to make them happy.” The firm’s CEO was 

convinced that being privately held meant that the company 

could operate free of the rhetoric and pressures of investors 

looking for a steady return. The nature of the company’s 

product also meant that publicly announcing new innova-

tions and strategies would be infeasible. Altogether, despite 

the firm’s size, being privately held meant freedom from un-

due scrutiny coupled with better control over the company’s 

direction and secrets.13  In some instances, Med-Eng had to 

conceal certain information from employees, so disclosing 

these secrets to the public would never be an option.14  

On top of that, thus far Med-Eng had been successful 

in getting enough private venture capital to grow. The firm 

received one round of financing in 1997 of $2 million, and 

ENTREPRENEURIAL SEARCH: 

13 This is not to say the company received little critical feedback. On the contrary, a board of advisors was often scathing, asked serious  
questions, and kept L’Abbé and the entire organization in check. L’Abbé was quick to give credit to the advisors for their positive influence, 
saying “this was certainly not a group of ‘yes men’.”

14 Ma  
Little effort was made to correct these inaccuracies. Even the company website listed the names of no employees, only job titles;  
email addresses contained neither first names nor last names, merely job descriptions (e.g., sales, R&D, recruiting, etc.).
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received a second round in 2000 when upper management 

had a run-in with the board of directors. Management’s 

vision for Med-Eng conflicted with that of the board, so in 

early 2000, Schroders & Associates Canada Inc. (http://

www.schroders.ca), a buyout group from Montréal, Qué-

bec was approached by Med-Eng management “to buy out 

the equity participation of a group of four inactive private 

investors who sought to realize their investment.” Med-

Eng received approximately $12 million in venture capital 

needed to rid itself of directors who were critical of CEO 

Richard L’Abbé. Less than four years later, Mr. L’Abbé was 

named ‘CEO of the Year’ by the Ottawa Business Journal as 

revenues skyrocketed. 

AFGHANISTAN, IRAQ, AND BEYOND
Leaning back at his desk in his Ottawa office, Richard 

L’Abbé, CEO and a co-founder of Med-Eng Systems, looked 

out the window as employees streamed into the parking lot 

on a cold autumn morning. It was October 2006 and maple 

leaves were changing colour from green to yellows, oranges, 

and reds. The US Department of Homeland Security threat 

advisory colour schema was currently at the midpoint of 

the scale: Yellow “Elevated: Significant risk of terrorist at-

tacks.” The next higher level of terrorist threat was Orange, 

which was divided into two degrees of severity and had been 

activated eight times in the four years since the scale was 

introduced. The first Red alert—the highest likelihood of 

terrorist attack—occurred in mid-August 2006. Military op-

erations in Afghanistan and Iraq seemed likely to continue. 

Med-Eng products were increasingly playing a protective 

role in active combat. 

A number of defence contractors were working on per-

sonal microclimate cooling systems. There were those worn 

by the dismounted warfighter—as such, the cooling vest 

was typically a heat activated cold pack that would absorb 

the wearer’s heat; alternatively there might be a source of 

power circulating air around the torso to provide cooling. 

For the mounted warfighter, weight and power were less of 

a concern. The soldier could be hooked up to a system that 

cycled refrigerated fluid through a vest. According to one 

soldier returning from Iraq, “You kind of get used to being 

shot at, but you never get used to being hot.” 15 

Med-Eng’s cupola protective ensemble (CPE) was an 

integrated system combining both personal safety and cool-

ing. The CPE was worn by the gunner exposed on top of an 

armoured HUMVEE. The CPE’s cooling system might also 

serve in other settings. Dave Hatcher, manager of strategic 

business development at Med-Eng commented, “We’re 

looking at numerous other applications. If you look at the 

Abrams, the Stryker, or the Bradley, any one of the vehicles 

could take that type of cooling system to cool the individu-

als inside of the vehicle.”16  While the cooling system portion 

of the ensemble had multiple applications and competitors; 

the defence portion of the CPE seemed to have at least one 

more competitor than it did applications. A CROW (com-

mon remotely operated weapons station) could replace the 

exposed gunner. A turret with camera and weapons permit-

ted the soldier to remain inside a vehicle to view a computer 

screen with one hand on a joystick. At US $200,000 or US 

$250,000 per fitting, they were an expensive alternative. 

WHAT NEXT?
Med-Eng needed to increase its markets and find new 

ways of ensuring sustained revenue growth. The simple fact 

was that the world had a finite number of police depart-

ments and new growth would have to emerge from some-

where. War was becoming a foreseeable constant. There 

would likely always be a need for manned weapons and the 

CPE could play a role in protecting gunners in Stryker in-

terim armoured vehicles and up-armoured trucks. Because 

the CPE was derived from the EOD (explosive ordnance 

disposal) suits, the product met US Department of Defense 

approval in just 10 weeks in 2005, including blast tests at 

Aberdeen Proving Ground. Med-Eng’s CPE had been in ser-

vice with US troops in Iraq since January 2006. With much 

on his mind, L’Abbé reclined in his chair and pondered the 

future. 

The company had been through ‘growing pains.’ A 

decent cadre of middle managers was in place and L’Abbé 

was confident that his marketing and sales teams were 

taking initiative. It took some time for them and him to get 

used to changing roles and responsibilities—things now 

ran smoothly; freedom, independence, experimentation, 

and exploration were the norm. While these had always 

been strengths of engineering and design within Med-Eng 

Systems, moving these characteristics from the lab to the 

market had taken effort. Cutting-edge science was not 

enough, there needed to be similar thinking in approaching 

the marketplace. Getting entrepreneurial traits to migrate 

was not easy; sometimes the solution had been to replace 

rather than remould an employee. L’Abbé recognized that 

he could no longer hold onto everything, but he still knew 

about—even if not first hand—everything that was going on. 

If he had to go on holiday, the place could run without him. 

He had given his teams room to fail—and they had—but 

they got it right most of the time. The ‘Midas touch’ had 

15 Scott R. Gourley “Chill Out” <http://www.special-operations-technology.com/>
16 Scott R. Gourley “Chill Out” <http://www.special-operations-technology.com/>
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spoiled them in the past, but at this point only hard work 

and logic was responsible for their ongoing success.

In the Fall of 2006, Richard L’Abbé was at a crossroads. 

Both the entrepreneur and his enterprise were doing well, 

but there was so much more ahead for both of them—their 

futures looked bright. What should L’Abbé do? If you were 

in his position, what would you do? 

EPILOGUE
On October 3, 2006, Richard L’Abbé stepped aside and 

Danny Osadca (a member of Med-Eng’s board of direc-

tors since July 2004) was appointed President and CEO 

of Med-Eng Systems. Less than a year later, at the end of 

September 2007, Danny Osadca was out the door as Med-

Eng was acquired by Allen-Vanguard for CDN $650 million. 

Shortly thereafter, the Canadian Venture Capital & Private 

Equity Association named Richard L’Abbé ‘Entrepreneur 

of the Year’ for 2008. In April 2009, Allen-Vanguard was 

“in talks” to be taken private by a new U.S. investor, in the 

aftermath of a failed takeover and recapitalization plan by 

Tailwind Financial.17  In May 2009, as expected, this deal 

failed, too, and Allen-Vanguard continued to report quar-

terly losses (a mixture of impaired goodwill and intangible 

assets, exchange rate fluctuations, and other operational 

factors), despite some pretty sizable orders for product.18  In 

September 2007, Allen-Vanguard hit a high of $11.95 per 

share; in December 2008 it hit a low of 6.5¢ per share and 

by May 2009 Allen-Vanguard’s market capitalization was 

around $15 million with shares trading at 12 to 15¢.

LESSONS LEARNED 
Certainly it is not unusual for founders to be pushed 

aside by those (investors, directors, outsiders, etc.) who 

think they can do better. And 

sometimes those interests 

can do better than the entre-

preneurs at the helm of the 

enterprises they started. But 

not always. Being pushed 

aside may not be all bad. 

Sometimes the financial 

rewards are significant and 

it leaves those ousted the 

opportunity to move on to 

other interests—personal or 

professional.

Under Allen-Vanguard’s 

umbrella, Med-Eng’s 

product line was extended further. Although already mov-

ing into electronics, this was accelerated. With increasing 

sophistication in ordnance detonation (radio controlled), it 

was important to match that technology with an advanced, 

high-tech response (bomb jammer). The U.S. military had 

been an important angle for Allen-Vanguard and building 

on those channels, Med-Eng resources were deployed in 

that direction. New product offerings included vehicle seats 

that could protect the occupant from a blast. As expected, 

the seat was armoured, but it also dampened the shock—in-

cluding having the occupant’s feet and legs off the floor. In 

addition, the seat cradled the occupant as the vehicle and 

occupants recovered (‘came down’) from a blast. Allen-Van-

guard also much more formally offered an array of services. 

While having a “service tail” for products is important, for 

military clients this is often not part of government bids. 

And just because Richard L’Abbé made it all look easy, 

does not mean it was. Tiger Woods makes the game of 

golf look relatively simple, but his efficiency and aptitude 

disguise the challenge and true effort necessary. Replacing 

leadership is a serious matter. Succession remains a grave 

concern for enterprises of all shapes and sizes. So, too, does 

altering a company’s trajectory. Richard L’Abbé had worked 

on strategy consciously and consistently, but much of Med-

Eng’s evolution would be hard to articulate. A vacuum is 

generally felt in the absence of the company founder. While 

no details of transition are known, employee morale post-

founder often deteriorates. Certainly the 15% workforce 

reduction and other efficiency measures must have caught 

employees’ attention and raised concern. 

Exhibit 1: Med-Eng Systems Inc.’s Revenues

ENTREPRENEURIAL SEARCH: 

17 Dealflow “Private practice?” Ottawa Business Journal. 13 April 2009.
18 Allen Vanguard Press Release 14 May 2009. 
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Abstract: A growing, diversified 
customer base is one of the measures 
of a successful small enterprise. 
Yet how many entrepreneurs can 
honestly say that their business is 
fully exploiting this resource? There 
have been a number of interesting 
advances in management practice in 
the area of customer analysis and the 
use of customer ‘profitability tiers’ to 
refine service offerings and market-
ing programs. This article reviews the 
implications for medium-sized enter-
prises, and provides some practical 
implementation guidelines. 

Résumé : Une croissante et di-
versifiée base de la clientèle est 
l’une des mesures de réussite d’une 
petite entreprise. Pourtant combien 
d’entrepreneurs peuvent honnête-
ment dire que leurs affaires exploit-
ent entièrement cette ressource? Il 
y a eu un certain nombre d’avancées 
intéressantes dans la pratique de 
gestion dans le secteur de l’analyse 
de la clientèle et l’utilisation de 
paliers de rentabilité de clients pour 
améliorer des offres de service et 
des programmes de commercialisa-
tion. Cet article passe en revue les 
implications de ces techniques pour 
des entreprises de taille  moyenne et 
fournit quelques directives pratiques 
d’exécution.

INTRODUCTION

F
 

EW BUSINESSES have the luxury of being 

able to commit scarce resources and valuable 

employee time to unprofitable accounts; this 

is particularly true within the current hostile economic 

climate. Similarly, few can afford to lose valued clients to 

their competitors. Thus, as corporations strive to improve 

their relationships with key customers and transform 

unprofitable accounts into profitable ones, the theme of 

how to better measure, manage, and improve customer 

profitability is taking on increasing importance. 

Contemporary research in this field (Howell and 

Soucy, 1990; Mittal, Sarkees, and Murshed, 2008; Ryals, 2006; Van Raaij, 2005, Zeithaml, 

Rust, and Lemon, 2001), has spawned a number of management concepts: Customer 

Profitability Analysis (CPA), Customer Lifetime Value (CLV) – a performance measure of 

long term customer worth – and Customer Value Management (CVM). The focus here is on 

customer profitability and value, rather than the traditional emphasis on product profitabil-

ity and customer satisfaction (Gupta and Lehman, 2007). In addition, there is an emphasis 

on managing your portfolio of customers as a long-term resource.

These efforts have largely been confined to the corporate arena – hence, the purpose of 

this article is to provide an overview of recent developments in this area and explore their 

applicability to the medium-sized enterprise. 

MANAGING A DIVERSE CUSTOMER BASE 
All Customers are not Created Equal

Medium-sized enterprises, be they business-to-business (B2B) or business-to-consum-

er (B2C), will have often reached the stage where they are catering to a surprisingly diverse 

set of customers, from those that place regular, high-margin orders to others who consume 

inordinate amounts of company time and resources, whether through custom orders, 

repeated product returns, persistent payment delinquency, and/or frequent requests for 

technical support. With the exception of emerging SMEs, micro-enterprises, and businesses 

that serve a homogeneous or concentrated set of customers, Pareto’s well-known ‘80/20 

rule’ would seem to be alive and well: 80 percent of the day-to-day problems can be attrib-

uted to 20 percent of the client base (or conversely, 80 percent of company profits are being 

generated by only 20 percent of customers). 

A clear understanding as to how and why there are large variations in profitability 

within the customer base is pivotal if the business is to achieve a more balanced situation. 

This will require that the company assemble customer-specific information, ranging from 

frequency and volume of purchases, to ‘returns and allowances’ experience. In the absence 

of such data, management will, for instance, be prone to overestimate the true value of its 

high-volume customers, some of whom may require extensive levels of support. Alternately, 

some accounts might be unfairly labeled as ‘marginal’ simply due to the absence of a pricing 

system that would account for the cost of services supplied before, during, and after the 

sale. 

A clear understanding 

as to how and why there 

are large variations 

in profitability within 

the customer base is 

pivotal if the business 

is to achieve a more 

balanced situation.
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A comprehensive evaluation of existing customers pro-

vides the critical starting point here. This enables manage-

ment to identify, for example, customers who ought to be 

generating higher returns, as well as those who are infl icting 

disproportionate costs on the business. 
Applying the Concepts of Customer 

Value Management

The practice of analyzing customer traits as part of a 

market segmentation process is a fundamental precept of 

marketing management. What differentiates the current 

approach is the tracking of costs and revenues for different 

customers, thereby capturing their underlying value to the 

fi rm (Zeithaml et al., 2001); this method utilizes ‘profi tabil-

ity tiers’ as opposed to the traditional market segments. As 

a result, it is possible to gain new insights not only into how 

customer groups differ in their response to marketing ini-

tiatives, but also into the cost-effi ciency of certain services. 

An illustration of the concept is provided in the accom-

panying “CVM in Practice” sidebar, which describes the ex-

perience of an Ontario-based medium-sized enterprise. In 

that particular situation, the resultant action plan focused 

on the opposite ends of its spectrum of customers – man-

agement evidently wanted to solidify its relationships with 

its top clients, while staunching the fl ow of red ink from its 

low-end accounts. In other cases, it may be more advanta-

geous to focus on the middle tier(s), i.e., those clients who 

have the potential to evolve into ‘top level’ contacts, perhaps 

through up-selling or more personalized service.

The approach used in this actual example was relatively 

informal and relied on a good deal of management intu-

ition. This is consistent with the dictum that the “…analysis 

can be crude and simple and even incomplete, yet still ef-

fective at providing valuable customer profi tability infor-

mation” (Society of Management Accountants of Canada, 

2000: 12). Still, it is worth noting how this low level of 

rigour – while justifi able for the smaller fi rm – contrasts 

sharply with the extensive CLV databases and sophisticated 

statistical models in use within many larger corporations. 

Consider the level of complexity built into the “Einstein” 

system at First Union (a major U.S. bank): as customers call 

in, their ranking is computed instantaneously and a co-

lour code alerts the service representative as to the level of 

customer support that is warranted. This is an illustration 

of state-of-the-art Customer Relationship Management, a 

powerful, yet expensive marketing tool, which is obviously 

beyond the reach of the SME, given the attendant require-

ments of database software, data mining analytics, call 

center technology, etc. 

For the medium-sized enterprise, the depth of the 

analysis and the precision of the classifi cation process are 

of much less importance than is the designing of a func-

tional system that moves the organization towards a better 

understanding of both the actual and potential profi tability 

of respective customers (Matthews, 2006). In the case of 

the B2C enterprise, even a cursory review of buying pat-

terns may reveal that the high-value consumers tend to 

learn about your services from similar sources or reside in 

a certain geographic area. Consider the case of the small 

photography studio that utilized desktop mapping to iden-

tify key zip code areas that were associated with its highest 

revenues. This data enabled the business to target its pro-

motional efforts on a smaller trade area (Rubin, 2002).

CVM in Practice
A well-established third generation family business 

was encountering severe fi nancial diffi culties during 

the late 1990s. With the help of a consultant who was 

brought in by the local branch of an economic develop-

ment agency, management found that 80 percent of 

its sales were being generated by only 10 percent of 

its customers. There were an inordinate number of cus-

tomers who were, in effect, destroying value through 

a combination of sporadic small orders, slow payment 

habits, and detailed technical specifi cations. Conse-

quently, the owner-manager of this $4 million business 

worked with his key managers and the consultant to 

develop a classifi cation system whereby each of the 289 

customers was placed into one of fi ve categories (1 = 

highest value; 5=highly unprofi table), based on ratings 

of the following characteristics: 

1. complexity of a typical order’s 

technical specifi cations;

2. payment habits; and 

3. demands for price conces-

sions and/or special delivery

Among the specifi c policies that emerged from this 

review were: i) the stipulation that down payments 

accompany orders beyond a certain size from “Type 5” 

clients; and ii) the application of preferred pricing on 

orders from “Type 1” clients.
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“…many customers are too costly to do business with and 

have little potential to become profi table, even in the long 

term. While companies may want to treat all customers 

with superior service, they fi nd it is neither practical nor 

profi table to meet … all customers’ expectations…in most 

cases it is desirable for a fi rm to alienate or even ‘fi re’ at 

least some of its customers. While quality advocates may 

be offended by the notion of serving any customer in less 

than the best possible way, in many situations both the 

company and its customers obtain better value” 

SOURCE: Zeithaml et al. (2001:118)

A Framework for Action
The fl ow chart depicted in Figure 1 can be used as a 

practical guide for applying the basic principles of CPA and 

CVM to the small business setting. The inaugural steps 

require the systematic collection of transaction data (e.g., 

demographic information, frequency and size of purchases, 

variety of products/services used, servicing costs incurred) 

followed by a review of the existing customer base to 

delineate the factors that are most useful in distinguish-

ing between customers. At the same time, there should be 

an effort to learn from those customers that have defected. 

These initiatives should involve all of your key personnel 

and could very easily be part of a larger agenda at an annual 

employee retreat.

As outlined in Figure 1, after completion of the research 

and analysis phases, the customer base must be organized 

into subgroups, using metrics that have the greatest rel-

evance to the seller. In order to be useful for decision-mak-

ing, it is essential that each segment has a distinct profi le.

The next issue is how to best act on this intelligence. 

This decision phase (as depicted in the bottom right of Fig-

ure 1) will encompass such specifi c questions as:

· Are customers fully aware of our 

range of products or services?

· Do our prices fairly refl ect the cost of our ser-

vices? Perhaps it is time to renegotiate prices.

· Should we be instituting, for instance, 

down payments on large orders or ex-

tra charges for on-site service?

· Can we fi nd cheaper ways of keeping our high-

maintenance accounts (e.g., self-serve options)? 

· How can we encourage greater use of our web-site? 

A key dimension of this framework is the establishment 

of specifi c and measurable targets for each category. Finally, 

there must be provisions for periodic review, so that as new 

information becomes available (substantial data can easily 

be collected at the physical point of purchase or via web-

based transactions), adjustments can be made; particu-

larly if management is dissatisfi ed with the overall results 

in terms of retaining its valued clients and upgrading the 

‘average’ ones.

THE CUSTOMER DIVESTMENT DILEMMA
The business press is replete with stories about cor-

porations ‘fi ring customers,’ a practice that seems to be 

most common in the insurance and banking sectors, both 

of which, coincidentally, are characterized by a wealth of 

account data. Companies that have embraced this practice 

(Allstate Insurance, Sprint Nextel, and Federal Express 

Corp., to name a few) would share the following perspec-

tive. 

Figure 1: A Customer Analysis Template

Similarly, a recent U.S.-based study of 38 executives 

in larger corporations revealed that 85 percent had already 

taken steps to divest their companies of particular custom-

ers. The reasons cited included poor customer profi tability, 

the negative impact on employee morale of serving these 

customers, inadequate capacity (fi nancial, physical or hu-

man resources), and shifts in corporate strategy (Mittal et 

al., 2008).

Nonetheless, as we turn our attention to smaller enter-

prises, any initiative to dispense with low-value customers 

should be seen as a very high-risk endeavour. It is a central 

proposition of this article that in all but the most extreme 
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cases, the priority should be to try to change consumer 

behavior or find new ways of dealing with them. The costs 

of identifying and acquiring new customers clearly far 

outweigh the costs of retaining (and perhaps rehabilitating) 

existing ones. 

In addition, there is the hazard of over-reliance on his-

torical data, which may signal abandonment of a customer 

even when there may still be unrealized ‘lifetime value’. For 

example, if we are able to eventually secure a ‘fair share’ of 

their business, today’s lower-tier customer might emerge as 

a valued connection. 

Customer retaliation is another concern. There can 

be serious public relations repercussions if the small firm 

is perceived to be walking away from certain customer 

segments. Rightly or wrongly, as the news is disseminated 

through web sites and blogs, even those who are not ac-

tive clients may form negative opinions of the business. 

The optics are hard to control and may impact even your 

valued clients. Moreover, many medium-sized firms play an 

important role in the local community and certainly do not 

want to convey the impression that they are abusing their 

ethical obligations. There can also be a negative impact on 

the morale of employees, who may be confused and even 

disturbed by any sudden departure of clients (Mittal et al., 

2008). Sales personnel, in particular, will have difficulty in 

accepting the idea that business from existing clients should 

be turned away.

Accordingly, rather than thinking in terms of culling 

undesirable accounts, it would be much more prudent, as 

noted earlier, for small business managers to treat the cus-

tomer base as a long term resource. 

1. For problem customers, even if the current relation-

ship seems to be beyond repair, take steps to adjust 

the terms of business, whether via prepaid fees, 

more stringent credit terms or shifting to some of 

the lower cost options noted in the previous section. 

2. Establish a more discriminating policy in terms of 

taking on clients in the future. The aforementioned 

detailed review of the client base will be helpful 

in terms of training front line salespeople to rec-

ognize the telltale signs of low-value prospects. 

In the end, however, the prospect of continuing losses 

will be the most realistic expectation for certain accounts. 

Therefore, as a last resort, management must determine 

how to best sever its relationships with these ‘incorrigibles.’ 

For instance, some will simply refuse to accept price in-

creases or new fee structures. While the different approach-

es to account termination take us beyond the scope of this 

paper, it is evident that this represents a very delicate public 

relations challenge and that timely, open, and direct com-

munication will help to mitigate any negative consequences 

(Mittal et al., 2008).

CONCLUDING REMARKS
With many small business managers readily admitting 

that they devote too much time and effort to marginally 

profitable or even unprofitable accounts, the CVM paradigm 

could well be a viable platform for alleviating these pres-

sures. This approach entails managing the customer base 

as a long-term investment and, more specifically, engaging 

in an in-depth review of customer activity to define distinct 

groupings of customers. 

This article presents a set of practical guidelines 

designed to help identify any untapped value within the 

current base of customers. Beyond the tangible outcomes, 

one cannot overlook the intrinsic benefits of the process 

itself – besides serving as a valuable communications tool 

in terms of keeping key staff members informed, it provides 

the opportunity to revisit existing marketing programs and 

gain new insights into customers’ behavior. 
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Abstract: The paper reports the re-
sults from a recent study of indepen-
dent sales contractors of direct selling 
companies in Canada. The increased 
participation of ethnic minorities in 
the industry is explained by societal 
failure with respect to economic inte-
gration, as well as the entrepreneurial 
orientation of these newcomers.

Résumé : L’article rapporte les 
résultats d’une étude récente des 
entrepreneurs indépendants dans le 
secteur de vente directe au Canada. 
La participation croissante des 
minorités ethniques dans l’industrie 
de vente directe est expliquée par 
l’échec social en ce qui concerne aussi 
bien l’intégration économique que 
l’orientation entrepreneuriale de ces 
nouveaux arrivants au Canada. 

Direct Selling as Microenterprise

W
 

HILE THERE IS LACK OF CONSENSUS 

on a definition of microenterprise (Bates 2005), 

these businesses are typically characterized 

as having few, if any, employees beyond the owner (Schaper, à 

Campo, and Imukuka, 2005). Researchers do agree that micro-

enterprise is by far the most common form of business enterprise 

(Schaper et al., 2005) in developed and developing nations. 

Moreover, microenterprise is seen as an essential element of 

economic development in depressed urban and rural areas and 

an important source of income for those who are under-em-

ployed or have limited access to conventional forms of employ-

ment. As a result, the effectiveness of various government and 

nonprofit agency funded initiatives in support of microenterprise 

has received considerable research attention (Bates, 2005; Kolo, 

2006). 

In contrast, direct selling – the personalized, direct-to-consumer marketing of con-

sumer products through a non-store, retail channel – has received relatively little attention 

in the entrepreneurship literature. And yet, the direct selling industry has as its founda-

tion microenterprise. Specifically, the independent sales contractors (ISCs) responsible for 

marketing products in this direct to consumer channel are independent business owners 

who receive a pecuniary payment (e.g., commission on consumer sales) for their efforts. 

The ISCs of direct selling share most of the characteristics of microenterprises identified by 

Rhyne and Otero (1994): small start-up capital requirements, short-term planning cycles, 

high turnover, wide variety of businesses, and embeddedness in larger household/family 

units (Rhyne and Otero, 1994). Self-employed ISCs are also home-based, and as such would 

be categorized by DeGarmo (1996) as micropreneurs.

According to World Federation of Direct Selling Associations (WFDSA) estimates, 

the direct selling industry generates approximately US $105 billion in global retail sales 

through the activities of more than 61 million independent sales contractors (ISCs). In 

Canada, the 41 members of the Direct Sellers Association (DSA) generated $1.96 billion in 

sales revenue in 2003, accounting for over 16% of Canadian non-store retail sales. In that 

same year, there were over 1.3 million Canadian ISCs involved in direct selling activities 

(DSA and WFDSA, 2006).

Although its door-to-door selling (e.g., Avon) and in-home party (e.g., Tupperware) 

roots are in North America, contemporary direct selling is sophisticated, professional, 

and international, driven by technological advancements (e.g., internet) and globalization 

(King and Robinson, 2000). Direct selling offers consumers a unique shopping experi-

ence characterized by convenient, personal, and knowledgeable service, quality products, 

and excellent value for money. Direct selling also offers consumers access to a much larger 

assortment of products than can be provided by traditional retailers that face shelf space 

limitations. Interestingly, the ability to provide consumers with greater market access to 

goods and services was a fundamental characteristic of microentrepreneurs in Bangladesh 

(Mondal, 2002).

Direct selling offers 

consumers a unique 

shopping experience 

characterized 

by convenient, 

personal, and 

knowledgeable 

service, quality 

products, and 

excellent value for 

money.
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Although individuals become involved in direct selling 

for a variety of reasons, one of the most common is that it 

offers a low-risk entrepreneurial opportunity. Indeed, one 

of the most attractive features of becoming an ISC is the 

modest startup cost: the median fee for a “starter kit” in the 

U.S. is only $70 (Johnson, 2007). Like other entrepreneurs, 

ISCs are responsible for their own success, and must have 

the drive and perseverance required to build a prosperous 

business. However, in comparison with more conventional 

entrepreneurial ventures, ISCs benefit from the established 

products and support materials available from the direct 

selling firm. Consequently, ISCs face less uncertainty and 

fewer risks. 

Minority Participation 
in Direct Selling

Direct selling, due to its low barriers to entry (e.g., cost 

of sample kit) and flexible work schedule, has always been 

an “equal opportunity” industry, and the majority of ISCs 

continue to be women. And while evidence of the industry’s 

inclusiveness is abundant, the participation of minorities 

was relatively limited until the past decade. According to 

the DSA, a typical ISC at the time was “a 43-year-old, mar-

ried, Caucasian woman who had completed some college 

courses, had no temporary or permanent disabilities and 

spoke English at home.” As an indication of limited ethnic 

diversity, Asians accounted for only 1% of the ISCs in 1998 

(DSA, 2006). However, a few direct selling organizations 

have attracted large numbers of minority participants. For 

instance, the ISCs and customers of Artistic Impressions 

Inc., a direct selling company founded in the early 1980s, 

were primarily African-Americans (Camerius and Clinton, 

1998). 

The industry is currently being challenged to “retain its 

professional, upscale, serious demeanor while opening itself 

to recruits from other walks of life” (King and Robinson, 

2000, p. 136). This challenge is primarily driven by the de-

mographic changes in North America. For instance, in the 

five years between 2000 and 2004, Canada’s ethnic popula-

tion grew by more than 1.1 million, accounting for roughly 

70% of the country’s population growth. This increasing 

ethnic diversity has significant implications for the direct 

selling industry. First, it identifies a growing market seg-

ment with tremendous growth potential. Indeed, the popu-

larity of direct selling in certain countries (e.g., Asia and 

Africa) suggests that direct selling may have a strong appeal 

in certain cultural and economic contexts (e.g., Sargeant 

and Msweli, 1999). Second, direct selling organizations will 

have to seriously formulate a strategy to recruit and sell 

to these ethnic groups if they hope to capitalize on these 

growth markets. It is widely acknowledged that a common 

ethnic identity and cultural similarity can positively influ-

ence business relationships (Lin and Guan, 2002).  

While no formal statistics have been reported, there is 

evidence of increased ethnic diversity within the direct sell-

ing industry. For instance, during interviews DSA member 

company executives (see Appendix 1 for details of the inter-

view methodology) repeatedly identified the diversity and 

growth of the ethnic market as the most significant trends 

facing the industry. While varying from one organization 

to another, and from one product or service to another, the 

industry has witnessed increased participation amongst all 

major ethnic groups, and most prominently among East In-

dians, Chinese, Russians and Hispanic/Latino Mexicans. To 

attract and serve these ethnic markets, direct selling firms 

have developed, or are in the process of developing, unique 

product formulations, multilingual packaging, catalogues, 

and recruiting materials. In fact, the executives from some 

firms indicated that some ethnic groups have already grown 

large enough to warrant unique training sessions, recogni-

tion events, and marketing programs. Moreover, company 

officials indicated that their companies look to these ethnic 

groups as a valuable source of information when pursu-

ing international expansion.  Indeed, expatriate ISCs are 

commonly called upon to assist the direct selling firm with 

international expansion efforts by helping to open up their 

previous “home market.”

Ethnic ISC Participation: Necessity or 
Opportunity-Driven Entrepreneurship?

A DSA study contracted in 2007 (see Appendix 2 for 

details of the study) sought to identify characteristics of the 

minority ISC and to determine what, if any, characteristics 

were distinct between them and their Caucasian counter-

parts in the direct selling industry. Preliminary findings 

show that, compared to their Caucasian counterparts in the 

direct selling industry, minority ISCs: 

· are more likely to represent young-

er and older cohorts

· have more years of formal education 

· are more likely to be unemployed

· are more likely to have a profes-

sional occupation, if employed 

· are more likely to be involved in multi-level 

than single-level compensation plans

· spend more time in recruiting and cli-

ent service activities
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Among the minority ISCs, we identified two distinct 

groups. Members of the first group tend to be female, do 

not have college education in North America, do not speak 

English well, and do not have a full-time job other than 

direct selling or other small business. The second group is 

comparatively smaller and its members tend to be male, 

are highly educated in North America, speak fluent English, 

and have a professional job besides direct selling. 

Fajnzylber, Maloney, and Rojas (2006) suggested that 

the decision to pursue microentrepreneurship may be either 

involuntary (i.e., made by those lacking access to salaried 

employment because of language, education, or experi-

ence) or voluntary (i.e., made by those with managerial or 

entrepreneurial abilities and a desire for financial indepen-

dence). Gray, Foster, and Howard (2006) referred to the 

first group of entrepreneurs as “necessity” driven and the 

latter group as “opportunity” driven. The current research 

revealed that the ethnic ISCs actively engaged in direct sell-

ing were similarly motivated. On one hand, necessity-driven 

ISCs were more likely to be unemployed, such that direct 

selling represents a critical source of income. On the other, 

opportunity-driven ISCs were more likely to be involved on 

a part-time basis while employed in a professional occupa-

tion outside of direct selling. For these individuals, direct 

selling might be a means to achieve economic parity with 

the rest of the population (Lin, 2007). Ethnic minorities 

were also more likely to be involved in multi-level than 

single-level compensation plans. For these ISCs, direct sell-

ing was clearly seen as a business rather than a social club, 

as multi-level compensation plans offer far greater earning 

potential. These plans also place greater selling and recruit-

ing demands upon the ISCs, and minority ISCs were found 

to invest more time working their business.

A harsh reality of economic exclusion may explain why 

there is a greater proportion of minority ISCs engaged in 

direct selling on a full time basis. Despite its official multi-

culturalism and social equity agenda, there remain major 

obstacles to minority economic participation in Canada. 

For new immigrants of minority status, barriers include the 

lack of adequate English language skills, North American 

education and professional credentials, and domestic work 

experience (Li, 1997). 

Then what exactly does direct selling offer to ethnic 

minorities? It provides an income source for those who are 

otherwise unable to enter the mainstream labor market 

or pursue a more conventional entrepreneurial venture 

because of a lack of access to venture capital. For example, 

interviews with several minority ISCs revealed that until 

approached with the direct selling opportunity, they had 

been unable to earn any income.  In fact, some of these 

necessity-driven ISCs indicated that fully two years after 

their arrival they still had not secured a source of income. 

On the other hand, direct selling offers minority members a 

path to achieve upward mobility and economic parity with 

their Caucasian counterparts. Of course, the minority ISC 

may have to work harder, and those who prosper typically 

include only those with sufficient social and human capital 

(e.g., English language skills necessary for reaching outside 

the co-ethnic community). In other words, opportunity-

driven minority ISCs are more likely to treat direct selling as 

a business, rather than an opportunity for social exchange. 

And when viewed as a business, ethnic ISCs were found to 

treat it much more seriously than domestic ISCs, for whom 

direct selling was typically viewed as supplemental income 

(Johnson, 2007). For example, in one U.S-based direct 

selling firm, there is a high percentage of ISCs of Chinese 

origin, who participate in direct selling on a full-time basis. 

Not coincidentally, approximately 40% of the firm’s Million 

Dollar Club members are Chinese (Lin and Guan, 2006).

Discussion and Practical Implications
Recent industry-sponsored research convincingly dem-

onstrates the positive social and economic impact of direct-

ing selling in Canada (e.g., DSA and WFDSA, 2006). In the 

current paper, we report another finding that specifically 

looks at direct selling as a viable entrepreneurial pathway 

for underprivileged ethnic minority groups. By its very na-

ture, the industry offers minority members easy access and 

equal earning opportunities. Without the extant barriers of 

more conventional employment and entrepreneurial op-

portunities, it is not surprising to see that the participation 

rate in direct selling is growing within ethnic minorities. 

As the international business community is urged to make 

their business processes more inclusive to underprivileged 

groups, direct selling appears to be well-positioned as a 

model of “doing well by doing good” (Prahalad, 2006). 

However, preliminary fieldwork also revealed that most 

direct selling companies have not yet developed the kinds 

of marketing strategies needed to attract, develop, and 

maintain an ethnic distributor or customer base. Interviews 

specifically revealed that companies face a number of chal-

lenges when pursuing the ethnic market. Many are con-

strained by the inertia of “established” business practices, 

while others indicate that they lack the skills, knowledge, 

and/or resources necessary to pursue these markets. For ex-
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ample, translation and, more accurately, the trans-creation 

of web-sites and promotional materials is prohibitively 

expensive for many smaller direct selling firms. Conversely, 

others have adopted a laissez-faire approach –  waiting for 

the ethnic ISCs within their organization to either reach a 

critical mass to justify the expense, or develop their own 

promotional materials and business processes (Lin and 

Guan, 2006). And yet, management did recognize that fa-

cilitating ethnic participation was critical to future company 

growth.

Although the federal and provincial governments in 

Canada have enacted a number of measures to foster immi-

grant and minority economic participation over the years, 

such programs cannot overcome the deeply embedded 

social and institutional barriers that exist within many sec-

tors of the economy (e.g., Nakhaie, Lin, and Guan, 2009), 

nor are they able to reach those ethnic groups particularly 

in need of help (e.g., Ibrahim and Galt, 2003). To this end, 

direct selling offers a unique path to economic participation 

in that minority immigrants are able to draw on co-ethnic 

resources as they seek financial independence. Thus, on 

top of its other socio-economic contributions (DSA and 

WFDSA, 2006), direct selling provides an avenue for labor 

force participation for ethnic minorities, especially new im-

migrants. If such participation has already begun to occur 

without government support or intervention, how might 

ethnic participation in the nation’s economy be enhanced 

if policies and programs were introduced that supported 

ethnic participation in direct selling (e.g., translation/trans-

creation assistance)?

Our findings suggest that minority immigrants should 

take advantage of direct selling as a viable business op-

portunity. For those lacking the financial resources and 

skills necessary to participate in the general labor market, 

they can leverage the social capital embedded within their 

ethnic networks. Therefore, the direct selling industry pro-

vides a unique opportunity to anyone looking to establish 

themselves and acquire the social and financial resources 

necessary to explore other employment or entrepreneurial 

opportunities. For those who are not constrained cultur-

ally and linguistically, direct selling represents a legitimate 

opportunity for wealth creation. This latter group of ethnic 

microentrepreneurs is encouraged to use their English 

language skills and social ties to span the gap between the 

co-ethnic sales teams and their clientele to the larger popu-

lation that exists outside of these co-ethnic communities.   
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Paul J.
Hill
on the Financial 
Crisis

By Sarah Bultitude

Abstract: Third generation business 
man, Paul J. Hill was interviewed by 
Sarah Bultitude on the current finan-
cial crisis. Recognized for his com-
munity involvement and strategic 
decision making Paul has witnessed 
and survived dramatic changes in the 
economy while continuing to sustain 
and seek new business opportunities. 

Résumé:  Homme d’affaires de 
troisième génération, Paul J. Hill 
a été interviewé sur la crise finan-
cière actuelle par Sarah Bultitude. 
Reconnu pour son implication dans 
la communauté et ses décisions stra-
tégiques,  Paul J. Hill a été témoin 
des changements dramatiques de 
l’économie qu’il a survécus tout en 
continuant à soutenir et chercher de 
nouvelles occasions d’affaires.

INTRODUCTION

P
 

AUL J. HILL is a well known, respected business man, who has made a 

name for himself in the North American communities by giving back to 

the public and seeking out unique business opportunities. After graduating 

from Georgetown University and the Richard Ivey School of Business MBA program, 

and gaining significant experience in the investment banking industry, Paul repre-

sents the third generation in the Hill family to join the company. 

Among many other business deals, Paul was behind the structuring of the 1991 

operation that led to the relocation of Crown Life’s head office from Toronto to Re-

gina; Paul was Crown Life’s Chairman and he also served as Chairman of Boardwalk 

Real Estate Investment Trust.  He is a past Director of the Conference Board of Can-

ada and currently a Director of the Canadian Council of Chief Executives, CD Howe 

Institute, and the Fraser Institute. Paul is also a member of the World Presidents and 

Chief Executives Organizations. 

Today the Hill’s Company has roots in Real Estate, Manufacturing, Broadcasting, 

Surety Bonds, Insurance, and the Oil and Gas industry.  All made possible through a 

strong leadership team, the ability to understand the market conditions, and lending 

capabilities of financial intuitions.

In 2008, Paul J. Hill donated an unprecedented $10 million to the University of 

Regina Business School, resulting in the naming of the Paul J. Hill School of Busi-

ness, and a unique alliance with Canada’s leading Business School, the Richard Ivey 

Business School of Western Ontario. Paul’s vision to increase the quality of graduate 

students has resutled in a business case approach to learning. Paul belives students 

are more likely to succeed in the business world if they have been trained using busi-

ness cases.

Sarah Bultitude, a student at the Paul J. Hill School of Business, approached Paul 

J. Hill to share his insights on the tough economic times. In the following interview 

that took place on April 6, 2009 in Regina, Saskatchewan, she showcases Paul J. Hill’s 

strategies for surviving the tough economic times, understanding the market, and 

looking for unique business opportunities.
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W 
hat is your assessment of the 
current global financial crisis?

It is clearly unprecedented in our lifetime and a result 

of the bubble developed over time. Some of those who 

were involved took appropriate action and some did not. It 

started with a sub-prime mortgage issue; mortgages were 

being sold into the market place to collect commissions with 

thousands of other high-risk mortgages. Then, when the 

whole market tips, value declines everywhere, and in the 

words of Warren Buffett, “When the tide goes out, those not 

wearing clothes are exposed,” and that is what happened.

On a second note, Wall Street was way over-leveraged 

because they operated in an unregulated market. When 

Wall Street developed insurance products, most were not 

understood by the developers or the market place, a poten-

tial downside when the market goes sideways. When one 

thing goes missing, or a small piece fails, it is like a domino 

effect. 

W 
hat business lessons should we 
take out of this crisis?

Understand the lending practices and ability of finan-

cial organizations capability to leverage. It is easy for Wall 

Street to get caught up in the money and commissions 

and naturally assume that the market will work itself out. 

This came at a high cost and with widespread suffering. 

Adequate regulations play an important role. Canada has 

been recognized by G20 leaders and the Western economic 

world, as having the best regulated banking system. Cana-

dian banks have been able to weather the storm better then 

others, but it is important to remember that banks are not 

the sole provider of credit.  Lesson to be learned: when you 

do not fully understand the potential risks and outcomes of 

borrowing, then do not do it.

I 
n response to the current markets, what are you 
doing to adapt your business for the future?

Preserve the credit ability we have now and move when 

the market turns. When the market is down we minimize 

exposure to cost and work our way through the difficult 

periods until credit is available and the market has regained 

its confidence.

M 
any new businesses fail. What do you 
attribute as the main cause of this?

One major reason is businesses run out of money. Poor 

management causes a failure to recognize potential risks 

and they run out of capital. The ability to train for and an-

ticipate future events prepares you to better react to oppor-

tunities as events come your way. It is also very important 

to surround yourself with the right group of people. It is the 

responsibility of the Board and CEO to gather complemen-

tary talents to the Senior Executive group so they can build 

off of each others’ strengths and weaknesses. If the CEO can 

not recognize this, then he is not the right CEO. For exam-

ple, there is a private company producing energy efficient 

technologically advanced buses for public transportation. 

They were equipped with brilliant technology and had the 

best product in the world, yet they still went bankrupt.  

The manager was unable to anticipate capital needs and 

the bank foreclosed. The manager was replaced and today 

they are able to successfully manufacture environmentally 

friendly, efficient buses.

D 
o you think banks, by tightening their credit 
requirements, are hampering the growth 

of business (especially start ups)? If so, is there 
anything that can be done to alleviate this problem? 

Absolutely yes, but that is the nature of the capital 

system, when you need money credit is not always avail-

able. Business owners need to learn to plan their affairs 

when credit is not available because it will happen. I take 

reserve for a rainy day. You may not know when the down 

turn will occur, but if you are not prepared you will be out 

of business. Overhead costs will eat up your capital. There 

is a need to understand the exposure to risk on a long time 

frame, for instance, over a ten year time period. This can be 

learnt through experience or through the Business school 

that incorporates business cases on the subject into it’s cur-

riculum. 
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H 
ow can small start-ups compete 
with well established companies 

in a tough financial environment?

Through entrepreneurship niches. Ask yourself if you 

can provide a product or service that is better then the 

larger organization. You need to find a niche that the larger 

organizations do not see, and then build relationships with 

consumers faster than a larger organization would be able 

to do. 

D 
o current senior executive compensation 
practices need to be reformed?

Accountability needs to be rethought. I understand 

there is a small talent pool that is capable of running a 

large organization. Not every business student will have the 

ability or talent to run an organization. This is the reason 

for high rewards and compensation packages. It is hard to 

say what the right amount is. I do know many people are 

being rewarded for failure. This is something that needs to 

be addressed in the board room or the government may get 

involved. The Human Resource department or a consulting 

firm may be able to make recommendations but, ultimately, 

it is the responsibility of the board to revisit accountability.

H 
ow do you integrate ethics into your 
own management and business? 

The ethical leadership within our organizational en-

vironment makes people aware that we do business with 

others that adhere to the same ethical standards we do, or 

we do not do business with them. It is the people behind 

the contract that matters not the legal contract itself. Busi-

nesses who have an ethical background are the ones we look 

to have contracts with.

H 
ow important is it to have a vision for your 
business or do you think it is more important 

to just be responsive to opportunities that come up? 

Both are important. A part of our vision is to vision 

yourself taking advantage of opportunities, to be reactive to 

changes that come up in the market place and be aware of 

capital availability. It is also important for the vision to state 

where you want to go and how to manage the operation. 

The vision should be optimistic.

H 
ow important is a formal business 
education in contributing to the 

likelihood of business success?

I know very successful entrepreneurs without a formal 

education who have a lot of common sense and understand 

the exposure to risk. Not everybody has this common sense 

that may have come from family or life experiences. This is 

why a business education is very important. Universities that 

incorporate case methods will give students a leg up. The 

beauty of using case analysis is that students are given the 

opportunity to see how others make decisions and what the 

outcomes were. Instead of experiencing it for the first time 

as a new business owner they would have already learned 

invaluable business lessons in a much less devastating way. 

Although it may take time analyzing many cases, in the end, 

the chances of success are greater.

Y 
ou’ve made a recent major gift to the 
University of Regina with the naming 

of the Paul J. Hill School of Business? What 
would be your advice to other business owners 
about potential community involvement?

I believe in the importance for everybody to give back 

what they are able to give. I once received some advice that 

has always stuck with me. I was with other CEOs in India 

where I had the opportunity to hear Mother Theresa speak. 

She is a petite woman; in fact, she had to stand on a box to 

reach the microphone, but she had a powerful voice. One of 

the CEOs asked how he can help, as he was ready to get out 

his cheque book Mother Theresa said, “I do not want your 

money; you can help by going back to your community and 

helping those who are less privileged than you.” This is a very 

powerful message for me.

W 
hat could small businesses do to increase 
their access to credit and capital?

Develop relationships with the banks and other financial 

institutions.  Keep them informed on your business and be 

aware of all other financial sources.  Learn the financial pa-

rameters and policies of all of these financial sources so that 

you can structure your organization to meet their require-

ments.  Anticipate capital requirements for your business and 

raise the capital when it is available rather than waiting until 

you need it.  Pay close attention to the level of leverage and 

pay it down in good times so that you have the capacity to 

raise funds against in poor economic times.  
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BOOK REVIEW

STEVEN ROGERS. ENTREPRENEURIAL FINANCE:
FINANCE AND BUSINESS STRATEGIES FOR THE SERIOUS 
ENTREPRENEUR 2ND EDITION. MCGRAW-HILL, 2009

By Arturo Rubalcava, Ph.D.
Associate Professor of Finance
Faculty of Business 
Administration,
University of Regina,
Regina, SK Canada
Email: 
Arturo.Rubalcava@uregina.ca

ENTREPRENEURIAL FINANCE: Finance And Business Strategies for the 

Serious Entrepreneur is an excellent and well rounded book for present and po-

tential entrepreneurs who need a better understanding of the fundamentals of 

fi nancial management. It targets entrepreneurs interested in forming a start-up business 

or acquiring other businesses, intrapreneurs (i.e., corporate entrepreneurs), and students 

and instructors of entrepreneurship courses, and is geared toward today’s recessionary 

economic environment. 

The author, Steven Rogers, states: “…this is the right time to start a business! In 

every recession, depression, and downturn … entrepreneurship has been the engine of 

the world.” The author is passionate about entrepreneurship and started his career as an 

entrepreneur at an early age. He is Professor and Director of the prestigious Larry and 

Carol Levy Institute for Entrepreneurial Practice at the Kellogg School of Management, 

Northwestern University. The book is well written, and captures one’s attention from be-

ginning to end. It provides not only the basic aspects of fi nancial management (including 

the techniques), but also real-world applications and plenty of anecdotal evidence about 

strategies followed by successful entrepreneurs. In addition, it gives plenty of advice about 

the do’s and don’t’s, threats, and challenges that entrepreneurs may face, not only regard-

ing fi nancial issues, but also other business related issues. The author’s no-nonsense rec-

ommendations are down to earth and easy to apply. Although the book is based on a U.S. 

environment, most principles, ideas, and advice are applicable to a non-U.S. context.

The book consists of a preface, thirteen chapters, and the conclusion. This review will 

examine the most relevant features of each chapter. 

Chapter 1 emphasizes the importance of understanding and mastering the basic skills 

of entrepreneurial fi nance. The author points out that fi nancial management is the “weak-

est skill” of entrepreneurs. He suggests that entrepreneurial fi nance is not only about 

fi nancial concepts per se, but should be more comprehensive, for example, by including 

“the analysis of qualitative issues such as marketing, sales, personnel management, and 

strategic planning.” 

Chapter 2 starts with the hard reality that the failure rate of small business is 63% 

within four years and about 90% within ten years. One important reason for this failure 

is inadequate fi nancial training, since “the area in which [the entrepreneurs] lacked the 

most…was cash fl ow management.” Despite these dismal failure rates, small business pro-

vides most of the jobs in the U.S. economy. Based on statistical evidence, entrepreneurial 

training is a key to success. 

Chapter 3 focuses on the development of the business plan. The chapter emphasizes 

the importance of a well written and thorough business plan to help defi ne “a company’s 

strategies and objectives and provide a plan for the future growth of the company.” The 

business plan is the most important document that an entrepreneur must present to 

potential investors when raising capital. The business plan consists of three parts: the ex-

ecutive summary (an important section that should be carefully drafted to attract potential 

investors), the management team, and (realistic) fi nancial projections. The author delves 

in each of these three parts in detail. 
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Chapter 4 provides an overview of the three main finan-

cial statements: the income statement, the balance sheet, 

and the cash flow statement. The chapter explains these fi-

nancial statements, their objectives, their components, and 

their significance in simple terms for entrepreneurs who 

have a limited background in financial management. Each 

financial statement and its main components are illustrated 

using an example of a hypothetical company. The author 

clarifies that “it is not necessary for the entrepreneurs to be 

able to personally develop financial statements.” Neverthe-

less, entrepreneurs must have a clear understanding of their 

main components.

In Chapter 5, the author emphasizes the importance of 

a proactive analysis of financial statements –through ratio 

analysis – so that entrepreneurs can “better manage their 

company and influence the business decisions … as well as 

attract capital from investors and creditors.” He warns that 

entrepreneurs who do not analyse their financial statements 

proactively “risk being taken advantage of or exploited.” 

The author describes cases where entrepreneurs fell victims 

to fraud because they neglected to review their company’s 

financial statements. The chapter ends with a case study 

that uses proactive ratio analysis to determine the financial 

health of a company and how its resources are managed. 

Chapter 6 examines the importance of cash flow for 

entrepreneurial businesses. It provides several examples of 

entrepreneurs who neglected to be vigilant about cash flow 

…” particularly when the company is doing well.” In good 

times entrepreneurs become complacent so that if competi-

tion increases or there is a downturn in the economy, the 

entrepreneur is caught in a cash crunch. The author warns 

that companies should be very vigilant in achieving positive 

daily cash flow; otherwise, they may become insolvent. The 

chapter explores the different types of cash flows, cash flow 

forecasts, and cash flow management strategies. It focuses 

on short term cash flow and the most important items that 

have to be carefully monitored, such as cash on hand, ac-

counts receivable, inventory, and accounts payable.

Chapter 7 explores the topic of company valuation. The 

author acknowledges that this is a thorny issue and there 

is not a unique and reliable method for determining the 

actual value of a business. He declares that “the valuation 

of a company, particularly that of a start-up, is not an exact 

science… the true value of a company …is established in the 

marketplace.” Nevertheless, he adds, entrepreneurs should 

try to value their company “at least once a year.” It is rec-

ommended that before valuing a company an entrepreneur 

should review the general factors in which the valuation 

takes place, including: the historical, present, and projected 

cash flows of the company; who is valuing the company; the 

company stage of entrepreneurship; projected perfor-

mance; the industry; and the state of the economy. The 

author provides a detailed analysis of the different tech-

nical valuation methods used for companies in different 

industries, as well as rule-of- thumb valuations. 

Chapter 8 deals with the issue of raising capital. This 

chapter starts by examining why raising capital is very 

hard and why entrepreneurs should not be discouraged 

when being rejected by potential investors. The author de-

scribes the struggles faced by Howard Schultz in the financ-

ing of the acquisition of Starbucks. Schultz “approached 

242 people and was rejected 217 times,” before obtaining 

the necessary financing. The author emphasizes that the 

financing should be obtained mostly from “value-added 

investors,” that is, people who not only provide capital but, 

through their entrepreneurial experience, help new entre-

preneurs to acquire advice in legal, accounting, and investor 

relations issues as well as in the acquisition of new custom-

ers and new employees. 

Chapter 9 discusses the different types of debt financ-

ing available to the entrepreneur. They include personal 

savings, family and friends, Angel investors, foundations, 

government, banks, factors, customer financing, supplier 

financing, purchase order financing, and credit cards. The 

advantages and disadvantages of each source of debt financ-

ing are examined in detail, as well as providing advice about 

the sources of financing that are more appropriate to the 

specific needs of the entrepreneur for start-ups, business ac-

quisitions, capital budgeting, or working capital. The author 

recommends financing by value-added investors such as 

Angel investors (who provide seed capital for start-ups) and 

foundations. Interestingly, the author does not recommend 

procuring debt capital from family and friends, because the 

inability to repay may create the “risk of irreparably damag-

ing or losing important personal relationships.” 

BOOK REVIEW

The author, Steven Rogers, states: “…this is the right 

time to start a business! In every recession, depression, 

and downturn … entrepreneurship has been the engine 

of the world.” 
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Chapter 10 accentuates the different aspects of equity 

financing that the entrepreneur should know about. Equity 

financing is a source of capital in exchange for ownership 

of the company. The sources of equity (in addition to some 

listed in Chapter 9) include personal savings, friends and 

family, Angel investors, corporate venture capital, private 

equity firms, government, private placements, initial public 

offerings, and direct public offerings. It is important to note 

that the different sources of equity capital are usually asso-

ciated with different developmental stages of the company. 

For example, personal savings and family and friends are 

the main source of finance in the initial development stage 

during concept and prototype; Angel investors and venture 

capital firms are more appropriate when developing the 

new product or service; venture capital, government, pri-

vate equity firms, and private placements work best in the 

growth phase; and public initial offerings and direct public 

offerings are ideal during a more advanced stage when there 

is profit potential. The returns of providers of equity capital 

can be quite rewarding. The author cites the case of A. C. 

“Mike” Markkula, the Angel investor for Apple Computer, 

who in 1977 invested $91,000 and “when Apple went public 

in 1980, his stock in the company was worth $150 million.” 

Chapter 11 provides a critical review of the struggles 

and challenges that minorities and women face in the 

financing of their businesses. When seeking capital, the 

author advises that minorities and women should approach 

institutions that are friends to minority entrepreneurs. The 

chapter cites various institutions whose specific objective is 

financing for minorities and women entrepreneurs.

In Chapter 12 the author recommends that those who 

don’t have experience as entrepreneurs, or don’t have 

experience in the industry, should take a job with an en-

trepreneurial firm. By following this advice, the would-be 

entrepreneurs will maximize their changes of becoming 

successful entrepreneurs in the future. The author presents 

a case study of the aspects that must be evaluated when 

considering a job offer from an early-stage company.

Chapter 13 examines the topic of intrapreneurship 

(corporate entrepreneurship). The author defines intra-

preneurship as “the spirit and act of entrepreneurship in 

a corporate setting.” Intrapreneurs are individuals who 

have attributes similar to entrepreneurs, but don’t want to 

form or acquire a new business; they want to achieve their 

potential by applying their creative and innovative ideas in 

an organizational setting. Some of the attributes mentioned 

that are unique to the intrapreneur include the following: 

risk taker, hard worker, has a plan, good manager, vision-

ary, profit focused, innovator, and accepts being managed.

In closing, I highly recommend this book not only for 

those who are interested in entrepreneurial finance, but 

also for those interested in entrepreneurship in general. 

It provides important information, insight, and advice on 

financial management concepts and applications in real 

world settings. The author’s passion for entrepreneurship 

is reflected in his written style: simple, clear, and full of 

anecdotal evidence and applied examples. This kept me 

motivated in reading the book from beginning to end. 

A final note: Are you worried about the stock market? 

Don’t be according to Steven Rogers… “Entrepreneurship 

is about passion, vision, focus, and sweat, and no swing of 

the stock market will ever change that. Around every corner 

is the next idea, the next dream, and the next business op-

portunity.” 

BOOK REVIEW
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Author Guidelines

Purpose
The Small and Medium-sized Enterprises and Entre-

preneurship Review is focused at owners and operators 

of small and mid-sized enterprises (SME), those working 

in support of SMEs, and those interested in the practice 

of entrepreneurship. The journal has been created by the 

Canadian Council for Small Business and Entrepreneurship 

(CCSBE-CCPME) in partnership with the Centre for Man-

agement Development, Faculty of Business Administration, 

University of Regina to publish articles and information 

directly useful to “practitioners” - those in business and 

interested in business. 

Content
All articles have a practical orientation and are written 

for practitioners. While this is not an academic journal, all 

articles should be theoretically and/or empirically ground-

ed. Content should address areas of interest to practitio-

ners, such as:

Innovation

Start-up

High growth and innovative SME financing

Financing of intellectual property-based enterprises

Internationalization

Succession

Market information

Leadership

Corporate social responsibility

Ethics

Strategic alliances

E-business

Government relations 

Human resource practices

The journal publishes articles profiling the experiences 

of other SME managers and entrepreneurs as well as those 

popularizing recent research and theories on SMEs and 

entrepreneurship or providing information on markets and 

best practices. 

Submission Guidelines
The following is a summary of the guidelines:

· Electronic submission in Microsoft Word For-

mat, Font Times Roman 12 (.doc or .rtf).

· 2000-2500 words (including references and 

notes) written in a normal, non-technical 

style. The intent is to communicate useful us-

able information to entrepreneurs and those 

that provide support and advice to them.

· Submissions should include the mail-

ing and e-mailing addresses and one para-

graph summary of the article.

· SMEE Review is bilingual and accepts English and 

French articles published in the language of their 

submission with a summary in the two languages.

· Attractive layout including effective use of 

headings and graphics (e.g., tables, etc.).

All articles will be reviewed by an editorial board com-

posed of academics, practitioners, and service providers in 

the area of SMEs and entrepreneurship.

 For detailed guidelines and style formats,  

 please contact:

 Editor

 SMEE Review/Revue PMEE

 510, Education Building 

 Centre for Management Development

 Faculty of Business Administration

 University of Regina

 Regina, SK Canada S4S 0A2

 Telephone: 1 (306) 337-3220

 E-mail: smee.review@uregina.ca
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Reader Comments: 
..................................................................................

We encourage you to 
send your comments
about any of the articles
in this issue of the 
SMEE Review.

Please send in your comments to SMEE.Review@uregina.ca 
and we’ll publish in our next issue.

Nous vous encourageons à nous
faire parvenir vos commentaires

sur n’importe quel article paru
dans ce numéro de la 

Revue PMEE

Veuillez envoyer vos commentaires à l’adresse SMEE.Review@uregina.ca 
pour leur publication dans nos prochains numeros.
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