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%*
BDC at a Glance

> Flexible financing to support growth and protect cash flow
> Advisory services on an enterprise-wide range of subjects
> Biggest and most active venture capital investor in Canada

42,000+| 2,100 | 110+ | 94«

CLIENTS EMPLOYEES BUSINESS OF BDC CLIENTS
CENTRES ARE SATISFIED
WITH OUR
SERVICES

$26B 2

IN FINANCING YEARS
COMMITTED OF EXISTENCE
TO CLIENTS




What is a High
Growth Firm?
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HGFs are positive contributors to economic development in

Canada

HGFs typically achieve 220% growth...

* By definition, HGFs :

- Achieve average annualized growth
equal or greater than 20% per annum
(in terms of sales or employees) over
a 3 to 5-year period

- Have 10 or more employees at the
beginning of the observation period

* Gazelles are a subset of HGFs

- Less than five years old at the end of
the observation period

... and contribute to the economy by creating
jobs and driving innovation

* High net job creation

- Estimated that HGFs create
approximately 45% of net new jobs in
Canadal

* Considered entrepreneurial and
innovative

- By the uniqueness of their products

- Leveraging processes or markets
that allow them to expand rapidly

BDC — Supporting Canadian High Growth Firms



HGFs are found across all segments and geographies

Proportion of high growth SMEs by industry Contribution of hyper! and strong growth? firms by region,
sector, % of total 06 of total
B High growth SMEs | Other SMEs
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Wholesale/
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winbeltall DT
sectors
Manufacturin 100 .

J British B
Professional Columbia  Prairies

Atlantic
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What does it take to become a HGF? *

Strong leader (entrepreneur) — driven, focused,
visionary

Strategic vision & shared organizational drive
and culture to grow

Engaged team ready to support the high
growth

Being innovative & agile — constantly
embracing change and re-inventing themselves

Differentiated, often disruptive product or
service

Seizing market opportunity & right timing

Playing an active role in global markets

Source: Interviews with HGFs, PE firms & Literature

“You need an excellent manager who is supported by a
successful team...rather have an A manager and a B business.”
Managing Partner, Private Equity Firm, ON

“A vision of sustained growth over a 5-year horizon”

“HGFs need to be innovative all the time. Innovation has to be in
the culture of the business, not a flavor of the day.”

President, HGF, Lighting manufacturer, QC

“Given you have the patience, right product, services and
people, it comes down to luck & timing.”
President & CEO, HGF, Manufacturer of optical networks, ON

“Success is to reach results that far exceeded your
expectations.”
President, HGF, Media & Entertainment, QC

“Being a leader is not our value, it is the result of our actions,
based on the way we work.”
President, HGF, Service, QC

BDC — Supporting Canadian High Growth Firms 7



How Does Canada
Compare to Other

Nations




Canada has the right ingredients for a healthy ecosystem
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Despite its healthy ecosystem, Canada’s competitiveness is
deteriorating *

Canada’s competitiveness gap is veiled under a healthy ecosystem and improving
GDP/capita ranking

= Canada has climbed from 16" to 8™ in GDP per capita ranking over the last 20 years

* However, the prosperity gap between Canada and the US has quadrupled since the 1970s

The underperformance is driven by deteriorating fundamentals, as Canadian SMEs have lost
ground on productivity and innovation

* Productivity growth in Canada is ~20% below OECD average over the last decade

* R&D spend is ~40% below the US (as a % of GDP), though Canada is quite efficient at converting its
R&D dollars into patents

These deteriorating fundamentals have prevented Canadian companies from competing in
new markets and ultimately developing into global leaders

= Canada is losing share of global exports to all but 5 of its trading partners

= Canada’s share of global top companies has dropped ~50% since 1990




Canada’s support for SMEs is highly fragmented and in need *

ﬁf iniiﬁration

Canada scores poorly on several measures. Its
results are below average on mentorship, the
provision of incubators by business and

_ universities, and the availability of networks such
as entrepreneur clubs and associations. Corporate
and non-government mentors are particularly

- difficult to find |
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Insight and
Conclusions
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HGFs face roadblocks to
keys to success

Access & Supply of Non-Financial War
For Talent
, Competitors & Strategic
Operations & Supply @

Chains Management

13



1. Access and Supply of Capital

» Fast and often unplanned and
unstructured increase in financing
necessary

* Don’t meet financing ratios for
debt financing

Overleveraged balance sheet
Can’t keep up with repayment
schedules

» Can’t find right instruments (too
complex to understand)

* Unwillingness to dilute

During
High .

Growth .

Phase

 Tight with liquidity
* Dried up sales growth

* Project based instead of strategic
financing approach

Source: Sub-Fin Workshop, Interviews with HGFs & PE firms

Strategic / patient capital that could be equity but that
hopefully is less expensive and less invasive than equity

W/C and inventory financing

Financing for innovation and R&D

Equipment and real estate financing

Financing for non-organic growth

Additional debt without history and new assets to pledge
Flexible repayment schedule and ratios

Innovative financing structure

Financing education and training

Additional capital (WC, CAPEX)

Repayment of quasi equity (or refinancing) taken during
High Growth Phase

Financing of new strategic plan to the next cycle of growth
(possibly equity but more likely debt with equity features or
term debt)

Financing innovation & product development
Global supply chain financing
Financing for non-organic growth

BDC — Supporting Canadian High Growth Firms
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The supply of capital is not optimally geared to support HGFs *

Lack of patient & strategic capital

Financial instruments focus primarily on debt

Debt blocks growth as loan horizon is not aligned with time
to grow

Equity & debt providers often aim at the same
targets

Firms with proven track record are easy to finance

Regional particularities in supply of financing
exist

Lack of expertise in debt providers to finance
HGFs

Financing intangibles, future revenues, etc.
Not well served by Private Equity

Shallow pool of investors, too many premature buyouts; PE
interested in 10M+ de_als, small segment less covered; low

valuations by Canadian PE

Source: Sub-Fin Workshop, Interviews with HGFs & PE firms

“Capital supply is not strategic but tactical, have not seen any strategic
money to help a business execute on vision and strategy”
President, HGF, Software, ON

“Easy to get financing when you are a winner”
President & CEO, HGF, Manufacturer of optical networks, ON

“Banking system is old style... not adapted to realities of today. Financial
system advances slower than it's clientele”
President, HGF, Media & Entertainment, QC

“Problem is where to yet theequity if thereare no players in the $1-S5M
range”
President, HGF, Lighting manufacturer, QC

“The bigger deal size (510+M) is well covered and very efficient; less than
S10M is very opportunistic, less organized and there is limited expertise”
Managing Partner, Private Equity Firm, ON

“There is a huge structural problem in financing HGFs, pension capital is
concentrated in few hands, they are not interested in smaller deals”
President, Private Equity Firm, ON

BDC - Supporting Canadian High Growth Firms 15



2. Non-Financial Support

Challenges Needs

Post .
High 5
Growth .

Phase

Lack of planning, short term outlook
- Difficulties defining the vision

- Difficulties planning for sustainable growth (vs. high
growth)

Limited personal resources & time of founder

Limited support to help entrepreneurs become
good managers, i.e. serial entrepreneurs, mentors

Identifying organizational and knowledge gaps
Unwillingness to dilute

Plateaued growth

Difficulties with management structure, transition
Unwillingness to lose control

Limited external expertise availability:

- Shortage of strategic partners to provide advice and
access to best practices
- Lack of scaling up expertise

- Professional services firms often out of reach for HGFs
due to cost (specifically for small firms and gazelles)

Source: Sub-Fin Workshop, Interviews with HGFs & PE firms

k

Strategic focus and structured
approach

Coaching for entrepreneurs
Financial education

Acquiring C-level professional
managerial skills to transition
from one person dependency

* Networking

Strategic focus and long-term
planning

Repositioning for new high
growth cycle

C-level management changes to
support new high growth cycles
and firm’s expansion

Coaching for C-levels
Networking

BDC — Supporting Canadian High Growth Firms
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3. Talent Acquisition

Post
High

Growth
Phase

Ability to quickly attract human
resources

- Possessing necessary technical skills
- Ensuring right fit & motivation

- Compensation

Time constraints on employees due to
scarcity

Capacity of HR function within the firm
to face growth

Retaining talent

Realizing and responding to skillset
change needs

Recruiting professional top
management talent

- Shallow pool of senior management,
especially in sales & marketing

Hiring talent to support growth
(primarily operations, sales and
technical employees)

Shared culture to sustain growth

Coaching and training for new
employees

Additional talent to support new growth
cycle

Training for deeper level, specific or
new skills necessary to face further
growth

Professional management

k
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4. Markets and Supply Chain

During
High

Growth
Phase

Client base not diversified enough

- Dependence on one or few main clients
- Limited geographical/global reach

- Limited understanding of foreign markets

Weak sales & marketing structure

- Defining market niche, positioning

- Reactive behaviour to clients’
demands/orders

Global diversification of markets and
clients

Keeping abreast of new trends and
market opportunities

- Re-positioning as markets change

- Responsiveness to evolving clients’ needs

Continue to grow organically and learn
to grow non-organically

Strategic marketing approach

Build up sales & marketing, incl.
additional human resources

Gain recognition and establish trust in
the market

Diversify customer base and access
new markets

Maintain competitive advantage
Internationalize

Access new, non traditional markets
M&A to sustain growth

Business matching and networking to
expand markets and clients

k
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5. Competition and Innovation *

* Prioritize to focus on innovation + Agility and continuous innovation in:
- Separate innovation from daily management - Products
functions - Markets
- Often more pre-occupied with meeting - Business model

clients’ demand
+ Continuous product development

- Structure, etc.
i Change management to create

* Not enough recognition or/and support shared innovation mindset throughout
for innovation from financing partners firm
- More competitors » Understand global competitors and
trends
Post + Lack of awareness of global o N
L competitors due to product focus * Maintain competitive advantage
High * Ability and cost to innovate and re-
Growth invent themselves
Phase .

Staying agile and tuned to new trends
and market changes

Source: Sub-Fin Workshop, Interviews with HGFs & PE firms BDC — Supporting Canadian High Growth Firms 19



6. Supply Chain management & Operational Efficiencies *

* Finding subcontractors & suppliers » Execution capacity

» Execution/operations often cannot meet * Supply-chain integration
high demand - Sourcing

« Controlling expenses - Networking

- Business-matching

» Expanding supply chains + Streamline processes & procedures
- Difficulties accessing global supply chains (incl. certification, standardization)
» Lack of diversified networks » Develop/ acquire ICT capabilities for
+ Improving operational efficiencies to supply-chain integration
sustain growth: + Business matching and networking
- To increase productivity for supply-chain expansion

- To increase profitability

Source: Sub-Fin Workshop, Interviews with HGFs & PE firms BDC - Supporting Canadian High Growth Firms 20
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Keys to sustainable multilevel growth

Typical
HGF Needs

Financial son
SUDDOTt Financial
PP Support
2 Need flexible / tailor-made 2 Management & Strategic
financing as HGFs often do Planning
not meet standard financing 2 Clients & Markets
ratios > Operations & Supply
> Private Equity between $ Chains
1M and 10M > Talent (HR)

2 Competition & Innovation
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Ambitious entrepreneurs grow faster and are
slightly more global and innovative *

Annual revenue Int’l sales Investments in Annual revenue

growth (%) (%) innovation (%) . (SM)

High? 24 21 11 16
Medium?3 16 17 8 18
Low? 16 15 8 22

Ownership Age of business Age of the entre-
interest (%) (yrs) preneur (yrs)

High 65 27 45-54
Medium 58 32 45-54
Low 69 28 55+

1 Based on survey population of only owners, CEOs and Presidents (n=335)

2 High ambition includes individuals who responded “strongly” agree to the statements: ‘l am constantly investing in new opportunities for my
business, even at the risk of failure’ and ‘I am willing to make personal sacrifices (e.g., more travel, longer hours) in order to maximize the revenues
of my business’

3 Medium ambition includes individuals who responded “strongly” or “somewhat” agree to the statements: ‘Il am constantly investing in new
opportunities for my business, even at the risk of failure’ and ‘I am willing to make personal sacrifices (e.g., more travel, longer hours) in order to
maximize the revenues of my business’

4 Entrepreneurs that were not identified as high or medium ambition

SOURCE: BDC Competitiveness Survey (2014)




Entrepreneurs with higher risk tolerance grow faster,
are more global, and invest more in innovation *

Annual revenue Int’l sales Investments in Annual revenue

growth (%) (%) innovation (%) . (SM)

29 25 14 20
19 16 9 20
14 7 4 25

Ownership Age of business Age of the entre-
interest (%) (yrs) preneur (yrs)

High 73 26 45-54
Medium 62 30 45-54
Low 62 26 55+

1 Baseu urrsurvey pupurauon of only owners, CEOs and Presidents (n=524)
2 High risk appetite entrepreneurs includes individuals who responded “strongly” or “somewhat” agree to the statement ‘1 am constantly investing in new

opportunities for my business, even at the risk of failure’ and invests >40% profit into the business each year as well as has >40% of their household

assets invested in the business

3 Entrepreneurs that were not identified as high or low risk appetite

4 Low risk appetite entrepreneurs includes individuals who responded “strongly” or “somewhat” disagree to the statement ‘I am constantly investing in
new opportunities for my business, even at the risk of failure’ and invests <20% profit into the business each year as well as has <20% of their

household assets invested in the business
SOURCE: BDC Competitiveness Survey (2014)




Focusing on SMEs that are growing, larger, and ambitious will

enable BDC to maximize impact

*

Average annual impact per SME!
Type of SME (indexed to 100)

Average SME
(n=866)

Growing SME?

Growing, Larger SME3 140

:Growing, Larger, and
:Ambitious SME*®

* Impact per SME is

significantly higher
(~80%) when looking at
faster growing, larger,
ambitious SMEs relative to
overall sample®

Impact would likely be even
more significant if SMEs
with negative growth were
included

Target SMEs are similarly
distributed across
industries and regions
relative to the entire survey
population

1 Average annual impact is calculated by looking at entrepreneurs who responded that addressing their need would result in a “large” or
‘medium” impact on revenue, and then multiplying (i) the revenue percentage increase they assigned to that impact by (i) their revenue

2 SMEs growing at 5% on average over last 3 years with 0-500 employees and low, medium or high ambition
3 SMEs growing at 5% on average over last 3 years with 100-500 employees and low, medium or high ambition

4 SMEs growing at 5% on average over last 3 years with 100-500 employees and high ambition

5 High ambition includes individuals who responded “strongly” agree to the statements: ‘1 am constantly investing in new opportunities for my
business, even at the risk of failure’ and ‘I am willing to make personal sacrifices (e.g., more travel, longer hours) in order to maximize the

revenues of my business’
6 The BDC defined target SME is broader as it includes SMEs below 100 employees




4 core beliefs about identifying high impact SMEs

Core beliefs

Proof points

* Faster growing firms have greater potential
for impact — SMEs that are already fighting to
grow and gaining traction are in a better position
to have impact on competitiveness

* Bigger firms present more opportunity for
impact than smaller ones — the impact of
BDC'’s efforts / allocation of resources will be
higher if BDC is successful in getting larger firms
get to the. next level

* Ambition and risk tolerance are key elements
of future success — BDC should support
entrepreneurs who have a growth mindset and
are driven to succeed

* Faster growing firms can be found across all
geographies and sectors — BDC should avoid
‘picking’ geographies or sectors for the purposes
of identifying target firms, as such firms appear

across-the-col mtq; and-sectors

= Faster growing firms account for majority of
private sector revenue growth, with top 7% of growth
firms generating 41% of net growth in private sector
revenues?

On a per SME basis, medium-large SMEs generate
~14x more economic impact than small SMEs?
Whereas there is no decline in number of small SMEs,
medium-large SMEs are declining, and lag the US
on.a.per.capita.hasis?

* Among growing firms, SMEs run by high-ambition
entrepreneurs grow ~40-50% faster than those run
by low ambition entrepreneurs3

* Faster growing SMEs are distributed across
sectors (~20% SMEs within each sector)*

There are no geographic biases among faster
growing firms (~17-20% faster growing SMEs in each

raciaon-of-Canadal4

I\,ylull Ul Qi luuu./

1 Source: Statistics Canada, Small and Medium-sized Enterprises Data Warehouse, February 2009
2 Source: Statistics Canada, Business Register; U.S. Small Business Administration, Office of Advocacy, based on data provided by the U.S. Census

3 Source: BDC Competitiveness Survey (2014)

4 Source: Deloitte; Statistics Canada, Survey on Financing of Small and Medium Enterprises; Industry Canada 2008 (based on 1993-2002 data)




Perspective on how to make a step change
Improvement in SME competitiveness *

Develop a holistic approach to serving SMEs with advisors who
understand their clients’ business and can coordinate across
internal and external solutions

= Continue offering BDC’s current products to keep building
essential capabilities to improve SME competitiveness

= Develop an evolving toolkit that offers a portfolio of solutions
(including both financing solutions and non-financing solutions)

= Leverage partners in delivering solutions where applicable and
develop relationships with key stakeholders to enhance offering and
overall ecosystem




Growth and
Transition Capital

(GTC)




Growth and Transition Capital team




Financing between %*
$250,000 and $35 million

offer solutions right for businesses that:

WS

Have a well- Have a strong Demonstrate
established or management team quality of financial
high-growth reporting
company

BDC — Growth & Transition Capital 30



Benefits for the business
solutions aim to give companies room

to breathe financially:

i

Flexible repayment
terms to protect
your working
capital

Security
subordinated to
secured lenders,
Increasing your
borrowing power

Personal assets
not taken as
collateral

BDC — Growth & Transition Capital 31



Financing example —

raising capital to sustain growth

Project
Business Working capital to
software solution support growth
provider = Our client, a successful

software developer for the
service industry, was looking
to sustain rapid growth with
working capital. With new
contracts that promised to
generate profits soon,

it needed to secure cash

to hire new staff to handle
the growing business

Benefits for
the business

= Financing obtained without
any tangible assets

= Repayment terms structured
to allow client to have
sufficient cash for daily
operations during the
growth period

BDC — Growth & Transition Capital
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Example of financing deal structure

Project Amount Financing Amount

Working capital to hire Growth & Transition Capital
$750,000 . e :
new employees = Quasi-equity financing

TOTAL $750,000 TOTAL $750,000

$750,000

Some specifics




Growth Driver
Program (GDP)

y 1
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How we proceed with the selected firms

Phased
delivery
process

Outcomes

o

Formulate

Ongoing leadership development

s

Build

your growth strategy your action plan

9
=

Implement

the action plan

\{

Define 3-year growth
strategy based on
assessment of
business and

market potential

\{

Develop 12-month
action plan, including
governance and
KPls

¥

Implement action
plan with ongoing
support, including
recalibration

of priorities




Client Story #1: Food Production/Packaging *

Role: Co-Packer

Reason for Joining: The CEO (owner) and his senior management team were seeking guidance

and structure for strategic growth.

Key Actions/Issues Addressed:

>

v v vV

Investigated and modeled service line extension — new reach for existing processes;
Considered US entry;

Considered regional expansion;

Established growth projects with structured project management;

Improve financial performance through project documentation, monitoring, and analyses.

BDC — Supporting Canadian High Growth Firms 36



Client Story #2: Manufacturing %*

Role: Design, Manufacture, Wholesale Distribution of High-end Cabinetry

Reason for Joining: The leadership team recognized the need for traction on strategic initiatives.
This company is a strong “back-end producer” that required “front-end marketing and sales”
ability to pivot in market. They joined GDP to provide process, best practices, fresh eyes and
thinking to this critical point of their development.

Key Actions/Issues Addressed:

> GDP supported Marketing/Sales plan and execution;

> The process enabled management skill set and governance to grow the team with the
business needs;

> The high pace of working “in the business” challenged the need for “working on the
business” attention. The BDC GDP team enabled that important shift in focus;

v

US market entry struggles needed critical review and reset;

> Business model evolution — the business needed guidance and process in how to become a
brand versus a manufacturer.

BDC — Supporting Canadian High Growth Firms
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% Road to support HGF

Three Phases

Market Needs BDC’s Position Diagnostic
Gap Analysis Analysis of the current offer Choice of Strategic Options

Workshops Diagnostic

Strengths

Scenarios
- Gaps
Data & Literature Analysis Path

to

3 workshops implement

BDC - Supporting Canadian High Growth Firms 41



Overview of work done

clients) from across Canada
4 focus groups with relevant entrepreneurs

Detailed phone survey of~870 high impact entrepreneurs across
Canada that covered ~20 key challenges and ~20 potential solutions
CONAUCIEA. US . SULVEY. ...ttt

:)z:'sueuce v » | Deve!oped case studies on other develqpment banks (e.g.,
Dubai, France, Germany, Japan, Korea, Singapore, US)

SPRING g3 KDB Bank KF\lV * Conducted interviews with personnel from these institutions,

Enabling Enterprise ferantwortung

e o ExE R » Synthesized key insights from 70+ external publications to inform
(&) I

2Ny g
) P views on ecosystem, challenges, and sectors

CFIB Hy oo .
% BIOTECanada. Analyzed market and sector specific metrics to develop a
canapian councr P -onsal canapiE e perspective on Canadian competitiveness

* Used BDC client data to help prioritize challenges from entrepreneurs
* perspective, developing hypotheses of where to focus
bdc = Reviewed credit analysis and performance trends

* Conducted interviews on key SME issues and possible solutions
COMMUNTJECH @7 e conerenceBoad 304 BDC executives from all business units
CFIB = — 9BDC fi(_ald managers frc_)m across Canada _
_ caoanremanon &3 FRQEITICIN — 15+ McKinsey experts with a mix of global and Canadian
expertise across various sectors
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Our Goal

= BDC’s aspiration is “to make Canadian entrepreneurs

the most competitive in the world”, which is
manifested in BDC's dual role to be both “responsive”
and “purposeful”

This project targets BDC’s purposeful role by seeking
to have a disproportionate impact on
competitiveness by

— Focusing on SMEs with highest potential for
Impact

— Developing solutions that address their key
challenges

— Designing a delivery model to maximize impact




Phase 1:

k

formulate

your growth strategy (2 to 3 months)

Analyze your
‘current state’

External
analysis

Market
potential

Internal

analysis
Company
readiness
for growth

Explore Articulate your
growth avenues 3-year growth strategy
> Market size
and shape .
> Competitive ldentify
dynamics
> Supply chain Select Summary
dynamics Prioritize Growth 3-year
options Sl
: : strategy
2 Financial Quantify
> Operations ~ _, Business cases
> Sales &
marketing
2 Human
lesbllizss > Business cases for growth options

Outcome = > 3-year growth strategy document




Phase 2: *

your action plan (2 to 3 months)

1 Address identified Allocate resources Define the governance
financial and operational over time and measures for tracking
requirements
Performance
Requirements Define dashboard
Financial priorit_ie_s Specify Select Governance
& activities timelines Growth model
Requirements by function/ options —
- owner
Operational 12-month
S —— Action
' Budget, i plan
3 ] I B —Pi operating i E:: Not included in pricing
| Investor i —»1 Financing program ! Linksto | plans
1 1
| business |  Loso—meoooooooood -
i plan i ] 39_party i > 12-month action plan
: {7 financing i Outcome =» > Governance model

Commmmm e > Performance dashboard



Phase 3: *

implement
D@ your action plan (18-30 months)

Performance Long-term plan execution and T T T T T T
dashboard CEOQO'’s leadership development Other BDC
adV|sory services
Governance
model . . Governmental
- Review and recalibrate plan

support agencies

12-month

Action Support your functional leaders — Industry experts

plan

3rd-party partners
Develop personal leadership skills

E:: Services not included in program

> Ongoing > Diploma from > Membership in
Outcome =» implementation Growth Management a peer-to-peer

support Educational Retreat network




