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SUMMARY

A modern economy requires a;cessihle financial services in otder‘ to be
efficient. In most regions they are avallable and taken for granted. The
money industry tends to follow, not léaé, *develeﬁﬁent and growth aud
accordingly, the Yukon has special requirements to avoid a catch 22

situation.

Historically, developing areas were se:vicedrby financial entrepreneurs who
looked to the future for growth and profit. In this enviromment the
‘business community was usually well servad. To a certain degree, this
situation still occurs in areas considered to be developmental. When an
area 1is perceived to be stable, or in decline, the fiﬁancigl services

industry = banks, brokers, trusts, insurance - Teverts to strict

profitabilicy measures.

In mid 1986 the Yukon Tervitorial Govermment and the Geverﬁmen: of Canada
commissioned a study of the access to capital by Yukon businesses. A
number of financing problems and difficulties were identified and
recommendations presented. This study 1s available to Yukon 2000

conference participants. In summary, the authors suggested new government



programs to encourage equity investments, expand debt financing, enhance

business training and education and provide business advisory services in

rural arveas.

There are gaps in financial services in the Yukon and the area is not
currently an attractive frontier for financial entrepreneurs. Some
assistance is nece#sary in order to ensure that Yukon businesses fully
utilize the services available and, at the same time, plans should be wmade
to compensate for the rationalization of financial institutions #hich
usually follow a periocd of low economic growth. There is a role for
government in this process and the focus should be on the identification

and‘encourégement of new and expanded business enterprises — the leading

edge of a vibrant and effective financial service industry.

FINANCIAL INSTITUTIONS

The modern eéoncmy haé surpassed the point when much time and attention is
addressed toward )financiai ’ias:itutioﬁse They are generally taken for
granted. Globally, the banks, brokers, trusts and insuférs are
experiencing slower growth and increasing competition which is leading to
fundamental assessments of their business development strategles =~
including sharp examinations of regional, product Ilime and branch

profitability. In many parts of Canada this situation has caused

institutions to hustle after consumers, thus giving individuals and



buginesses a lavel of service greater than they have ever experienced. One

might reasonably assume that this environment would affect the Yukone.

The Yukon is affected, but not favourably, by the changes and new
developments 1n the £inancial serviées induscry, At a time when new
business and increased profitability is the mission for financial
institutions the economy of the Yukon has been flat. Combined, these
factors have caused Yukon financial institutlions to be cautious insofar as
buginess devéicpment is concerned. Typically, the regicﬂél and head

offices of the banks are trying to improve retail volumes and profitability

in the face of:

o increased competition putting downward pressure of lending returns

and increasad loan losses from marginal credit risks

¢ large investments in technology with pay offs expected through

lower costs in the future
o loss of business to non—bank competitors

o disappearance of cheap deposits

o significant losses in international and resource related 1loan

portfolios,



All of the financial institutions operating in the Yukon seem to consider
their Yukon operations to be remote and of wmarginmal interest. This view
mitigates against any development or entrepreneural/investment strategies
on their part. Since -mﬁst of the businesses in the Yukon = new and
existing - are small and at tﬁe margin as far as risk is concerned, the
attitude of banks put Yukon businesses at a disadvantage vis a vis similar
eﬁterprises in a different (i.e. more aggressive} environment. This 1s the
situation in Whitehorse and is fdrther exaggerated in other more remote,
Yukon communities. The latter have the additional disadvantages of lack of

personal knowledge and contact, an element which is vital in the delivery

of financlial services.

The changes underway ée not point to radicael new ways of providing
financial services. Instead, some see a return to banking fundamentals and
away from entrepreneu;al rigks = either in branch operations or lending.
In the absence of contrary evidence one would expect the Yukon to

experience a consclidation of financial services and az reduction in general

flexibility insofar as credit is concerned.

ACCESS TO CAPITAL

In early 1986 the Yukon Territorial Covernment commissioned, through the
Canada—=-Yukon Economic Developument Agreement, a comprehensive study of the

access to capital by Yukon businesses. The full report is available to



Yukon 2000 conference vparticipants. It  contains the following

recommendations:

1. Private Investment Incentives: it 1is recommended that the Yukon

Territorial Government consider the establishment of a program
which would encourage equity investment in small Yukon busrinessese
The program would allow investors to invest relatively small
amounts of capital into qualifyiag businesses, an& in return
receive a grant or tax credit from the Yukon Governmenr:’ for a
percentage of thelr investment. The grant or tax creéivt would

likely range from 30% to 30% of the investment.

2. Small Business Equitv Corporatioms: it is recommended that the

Government coﬁsider legislation aliewing the creation of small
business equity corporations. The program would encourage
investors to consolidate capital within small business equity
corporations and re~invest those fundé into qualifying Yukon small
businesses, The minimum investment into an equitf'corg}cration
would be in the range of 820,000 to $25,£}0§7, and investqfs would
receive a grant ranging from 30Z to 507 of any investments into

qualifying small busgsinesses,



Public Venture Capital Companies: the public venture capital

company concept implemented in other aréas of Canada is not
csnsidgred appropriate to the Yukoé. However, the Government may
wish to establish a mechanism which woulé allow it to inject
equity directly into specific ;ndustries or tegiéns, with rural
small businesses as a prime example. The Yukon could invest
directly through an agency such as the Yukon Development
Corpcration; ;r indirectly through an intermediary such as Dana

Naye Ventures.

Loan QGuarantees: it is recommended that the Yukon Government

ccﬁgider the establishment of a program of loan guarantees which

would provide guarantees in excess of :her 585,000 limit now.
s;}é&iated by the Small Business Loans Act. Recommendations
regarding the amount of loan guarantee could be made the
responsibility of an agency such as the Small Business Assistaéce
Program Advisory Committee. The primary objective of ;ﬁe ex#géded

loan guarantee program would be to assist in the financing of

viable businesses which were unable to obtain financing due to

such factg:s as 1inadequate {or undervalued) security, the
inability to obtain a long term lease, or the inability to obtain
adequate insurance. As most small businesses in the Yukon would
normally qualify under the current $85,000 limit, it 1s expecred
that this program would primarily benefit businesses which are
located in rural areas and which frequently face problems with

security, tenure and insurance.
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7.

Direct Loans: recognizing the priority which the Yukon Government

has placed on rural development, the Government mav also wish to

/estahlish a program which would allow it to direct loan funds in

support of rural small business. This could be accomplished
directly through an expansion of the Small Business Assistance
Program, or indirectly through an iIintermediary such as Dana Naye

Venturee.

Videc Tape Instruction Seminars: it is recommended that the Yukon

Territorial Government, in association with organizations such as
the Chamber of Commerce and the FBDB, consider the development of
a series of'basiness seminar video tapes. These videé tapes would
be made available on a loan basis to iadividuais and businesses.

The Business Development Office has recently begun development of

such a prograum.

Management Asslistance Program: in assoclation with local Chamhe?s

of Commerce, the Yukon Territoriazl Government should consider the
astablishment of a wmanagement assistance program which would
provide direct management consulting services to Dbusinesses

located in rural areas.
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Business Advisory Services by Local Businessmen: in conjunction

with the local Chambers of Commerce, it is recommended that ‘the
Yukon Government consider the development of local business
advisory coumittees, the purpose of which would be to provi&e

advisory services to assist developing local businesses.

Incentives to Encourage Establishment of Rural Bank Branches: it

is recommended that the Yukcn éo;ernmeaﬁ continue its efforts to
determine what {ncentives may be vrequired to encourage the
establishment of bank branches in rural areas. Should these
efforts g:dve unsuccessful, i: is further recommended that the
Government give eansidé?atian tc the estsblishment of a financial
institution, similar to the Alberta Treasury Brénches, which would

have a mandate ¢to prévide financial services throughout the

Yukon.

Local Agents: in rural communities where a bank branch would not

be feasible, it is recommended that the Yukon Gévernment support
the appointmernt of local agents who would provide residents with
deposit/withdrawal services, ;nd possibly perscnal and lcan
services. The agents could represent the Yukon Government,
although the preferrsd option would be to encourage one of the

chartered banks to establish a system of agents.

e
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12.

i3,

Native Requirements: as native businesses tend to face many of the

same financing related problems az firms owned by non-natives, it
is recommended that current and proposed programs be reviewed in

order to ensure that they meet the neseds and are accessible to

native businesses.

Placer Mining: should the Yukon Government decide that additional

sug?ert is necessary for the placer nining industry, 1t is
reconmended the placer mining be made eligible for funding under
the Small Business Loans Act, the Small Business Assistance

Program, and other programs ocutlined in this report.

Duplication of Programs: the recommendations made above would

overlap and partially duplicate a number of the current small
business assistance programs. Therefore, before implementing
these recommendations, it is recommended that the :governaeﬁt
conduct a thorough review of the proposed and existing programs iﬁ

order to identilfy areas of overlap and duplication.

Even without the introduction of new programe, a strong argument
can be made for conducting a more detailed examination of the
overall organization and scope of small business assistance

programs in the Yukon. As noted earlier, many individuals



- 10 -

interviewed during the course of the study were confused by the
number of small business assistance programs, and expressed

concern over the apparent duplication of services.

14. Non~Financial Issues: the study has identified a number of non-

financial issues which can seriously restrict a small business's
ability to obtain necessary fiﬁanséng: It is recommended that the
government examine these isgués in order to determine what
measures can be take% to reduce the ﬁegatife impact which they
have on %usingss finaneing. A list of the issues identified
during tﬁe course of the.séudy includes: lack of longer term
cutting rights for forestr&; difficulty ig obtaining financing for
businesg located on Crown 0§n9§ land; difficulty in obtaining fire
insurance in rural areas; the difficulty faced by small
contractors in obtaining bonding; and the need to deal with a
number of regulatory agencies in order to obtain required licenses

and approvals.

The analysis and recommeﬂéaﬁiens in the Access to Caplital Study indicate an
unhealthy financial services environment. All five major chartered banks
have a presence in the Yukon but give the impression that they wish they
were not there. At the same time, certain segments of the business and
government community are clearly énhaﬁpy with the financial services,

primarily related to credin, that are available. Reading between the lines
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one could assume that most, 1f not all, banks are only marginally

profitable and see little scope for growth. Yet noune indicate that they

will close.

If the financial institutions maintain the status quo one could expect
caution and cost cutting or, perhaps, increased competition. These are the
extréme bu§i§?ss strategies avallable to them as they face a low growth
market‘far thelr services. Individual histories, views of Yukon fgture
economic develepment; reglonal and head office policies will dictate which
direction is chesen. If one or more financial institutions chooses the
aggressive, competitive approach to their Yukon operations, the financial
ne;ds of the busiﬁess community should be better sérved than at present.
The risks to the business community are greatest if the banks choose the
conservative alternative which is implied inm the study. Projects and
proposals which require flexible terms At which involve z high degree of
judgement on the part of a fipnancial institution will suffer. It is
generally easier, and safer for an officer's career to say "no” in such an
environment. Personal attitudes and relationships are particularly

critical in the granting of credit for new ventures.

SOPHISTICATION OF USERS

There are concerns that credit requests are poorly documented and poorly

presented. Some of the reasons for this include: size of the enterprise;
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lack of business education on the part of the entrepreneur; timing and
general awareness of requirements. The Access to Capital study indicated

that all these factors were ?rasent in the Yukon business community.

Generally, it is agreed that there are few problems with the access and
delivery -of fiﬁancial services to expanding or mature businesses in the
Yukon. These entrepfeneuts have a history which ean be evaluated in terms
of wviability, <quality of product/service, ablility to repay and
understanding of the current economic environment. Private equity funding
is often still scarce but insurance and normal banking services are readily
available. So too are :ﬁe various government assistance programs = both

financial and non~financizl.

The real difficulty lies with the emerging businesses. Typically, they are
very small, designed to fit niches in the economy, and often in rural areas
not well serviced by the financial institutions. Concerns have been
expressed that the level of financial education is low, censequentiy poor
finaneial presentation easilf leads to the conclusion that management is
weak, cash flow is not understood and personal risks may not be fully

evaluated.

One of the responses avallable to the Yukon business community is to
improve their level of preparedness in deaiing with the financial

institutions.
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The study made recommendations to improve the curfént situation: business
training and gducasien9 business advisory sarvices and improved physical
access to finaﬁcigl instituticns. In our view, 'these suggestions are
reasonable and 1t would be beneficial to go further and @rcvide specific
techniéal agsglstance resultiqg in a bona fide business plan. A significant
contribution toward this end would be the development of a questiocnnaire.
type data gatheriég Wdocumeat. It could be tailored to demonstrate
viability andm.bcth appiicants and funding institutions (including

government) should be prepared te cancel a non-viable project, based upon

the questicnnéire*type buginess pian"

GAPS IN SERVICES

The ?hiteherse region 1s well servicéé by financial institutions. The
concerns relating to out=-of-Yukon decision making are somewhat reduced by
the-éampetitive environment and the fact that the most transgctionsiare
within local authority levels. Areas outside Whitehorse are not so well
serviced, and these account for about 25 of Yukon's business

establishments, by number.

Services are provided by the CIBC through branches iIin Dawson Clty and
Watson Lake and via a travelling bank with deposit/withdrawal services in
Teslin, Haines Junction aand Carmacks. These sarvices are very important to

the communities served but they are, by scope and authority, limited.
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Critical among the missing services are working capital loans in the $0 -
540,080 range which are ctypically um or under secured. The remote
locations make it diffécult, if not impossible for normal commercial bank
guidelines to be mer. Accordingly, in the absence of personzl knowledge
and a well documented business plan, funding is not readily available for
viable businesées‘cutéide the Whiteharseﬁa:ea.

Disfancas between communities will remain ? problem in the delivery of
adequate financial services.  Technological develcpme#: are addressing
routine services through cost effective remote terminals for insurance and
banking. Not addressed, howevef, is the need for financial (funding)
services throughout the Territory. Current bank services = branches and
travelling deposit/withdrawal - should be encouraged to continue. At the
same time, an unconventional branch is required to provide a travelling
commercial service to business communitiesr outside Whitehorse. Such a
service may be the only way that newausinesses can develop and expand in
more remote areas. Increased accessability has a cost and it is improbable
that the business generated for s&ch a financial institution would be
sufficient to justify the service on economic eriteria alone. This has
been recognized by the Yukon government which has recently announced a

program to subsidize the CIBC te provide banking services to Mavo and

Faro.
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GOALS AND IMPROVEMENTS

The business community of the Yukon is different from other areas in
Canada. It is a cliche to say it is unique = the businesses are not but
their requirements ars. This condition vresults primarily from two

characteristics: small size and geographical location.

In aédre#sing the needs of Yukon business it is deéirable to keep financial
institutions competitive in Whitehorge and ewxercise the accessability of
commercial financial services to the other principal communities. Whereas
the economic development of wmost regiensj in the weridv is adequately
serviced by financial institutions, the lack of vrecent growth and
ralativeiy poor neay term outlook is restricting the investment plans of
finanecial institutions in the Yukon. They -must be encouraged to not
retrench their present level of operations and, at the same time, be open

to suggestions for increased services to businesses outside of Whitehorse.

Larger new developments and expansion pro}ects of exdisting businesses are
reasonably well served by the Yukon and British Columbia £financial
community. The focus for government attention, therefcrg, should be toward
the emerging small businesses throughout the Territery. The goals for this

effort would include:

o 1identification of business opportunities
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o early assessment of entrepreneural skills
o development of questionnaire based business plans

o evaluation of wviability

o description of success factors {training,‘financiﬁg9 equity, etc.)

and realistic potential to achieve them.
o early rejection of noma-viable proposals.

The Yukon government may have ro recrganize izs pDrograms to accsmplisﬁ
these goals but the net result should be a de}ivery s?stem designed from
the rescurces currently available. The Small‘3§siness 0ffice appears to
have an appropriate mandate to play a leading role in these developments,
especially as they relate to providiaé or -funding businessfmaﬁagement
gssistanee. Direct financial assistaéee; when recommended, would continue
tb be provided through the Yukon Kinistr?Acf»Economic Development, Canada

Regional Industrial Expansion and other government agencies.



