
4.3 Regional Investment - Prince Edward Island

4.3.1. Context

The Provincial Framework.

PEI is Canada’s smallest Province - by size and by population.

Size: PEI’s size is 5,660 square kilometers.

Canada’s size is 9,984,670 square k. (of which 9,093,507 is land and 891,163 is fresh water). 

However, all of PEI is habitable, and in fact inhabited (23 persons per sq. k.).

Much of Canada is simply too bare, or remote or the climate is too harsh to be habitable.

The bulk of Canada’s population occupies a strip some 100 to 200 miles wide along the border with the United States.

Population: PEI’s 2001 population was 138,514 (60% rural). Canada’s was 31,081,887.
The Political Framework

As a Province, PEI has its own Government with independent responsibility for those areas within the provincial sphere of competence, such as Property and Civil Rights and Direct Taxation. Also PEI has as Federal Government representatives - a guaranteed minimum of 4 members of Parliament and 4 Senators, more than if based on population.
An «Economic Region»

The «Economic Geography of Canada» («EGC») - published in 1964, but containing unique and still relevant perspectives -  defines and describes 68 Regions in Canada. One of these regions is Prince Edward Island. By way of comparison, Ontario which is Canada’s most populous Province has some 10 regions.

EGC describes PEI region as follows:

· Structural Factors: A separate spatial entity and a homogenous geographic area.

· Functional Factors: A functional unit revolving around two local office centres, Charlottetown (a 3rd order centre) and Summerside (a 2nd order centre).

· Production factors: Two primary industries, agriculture (mixed farming and potatoes) and fishing are dominant. [Note: To this tourism can now be added.]

· Marketing Factors: A natural marketing unit, with limited access lines of supply and export. [Note: A bridge has recently been added.] 
Economic Indicators

As of fall 2001, the various Economic Indicators for PEI from Stats Canada are:

Employment (Nov):                                                      66,700

Unemployment rate (Nov):                                          12.3%

Participation rate (Nov):                                               68.3%

Labour income (Sep):                                                   $149,000,000 

Average weekly earnings (Sep):                                   $521

Consumer price index (1992 = 100) (Oct):                   115.4

Retail trade (Sep):                                                         $103,900,000

Manufacturing (Sep):                                                    $100,600,000

Residential construction (Oct) - Building Permits:       $15,310,000

Housing starts (Nov):                                                    900

Note on Government Spending: In 1981 Federal spending amounted to 67% of PEI’s GDP. And if the Provincial government’s spending is included, total government spending was 87% of Provincial GDP.
Geographic Parameters

· East coast of Canada. 

· A «Maritime» province (with Nova Scotia and New Brunswick).

· An  «Atlantic» province (with NS, NB, and Newfoundland & Labrador).

· Natural vegetation: «Eastern forest Region»

· Part of Atlantic drainage basin.

· Length (crescent shape) - 224 km. Width - from 4 to 60 km.

· Bridge to adjoining Province of New Brunswick. Ferry to adjoining Province of Nova Scotia.

Geological Parameters

· An island. Part of Gulf of St. Lawrence sedimentary basin. Glacial debris.

· Red, sandy and clay soils - «Podzol» soils. Nearly level, some hills - highest; 142 m. No major rivers or lakes.

· Indented coastline, sand dunes. Few forests.

Climate Parameters 

· Southeastern climatic region.

· Moderate. Winters long but mild. Cool summers.

· Average mean temperatures: -7 degrees C. Jan & Feb, 18 degrees C. July.

· Mean annual precipitation - 38 to 40 inches.

4.3.2. Federal Government’s ACOA (Atlantic Canada 
Opportunities Agency) Framework:

· «Atlantic Canada» is composed of 4 Provinces - PEI, and Nova Scotia, New Brunswick and Newfoundland & Labrador.

· ACOA’s goal is to improve the economy of Atlantic Canadian communities through the successful development of business and job opportunities.

· ACOA’s Performance Report 2001

Extracts from this Report are set out here in some detail as they show the Government’s approach and methodology for this Agency.

In 2000-2001, ACOA marked its fourteenth year of working in cooperation with Atlantic Canadians to increase economic opportunities for the region.

ACOA’s primary contribution to the government priority of building a world-leading economy is made through efforts in creating opportunities through Innovation, Skills and Learning, and Trade and Investment. ACOA’s success in this is strongly reflected by the performance of small- and medium-sized enterprises (SMEs) assisted by the Agency.

For example, over the period 1993-1997 ACOA client firms have consistently outperformed Atlantic firms in productivity growth. In the manufacturing sector, which is the focus of ACOA programming, productivity growth increased by 26.2% compared to 11.6% for unassisted Atlantic firms. In addition, growth in the number of exporters in this sector exceeded the growth for unassisted Atlantic firms by 125%. Similarly, during the same time frames, the productivity growth rate of innovation assisted firms was more than three times the growth rate for unassisted firms in Atlantic Canada. These levels of impacts have helped contribute to the creation or maintenance of 11,300 jobs in Fiscal Year 2000-2001.

ACOA had three broad goals in Fiscal Year 2000-2001:

· improved growth and competitiveness of Atlantic SMEs;

· increased economic opportunities for rural Atlantic Canada; and

· greater economic activity through national policies sensitive to the needs of the region..

The achievement of these broad goals was pursued largely within the context of ACOA’s strategic priorities:

· access to capital and information;

· entrepreneurship and business skills development;

· trade, tourism and investment;

· innovation;

· community economic development; and

· policy, advocacy and coordination.

· Access to Capital and Information

To provide greater access to capital and information for SMEs; to address gaps in those financing areas lenders consider higher risk, with a focus on strategic sectors and most affected groups (eg. youth and Aboriginal peoples).

· Trade, Tourism and Investment

To increase the number of new exporters and increase sales of existing exporters; to increase foreign investment in the region; to support the tourism industry to increase growth.

The Agency with Investment Partnership Canada and the Department of Foreign Affairs and International Trade, was a funding partner and participant in the $ 6 million «Brand Canada» investment project. The project, which focussed on investment communities in Boston [Massachusetts] and Dallas [Texas], sought to develop an effective «Brand Canada» investment campaign for the United States by identifying the investors’ perceptions of Canada’s economy. A survey of over 135 companies, investment bankers and site selectors was completed in April 2001. The «Brand Canada» campaign is to be launched in the fall of 2001.

The Atlantic Investment Coordination Committee, whose membership includes provincial government officials responsible for investment promotion, organized a mission with the International Development research Council (IDRC) in Orlando [Florida] in January 2000 during which an Atlantic Canada reception for over 1400 guests was hosted by ACOA and the Atlantic provinces. The IDRC conferences are known as the largest investment conferences in the United States. Site selectors and corporate realtors were also in attendance. Meetings were held during the past fiscal year with some of the major states in the United States.

The Agency’s working relationship with Investment Partnership Canada permitted key investments in areas such as investment information and intelligence dissemination to the Agency’s provincial partners and facilitate the coordination of research, investment promotion and missions.

The Agency’s investment promotion activities were integrated within the Team Canada Atlantic trade mission to Boston and Atlanta [Georgia] during the past fiscal year. Over 200 companies and investment firms in the IT [Information technology] sector from the Southeastern United States participated in one of the activities during the mission to Atlanta in May 2001 and met with a delegation of over 20 firms from Atlantic Canada.

AnAtlantic Familiarization Visit program for site selectors and media editors from the United States was established with the provincial governments. Program criteria and implementation guidelines were developed to encourage selected United States investment site selectors and investment media editors to visit the Atlantic area.

· Some Legislative Frameworks

· Federal Transfer Payments

· Small Business Loans Act

· Canada Small Business Financing Act

· Government Organization Act

ACOA Studies are: Finance:
Sources of SME Business Debt Financing in Atlantic Canada.

This Report is particularly interesting for two reasons: (i) findings on debt financing itself, and (ii) comments on data issues.

(i) Debt Financing

Chartered banks are much more important providers of SME debt financing in Atlantic Canada than in the rest of Canada. Thus, the greatest share of debt financing in Atlantic Canada came from chartered domestic banks, which accounted for 65 per cnet of total SME debt financing provided to the region in 1997, compared to 53.1 per cent for Canada as a whole, followed by Crown Corporations at 9.9 per cent (7.4 per cent for Canada as a whole). The smallest share of SME business lending in the region was attributed to the trust and mortgage loan sector which comprised only 1.3 per cent of total business lending.

The report does suggest that the SME debt market appears to be less developed in Atlantic Canada than in Canada as a whole. Indeed, there may be fewer local suppliers, less breadth, fewer providers and fewer local choices. This is an important finding, which may suggest an additional role for government agencies whose mandate it is to fill this possible regional financing gap.

(ii) Data Issues

There is a data availability issue: the small size of the market for financial services in the region means that Atlantic Canada lending often gets consolidated with Ontario and Quebec statistics.

This reason deserves further explanation. During the course of our research, it became apparent that many non-bank providers of lending products service clients electronically through data centres. Some of their loans or leases can therefore be booked outside Atlantic Canada even though they are actually done with Atlantic Canada customers. Indeed, there may be fairly significant tax reasons for doing this. As a result, consolidated accounting might also help explain the relative size of the bank presence in the SME debt market of the Atlantic region.

Such data distortions were found to be particularly present in the leasing business, whose firms tend to view the market as North American rather than regional. Thus many reported that the small size of the Atlantic Canada market did not warrant keeping separate data on operations in the region. Newcourt Credit, for instance, maintains data by product line but not by region.

Atlantic Canada: Top Business Investment Location.

An Investment Guide for Business Decisions:

Choosing a location for a new investment is a major undertaking. For businesses considering the establishment of an operation in North America or Europe, often the first major challenge is often to identify which countries or regions are most promising in terms of overall costs.

The final investment decision must go beyond cost factors, to include workforce availability, quality of life, education, and medical care - just to name a few. But it is still true that many of the investment decisions are related to costs.

The report analyzes the individual and combined impact of key location-sensitive cost factors, for eight industries in 42 cities within seven countries.

The Model:

The findings of this comparative study are based on a KPMG financial model that incorporates the key location-sensitive cost factors shown in [the Exhibit: Industrial land, Construction, Elecricity, Telecommunication, Labour, Wages and salaries, Statutory benefits, Other benefits, Transportation/distribution, Interest & depreciation, Income taxes, Other taxes] KPMG developed illustrative business senarios in eight industries, and collected data for all industries in each of the locations.

Key Findings:

1. Overall costs are lowest in Atlantic Canada.

2. Component costs vary by country and region.

3. Results are consistent across industries.

4. Results vary with exchange rates.

5. Other comparative factors are also important.

In addition to cost, numerous other factors need to be considered in selecting a business location:

* Economic environment - price stability, economic growth rates, business and consumer confidence, government fiscal responsibility, and public debt.

* Corporate environment - workforce quality and availability, industry clusters, public attitudes toward business, proximity to customers, suppliers and business partners, political stability, corporate crime rates, air travel connections, and local business travel.

* Personal environment - quality of education, cost of living, personal income taxes, personal safety (property and personal crime), quality and availability of health care, cultural values, climate and physical environment, recreational opportunities, lifestyle amenities, air quality, and local personal travel.

Informal Venture Capital Investment in Atlantic Canada

Informal venture capital investors have been classified as a subsector of venture capital [an «angel» investors as a further subsector]. As early-stage investors, they have been thought to occupy a prominent position in the advancement of entrepreneurial ventures. As suppliers of seed, start-up, and growth capital, informal investors promote the development of new ventures with equity and «non-repayable» loans following exhaustion of the amount of internal capital the entrepreneur is prepared to contribute ...

Methodological problems exist because there is no known population of informal investors so most of [the studies that have been done] have been completed with convenient samples of investors.

The study of informal investors is inextricably entwined with the study of entrepreneurship because entrepreneurial ventures are the most likely candidates for informal investments, and because there is a high incidence of entrepreneurship amongst informal investors. Entrepreneurship is a young field of research.

Sometimes, researchres of informal venture capital investors attempt to apply highly developed financial theories upon the newly developing area of informal investors. However, the informal investors may resemble entrepreneurs more than they resmble the «corporate return-maximising» investor.

Some Conclusions/Recommendations:

1. Angel investment is much wider than has otherwise been thought.

2. Make available informative materials for informal investors.

3. Establish a data base of informal investors.

Study of the Financial Intermediary Market in Atlantic Canada

Extracts from Executive Summary:

Objectives: This study has undertaken an examination of the nature and effectiveness of the financial intermediary function in Atlantic Canada with respect to assisting Small and Medium-sized Enterprises (SMEs) in accessing equity investment of $50,000 to $250,000.

Most Intermediaries: The equity capital market for SMEs in Atlantic Canada operates informally, assisted by a group of less than 100 intermediaries [who are mostly acountants and lawyers].

Majority not use intermediaries: Intermediaries were not involved in the majority of financing deals.

Intermediaries underutilized: We conclude overall that the intermediary network in Atlantic Canada is underutilized by entrepreneurs.

Information/Education: We recommend that a variety of information/education initiatives be undertaken to assist entrepreneurs in understanding how to raise equity financing and how intermediaries can assist this process.

4.3.3. Federal Government Financing Programs:

Venture Capital Program

PEI Business Development will assist entrepreneurs in raising the necessary capital to successfully launch or expand their business undertaking in the following sectors: information; information-based technology, manufacturing and processing.

The Venture Capital Program has been established with the expressed objective of providing small business enterprise with access to venture capital in amounts of up to $100,000.

Venture Capital will be provided to eligible small businesses by way of unsecured subordinated debentures loan, and promissory notes, signed jointly by the company and its shareholders. (Alternative option - redeemable convertible preferred shares bearing a fixed rate of return. Shares redeemed on a prescribed basis plus a nominal common share position.

As a result of the higher level of risk associated with unsecured debt, PEI Business Development expects to share in the rewards associated with the growth of the company by taking an equity position in the company between 10 and 49 per cent. The level of corporate ownership required by the Venture Capital Program will be based on, but not limited to, past financial history of the applicant, the current financial position, the type of industry, the product or services provided/produced by the company, the potential earnings and the management of the company.

The Venture Capital Program will, in general, be structured as follows:

1. An investment will be provided with interest only payable in the first year.

2. After the first year the investment will be amortized over the balance of the approved term in regularly scheduled payments of interest and principal ...

3. After the retirement of the investment, PEI Business Development will require the take out of the common share equity position

Capital Acquisition Support Program

The Capital Acquisition Support Program is designed to assist PEI businesses acquire the infrastructure needed to develop from start-up through to international exporting. Through this program, business and government work together with government providing financial assistance at those times when the business is most exposed to financial risk during the start-up period and during expansion of product lines or production of new products.

Eligible applicants to this program are manufacturers, processors, or providers of exportable services. Applicants must be sole proprietorships, partnerships, cooperatives and limited liability companies with well-developed business and marketing plans.

Eligible Activities: Capital acquisition of machinery or for renovations or leasehold improvements.

Levels of assistance include: Up to 40% of the cost of equipment and renovations, up to 25% of the cost of facility expansions.

Equity Investors’ Incentive Program

The Equity Investors Program provides a non-repayable incentive to investors to encourage investment in eligible PEI based businesses. The incentive is available to investors (individuals or corporations) and is calculated at 20-25% of the purchase price of the equity investment made in small business.

The incentive is considered to be a reduction to the cost base of the shares in the small business and not as taxable income to the investor.

The primary objective of this program is to provide new and expanding industries in all areas of PEI with the means to attract private sector investment, thus reducing requirements for conventional term debt and working capital financing.

Eligible purchases include any person or corporation that is at arms length to the applicant company.

Approved equity issues may be common, preferred, redeemable, voting, or non-voting shares or limited partnership units and must in aggregate represent no more than 49% of the voting interest.

Assistance will be available to incorporated companies engaged in the following activities: manufacturing and processing industries; industrial research and development; aquaculture; horticulture on a year-round basis and other controlled conditions in man-made facilities; selected tourism projects; first-of-ther kind exportable service businesses.

The project must be expected to provide economic benefit to the province and that similar businesses will not be jeopardized as a result of the proposed project. Other conditions when evaluating an applicant’s request for assistance will include: potential for long-term viability; qualifications and track records of managers; cost benefit to the province; employment creation; export sales; import substitution; environmental impact; availability of program funds; level of assistance from other government programs offered or available. Financial assistance will be in the form of a direct rebate to the investor.

Venture Capital Service

Venture Capital provider - Business Development Bank of Canada (BDC), a federal Crown Corporation.

Summary: BDC considers capital investments at any stage of a company’s life cycle, from seed to growth, from acquisition or expansion to turnaround and will invest in both private and publicly listed companies.

Uses of Funds: To help finance a company’s capital-intensive research and development cycle; to broaden a company’s export market; to take a company public.

Stages of Financing: Seed and start-up; development and expansion; bridge and mezzanine; treasury issuing in listed companies; turnaround; management buy-out.

Investment Features: $500,000 to $5 million; up to 49% ownership; new and follow-on investments; sole investor or invests in syndication; Board of Director’s representative; Shareholder’s agreement; long-term perspectives.

Types of Instruments: Common shares; preferred shares; participative/convertible debentures; options and warrants.

Business Development Program

Summary: Provides assistance to SMEs to start-up, expand, modernize and become more competitive.

Eligibility: Most business sectors, except retail/wholesale, real estate, government services.

Activities include: Business studies; capital investment; training; marketing; quality assurance; not-for-profit activities that support business in the region.

Description: An unsecured, interest free contribution [loan] towards the eligible costs of a new establishment, expansion, modernization or a project which improves competitiveness. Repayable on a time schedule.

Costs eligible for up to 50% financing include: Building construction/acquisition; machinery; working capital; site improvements; leasehold improvements; leased equipment; infrastrucutre; self-built assets; patents; insurance.

Costs eligible for up to 75% financing include: Marketing; training; production/quality improvement; innovations; consultant advice; contract bidding; business proposal development; business support.

Canada Small Business Financing (CSBF) Program

Summary: Under the Canada Small Business Financing act, the CSFB Program was created to help small busiesses reach theit potential by making it easier for them to get term business improvement loans of up to $250,000 to finance the purchase or improvement of fixed assets for new or expanded operations. Loans are madedirectly by a qualified lender (Banks, Caisses populaires, Credit unions).

Uses: Purchase or improve real property or immoveables; leasehold improvements; equipment.

Limits: $250,000 total; up to 90% of cost; must be secured; repay within expected life of asset; interest rate can float or be fixed.

Major Business Projects Program

This Program provides financial assistance to eligible First Nation, Innuit and Innu businesses via their respective Community Economic Development Organizations (CEDOs). The objective is to enable the recipient to use the funding to lever conventional debt financing for business start-ups or expansions in order to pursue a major industrial, commercial or resource-based business opportunity.

Needs: Business plan; clear opportunity; need for equity contribution; knowledge & experience.

Goals: Create community wealth and significant benefits, including - increased jobs and skills, reduced social dependency.

Funding: Total project value must be greater than $2 million and need for equity contribution greater than $500,000. Contribution from Government (Department of Indian Affairs and Northern Development) not to exceed $3 million; total federal contribution (repayable & non-repayable) not to exceed 25%  of total project value; 10% of proponent’s equity must be cash.

PEI Business Development Inc. (PEI/BDI)

PEI/BDI is an Agency of the Department of Development and Technology, Government of PEI.

4.3.4. PEI Provincial Framework

(a) Statutes

Perpetuities Act (encouraging non-resident cash investments)

The aim of this Statute was to encourage residents of Britain to put their money in PEI financial institutions which would then be more profitable as financial institutions, but also have funds available to invest in PEI.

The method was to utilize: (a) Two established features of English law: (i) that there are limits to the length of time you can tie up money (defined by what is called a «Perpetuity Period»); and (ii) that these limits are determined by where the money is (not where its owner is); and (b) One well known characteristic of wealthy English families: that they have a tendency to want to tie up their money for as long as possible (so that their children, for example, can use the interest on the corpus of the money, but not be able to deal with the corpus itself), to keep the money (and the things it brings) always in the family, from generation to generation.

Accordingly, the Legislature of PEI passed a Perpetuities Act that let you tie up your money for 39 years longer in PEI than you could in Britain; and the Government of PEI advertised the fact through British solicitors, who in turn told their wealthy clients, some of whom then transferred some of their money to PEI financial institutions.

Lands Protection Act (limiting non-resident land ownership)

From PEI’s colonization by the English (1767) until Confederation with the rest of Canada (1873) there was a significant problem with absentee landlords (the landlords were in England) when the last of the absentee landlords was bought out.

Accordingly, PEI has since remained concerned to keep ownership of land in PEI in the hands of PE Islanders. The Lands Protection Act addresses this by limiting a non-resident owner to 5 acres (unless there is government permission otherwise).

(b) Programs

Agriculture Loans

PEI Government web site gives Contact Information for responsible government officials.

Business Development

Online description. Refers to ACOA program. Gives Contact Information.

Business Support

Online description. Eligible capital costs up to $40,000; marketing up to $20,000. Gives Contact information.

Craft Development Program

Funding assistance. Contact Information.

Entrepreneur Loan Program

PEI Government web site gives Contact Information. 

GST/HST Exemptions

Information on exemptions for small suppliers.

Growth Capital

Contact Information for Government of Canada programs.

Growth Capital for Aboriginal Business

Contact Information for Government of Canada program.

Infrastructure Program

PEI Government web site gives Contact Information

Lending Agency

Links to Contact Information and PEI Government Lending Agency site.

Loans for Capital Expenditures

PEI Government web site gives Contact Information.

Manufacturing/Processing & Information Technology Loans

PEI Government web site gives Contact Information. 

Micro Business Development Program

PEI Government web site gives Contact Information.

PEI Food Products Development Fund

Established by the Province of PEI in 1997 to help Island businesses access the services of the PEI Food Technology Centre. The Fund is intended to help businesses generate new products, add value to existing products, and create new markets. Eligible businesses have annual sales of $20 million or less. Contact Information.

PEI Business Development Inc.

Has a Business Support Program, an Entrepreneur Loan Program, and an Equity Investors’ Incentive Program

Small Business Loans Administration

Gives Government of Canada Contact Information.

Strategic Infrastructure Program

This program, under the Regional Economic Development Agreement, supports industrial, technological and informatics/software development infrastructure, such as wastewater treatment facilities, three-phase power plants and information technologies. Eligible applicants may include manufacturers, processors, municipal governments, crown corporations, government departments, and non-profit organizations involved in economic development projects. Contact Information.

Tourism Loans

Tourism loans are available for purchase of an existing business, start up businesses, expansion, debt restructuring and refurbishing. Repayment depends upon the useful life of the asset, with a maximum amortization of 20 years for real property. More details and Contact Information.

Venture Capital Loan Program

Three funds are supported under this program. Contact Enterprise PEI, ACOA, Service Canada.

Women’s World Finance

Women’s World Finance (WWF) is a non-profit organization founded in 1989 by a group of Cape Breton [Nova Scotia] women who wanted to increase business ownership by women. WWF is the first and only Canadian Affiliate of the Women’s World Banking - a global organization which is dedicated to helping women participate in their local economies. Refers to Royal Bank of Canada, WWF and Canada/PEI Contacts.
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