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section 01

What does innovation mean to entrepreneurs?

> This survey’s results lead us to believe that innovation is a broad concept for entrepreneurs, who associate it with many different
ideas. Among the most frequent answers provided, they told us that innovating means “improving what they do” (77%), “inventing
new products or services” (67%) and “differentiating their firm in the marketplace” (65%).

> |n this survey, innovation was defined as follows:

The use of new or existing ideas to improve an aspect of a business, resolve a problem or seize
an opportunity. Innovation can range from improvement to invention.

4

> This definition seems to resonate well with entrepreneurs. Two-thirds of them (67%) find it “very accurate” and 29% of them find it
“somewhat accurate”.

> |n the context of this study, we asked entrepreneurs to freely tell us how they integrate innovation to improve aspects of their
business.* Here is a summary of what they told us:

— Most frequently, entrepreneurs said that innovation could help them improve their operations (40%) by reducing labour costs,
improving plant efficiency, increasing productivity, enhancing workload organization and streamlining processes. One in 10
respondents mentioned increased sales as a benefit of innovation.

Innovation perceptions

Willingness to take risks and challenges

> Almost all the entrepreneurs surveyed said they are either “somewhat” or “very” willing to take risks when it comes to innovating.
This is important, because the literature shows that the entrepreneurial mindset is critical to any successful innovation effort.

> Of the different innovation steps presented to them, a majority of respondents told us that commercializing new products or
services is a challenge. Second in line is the design and development step, deemed challenging by half. Another step perceived
as challenging is research.

> Steps that fewer respondents deemed challenging are ideation, project selection and project management.

*Note: We also asked the respondents open-ended questions on how innovation could

help them resolve their problems or seize opportunities, but they interpreted these

questions in a much broader sense. Therefore, we did not include their answers, as they I

could have been misleading. 3 | INNOVATION — OCTOBER 2015 BDC



The concrete aspects of innovation

Resources used to innovate

> When it comes to allocating budgets and assigning resources to innovation, it appears that companies are mostly willing to invest
in innovation when they feel they have to; consequently, they seem to be more reactive than proactive.

— Allocating budgets: On a positive note, only one-third of entrepreneurs surveyed said they do not allocate any budget to
innovation. Close to half will allocate money when it is needed, whereas one out of five do have a predetermined budget for this
purpose.

— Assigning resources: Again, roughly half of the businesses are reactive when it comes to assigning resources to innovation;
they will do so when needs arise. One-quarter have resources dedicated to innovation, whereas a slightly higher proportion do
not have any.

— Types of resources available: Technology, a skilled workforce and equipment are the resources most commonly available for
innovation efforts. Conversely, time, money and government support are the least available resources.

— Take away: As a general rule, it seems that the larger the company, the more organized it is when it comes to planning for
innovation and allocating resources to these projects. Moreover, although this sounds cliché, necessity seems to be the mother
of all actions. Results show that businesses in growing sectors and emerging markets need to innovate in order to carve out
their space in the market and become sustainable. Therefore, they are more likely to invest resources in innovation than other
companies are. What is somewhat surprising is that firms in stagnant or shrinking industries and declining markets do not put
more effort into reinventing themselves through innovation.

How businesses foster innovation

> Overall, survey results are in line with the literature on innovation: Using new technologies, creating internal brainstorming
groups, fostering a culture of constant experimentation and allocating time for employees to work on innovation are the most-
used innovation mechanisms.

> Conversely, when working on innovation, entrepreneurs are much less likely to use other mechanisms, such as monitoring
customers’ needs and perceptions, seeking continuous support from external consultants, or implementing open innovation
through collaborations with other companies or academic institutions.

> |n terms of the key elements that work for innovation, a majority said that strong leadership is present in their innovation efforts,
whereas a slightly smaller proportion told us that open communication and collaboration across teams is present.
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section 02

Detalled results

@ Note to the reader: Unless otherwise mentioned, significant

differences are presented in terms of the proportion of respondents
who gave a score of 4 or 5 (greater/in agreement) or 1 or 2
(smaller/in disagreement) on a five-point scale.
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The value of bringing something new

What is innovation?

Innovation is a rather large term that involves the creation and development of something new that will be useful and will add value.
The “something new” can take the form of a product, a service, a process, a market, a business model or a way of organizing.

> Despite the buzz around innovation, its definition remains rather complex, as it encompasses different concepts. From Schumpeter
to most recent authors, innovation has taken many forms and evolved in different ways over the years. In summary:

— Innovation includes the notion of creating and introducing something new, which could be a product, a service, a process, a
market or a way of organizing.t 23

— To be considered an innovation, the “something new” must have a use and bring value to society. For instance, it must improve
society’s well-being, or increase the profits of the innovative firm or set of firms.456
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section 02

What innovation means to entrepreneurs

What does innovation mean to you, as an entrepreneur?
Multiple answers allowed.

77

) 4
IMPROVING WHAT  INVENTING NEW  DIFFERENTIATING SEIZING NEW INNOVATION IS A OTHER
WE DO PRODUCTS OR OUR COMPANY IN BUSINESS BUZZWORD; IT
SERVICES THE OPPORTUNITIES DOESN’'T MEAN
MARKETPLACE ANYTHING

> Survey results show that the notion of improving methods and processes (improving what we do) resonates with most of
entrepreneurs. In many cases, innovation is also associated with the invention of new products or services and/or with the
differentiation of one’s firm in the marketplace.

— This overlap in responses leads us to believe that innovation is a broad concept for entrepreneurs that involves many different
ideas.

— Respondents who selected other as a choice added a few elements to the proposed concepts, saying innovation:
* is a continuous process;
* improves not only what we do but also how we do things;
* helps us to move ahead of competitors.

Base: All respondents. (n=455) 7 | INNOVATION — OCTOBER 2015 IBDC



Innovation iIs the use of new or existing
ideas to improve an aspect of a business,
resolve a problem or seize an opportunity.
It can range from improvement to

Invention.
e

Our definition of innovation

Beyond the baseline concept already covered, in practice, innovation serves various purposes. With the goal of gaining useful
insight about the way entrepreneurs articulate and deploy different efforts to innovate, we provided the survey participants
with a definition of innovation based on the practical meaning of the word.

8 | INNOVATION — OCTOBER 2015 IBDC-



section 02

Perception of this definition of innovation

For the purpose of this survey, we define “innovation” as the use of new or existing ideas to improve an aspect of a business,
resolve a problem or seize an opportunity. Innovation can range from improvement to invention.

How accurate is this definition to you?

29

v
A A A A
VERY SOMEWHAT SOMEWHAT VERY
INACCURATE INACCURATE ACCURATE ACCURATE

> The vast majority of respondents (96%) found the definition either “somewhat accurate” or “very accurate.”

> We did not find any significant differences between sub-groups for this question.

Base: All respondents. Those who preferred not to answer or did not know were excluded from the I
calculation base. (n=453) 9 | INNOVATION — OCTOBER 2015 BDGC



section 02

Innovation: Why and what for?

Why do entrepreneurs innovate?

There are various reasons for small and medium-sized enterprises (SMES) to innovate, which can range from growing to surviving.
Moreover, firms may turn to innovation whenever they need to solve problems, improve their business or seize opportunities.

> Although many firms base their activities on their desire to grow,’ the current fast pace of change has pushed many companies to
evolve and potentially reinvent themselves in order to survive and remain relevant.2 In this pursuit of reinvention, innovation is a
natural response for companies that need to anticipate and quickly adapt to change.®

> Many innovative ideas have been developed and implemented as a response to a threat or a challenge.® Hence, it is assumed
that, depending on the business context, innovation is a solution for those wanting to solve problems, improve their business and/or
seize opportunities.

What do entrepreneurs hope to improve through innovation?

> For the purposes of this study, entrepreneurs were asked to share their problems needing solutions, the improvements required to
be made or the opportunities they wanted to seize through innovation.*
> Their qualitative answers are detailed in the following slide.
“[...] mostthings, from a simple
shirt collar to the most
sophisticated computers,
originated with someone with
extreme needs pushing the
boundaries of human ability.”*!

Uri Neren

*Note: We asked the respondents open-ended questions on these three aspects. However,

when it came to how innovation could help them resolve their problems or seize

opportunities, they interpreted these two questions in a much broader sense than expected. I

We decided not to include these answers, as they could have been misleading. 10 | INNOVATION — OCTOBER 2015 BDC



section 02

Improving aspects of the business through
Innovation

> |n 40% of the cases, entrepreneurs said that innovation
could help them improve their operations. Most
frequently, they said it could do so by reducing labour Operations 40%
costs, improving plant efficiency, increasing productivity,
enhancing workload organization and streamlining
processes.

Aspect to improve Responses*

. o _ Sales 10%
> One in 10 respondents said innovation could help

increase sales.

> Finding a niche, contacting potential clients, and Marketing and product placement 10%
increasing awareness of product and service offerings
are marketing and product placement aspects

i 0
respondents mentioned somewhat frequently (10%). Product/service offering 10%

> Improving the product and service offering was also
mentioned by 10% of respondents. Entrepreneurs
expressed their eagerness to give consumers
innovative options by filling market gaps or extending
the business scope.

Other 30%

> Other aspects to improve (30%) are related to seizing
business opportunitieS, and to Changing the business Note: This was an open-ended question. As such, given their qualitative nature, results
model. the company’s culture or aspects of human cannot be constructed as statistically representative of entrepreneurs facing problems to be

t R di . did t resolved through innovation. However, the convergence of opinions is indicative of result
resources managemer! - Response dispersion did no validity. *Response rate for this question: 82% (n=373).
allow for further analysis.
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What Is particular to innovative companies?

To succeed at innovation and to remain relevant, a company needs to undertake activities supported by the right mix of mechanisms,
resources and key elements. Factors such as business size, economic and/or social context, and regional realities may determine the
best set of strategies for a firm to use to orient its innovation efforts. However, regardless of how firm-specific these strategies can be,
innovative companies seem to have some common features.

> Sometimes, companies will innovate simply to avoid extinction. As such, they will need to invest a minimum quantity of resources'?
(money, tools or people) to foster innovation. To determine the resources needed for innovation efforts, businesses should pay
close attention to factors such as the size of the company and the firm’s regional, economic and social realities.

> Therefore, in most cases, innovative companies:
— know their environment and, as a result, can anticipate market trends and work continually to solve consumers’ problems;3
— have a structure that is flexible and knowledge-based, and fosters a culture of innovation;#
— are more collaborative and willing to “engage in external knowledge sourcing”;1®
— are led by innovative leaders;6
— accept that experimentation and a willingness to fail are necessary when implementing new ideas to capture competitive advantage;*’
— understand that innovation requires creating teams of people with the right set of skills.18
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section 02

Effort distribution

How do you distribute your innovation efforts and resources?

29

) 4
IMPROVING SEIZING RESOLVING NOTHING IN
ASPECTS OF THE BUSINESS PROBLEMS PARTICULAR

BUSINESS OPPORTUNITIES

> On average, respondents said they allocate 39% of their innovation efforts and resources to improving aspects of their business.
They allocate almost the same efforts and resources to seizing business opportunities (29%) and to resolving problems (27%).

> In sum, we can see that 95% of innovation efforts and resources are focused on a desired outcome: improving the business, seizing

opportunities or solving a problem. This means that, on average, 5% of all innovation efforts and resources are diluted in whatever
is going on in the business at that moment.

Base: All respondents. (n=455) 13 | INNOVATION — OCTOBER 2015 IBDC
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section 02

Budget allocated

A majority of businesses allocate money to innovation, even
though many do it only when the need arises.

> Almost half of respondents (47%) allocate money to
innovation only when it is needed, whereas one in five
(21%) have a predetermined budget for such purposes.

> Approximately one-third (32%) do not allocate money to
innovation.

> Significant differences worth mentioning:

— Respondents from smaller companies (fewer than 20
employees) are more likely not to have money for
innovation (39% of firms with fewer than five employees
and 29% of those with five to 19, vs. 10% of those with
20 to 49 employees and 8% of those with 50 or more).

— A greater proportion of women entrepreneurs said they
do not have money for innovation (48% vs. 30% male).

— Firms from emerging markets are more likely to have a
budget for innovation than those from mature and
declining ones (34% vs. 17% mature and 8% declining).

Note to the reader:

A larger proportion of businesses in health care and social
assistance, information and cultural industries, or professional,
scientific and technical services indicated that their firm is in an
emerging market.

On the other hand, a larger proportion of businesses in
transportation and warehousing, as well as those in other service
industries (e.g., repair and maintenance services, personal and
laundry services), said their firm is in a declining market.

We allocate money
to innovation only
when needed

47"
We do not have

money for
Innovation

32%

We have a budget
for innovation

21 %

Question: Does your company have an available budget for
innovation, either predetermined or available as needed?
Base: All respondents. Those who answered “| don’t know/I
prefer not to answer” were excluded from the calculation
base. (n=438) I
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Resources assigned

Overall, almost three-quarters of the entrepreneurs
surveyed (72%) assign resources to innovation activities.

> Roughly half of them (47%) assign resources to
innovation only if needed, while one-quarter (25%) have
resources dedicated to innovation.

> Nearly one-third of the panellists (28%) said they do not
have any resources assigned to innovation.

> Significant differences worth mentioning:

— A greater proportion of companies in declining markets
do not dedicate resources to innovation compared to
those from emerging markets (42% declining vs. 14%
emerging).

We assign resources to
innovation when
needed

We do not have
resources assigned
to innovation

28°%

We have resources

assigned to innovation

activities

Question: Does your company have resources, either
people or tools, assigned to innovation activities? Base: All
respondents. Those who answered “| don’t know/| prefer not
to answer” were excluded from the calculation base. (n=449)

47"

250
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Most available resources

Technology, skilled workers and equipment are the
resources most commonly available for innovation efforts.
The extent to which these resources are available depends
on contextual aspects (industrial and market situation) and
more structural elements (number of employees).

> Almost half of respondents (48%) said they have access
to enough technology to support their innovation
activities (scores of 4 and 5 out of 5). Average score for
this aspect is 3.4 out of 5.

> The availability of qualified workers is deemed sufficient
in 31% of the cases; the average score stands at 3.0 out
of 5 for this element.

> Results are similar when it comes to the availability of
machinery and equipment, with 34% of respondents
saying they have enough resources available and an
average score of 3.0 out of 5 for this element.

> Significant differences worth mentioning:

— Technology: Firms in growing sectors are more likely to
have enough technology available than those in
stagnant industries (56% vs. 36%). The same
observation applies to businesses in emerging markets
compared to those in declining ones (59% vs. 26%).

L%J ¥) Note to the reader: A larger proportion of businesses in

/

“ information and cultural industries, educational services, or

professional, scientific and technical services indicated that their
firmis in a growing sector.

To what extent are the following resources available for your
innovation efforts?

Average score

out of 5
Technology (n=447) 30% 18% eyt
Qualified workers (n=435) [f 3.0
Machinery/equipment
(n=382) 129 16% 18% eNo]
m1 - Notatall 2 S 4 m5 - Enough

Base: All respondents. Those who answered “Does not apply” were excluded from the calculation base. 16 | INNOVATION — OCTOBER 2015 I BDC



| east avallable resources

> Time is a precious resource. Only 22% of respondents To what extent are the following resources available for your

deemed it sufficiently available (scores of 4 and 5 out of innovation efforts?

5), with an average score of 2.7 out of 5.
Average score

> When it comes to financing innovation projects, money outof 5
can come from different sources. For this study, we
focused on two types of sources: own capital and loans,
and funding through government programs. Time (n=454) S5%% I

— Only 15% of the entrepreneurs surveyed said they had
enough money available for innovation efforts (average
score of 2.5 out of 5) and an even smaller proportion
(11%) deemed the financial support available through
government programs to be sufficient (average score of
1.9).

— Three-quarters of the respondents (76%) said they
received little or no funding at all from public programs.

Money (e.g., own capital

and/or loans) (n=453) 2.5

> Here are some significant differences worth mentioning.

— Money: Respondents from larger firms are more likely
to have enough money available (26% of firms with 50
or more employees, and 28% of firms with 20 to 49 Financial support through
employees) than those from small firms (11% of firms government programs

with fewer than five employees). (federal, provincial and/or
municipal) (n=434)

46% 3( % R

m1 - Notatall 2 S 4 m5 - Enough

Base: All respondents. Those who answered “Does not apply” were excluded from the calculation base. 17 | INNOVATION — OCTOBER 2015 I BDC



Activities to improve the business

At least half of the entrepreneurs surveyed said they
improve their business model by continuously working on
activities related to their offerings, customers, operations,
connections and revenue models.

> Seven out of 10 (69%) work very often or all the time on
their offerings, whereas 60% do the same for customers
and 57% for their operations.

> Slightly more than half of respondents (55%) work very
often or all the time on their connections.

> Half the respondents work either very often or all the
time on their revenue model—that is, the way they
generate revenue streams from their products and
services.

> Here is a significant difference worth mentioning.

— Offerings: The proportion of those who say they work
on offerings very often or all the time is greater among
product-oriented business than those that offer a mix of
products and services (81% vs. 65%).

How often do you work on the following activities to improve
your business?

Offerings: The products and
services you provide to customers 27%
(n=454)

Customers: The ways you attract

9 0
and retain customers (n=454) 28% 32%

Operations: The way you are
organized, and the processes and 37% 20%
tools you use (n=454)

Connections: The ways you
connect with partners, suppliers, 33% 22%
etc. (n=451)

Revenue model: The way you
generate revenue streams from
your products and services
(n=453)

m Never Rarely Sometimes m Very often m All the time

30% | 20%

Base: All respondents. Those who answered “Does not apply” were excluded from the calculation base. 18 | INNOVATION — OCTOBER 2015 I BDC



Most-used iInnovation mechanisms

Overall, survey results are in line with the literature on
innovation: New technologies, internal brainstorming
groups, a culture of constant experimentation and the
allocation of time for employees to work on innovation
are the mechanisms used most often to innovate.

> Almost half of the respondents (46%) said they use new
technologies either very often or all the time, 44% said
the same about internal brainstorming groups and 42%
said so about constant experimentation.

> Allocating time for employees to work on innovation
seems to be slightly more problematic. One-third (33%)
of the respondents said they do so either very often or
all the time. Conversely, a similar proportion (32%) told
us they rarely or never do it.

How often do you use the following mechanisms to innovate?

New technologies (n=447) i 32% 14%

Internal brainstorming groups
(n=443)

28% 16%

28%

(n=442)

Allocation of time for employees

to work on innovation (n=431) 25% 8%

Constant experimentation H

u Never Rarely Sometimes u Very often m All the time

Base: All respondents. Those who answered “Does not apply” were excluded from the calculation base. 19 | INNOVATION — OCTOBER 2015 I BDC



| east-used innovation mechanisms

Entrepreneurs working on innovation are less likely to use
other mechanisms, such as monitoring customers’
needs and perceptions, seeking continuous support
from external consultants, or implementing open
innovation through collaborations with other
companies or academic institutions.

> About one-quarter of the respondents (26%) survey
customers (very often or all the time) to better
understand their needs and perceptions, and use that
as a mechanism to innovate.

> Slightly over one in 10 respondents (12%) will very often
or always seek external support from consultants,
probably because it involves extra costs.

> Literature often puts forward the advantages of open
innovation—that is, innovation through collaboration
with other companies or with academic institutions
(including research centres). However, our results show

that entrepreneurs are under-utilizing such mechanisms.

— Entrepreneurs somewhat frequently collaborate with
other companies to innovate; over one-quarter (26%)
do so very often or all the time, and 37% sometimes do
it.

— Collaborating with universities and research centres is
the least frequently used mechanism to innovate. Only
10% use it either very often or all the time, and 15%
sometimes do it.

Base: All respondents. Those who answered “Does not apply” were excluded from the calculation base.

Continuous support from external

Collaboration with universities
and/or research centres (n=432)

How often do you use the following mechanisms to innovate?

Survey of customers to better
understand their needs and  BEEZ) 17%9%
perceptions (n=445)

4%

Collaboration with other
companies (not customers) ¥
(n=448)

3%

30%

consultants (n=444)

2%

m Never Rarely Sometimes m \Very often m All the time
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section 02

Innovation mechanisms used: Detalls

> Below are the significant differences noted between sub-groups.

Internal brainstorming groups: Respondents from stagnant sectors are less likely to use this mechanism than those from growing
industries (16% of those in stagnant sectors never use it vs. 5% for businesses in growing sectors). Moreover, those in growing
industries use it significantly more often than respondents from shrinking sectors (51% of those in growing sectors use it very often or
all the time vs. 35% of those in shrinking industries).

Allocation of time: A greater proportion of firms in growing sectors allocate innovation time to their employees very often or all the time
than those in stagnant industries (40% vs. 16%). The same observation applies to businesses in emerging markets compared to those
in mature ones (48% vs. 27%).

Research: Respondents from growing sectors are more likely than those in stagnant industries to conduct research very often or all the
time (31% vs. 14%).

Collaboration with other companies: Businesses in declining markets are more likely than others to never collaborate with other
companies (31% of those in declining markets vs. 9% of those in emerging markets and 12% of those in mature ones).

Collaboration with universities or research centres: A greater proportion of firms in declining markets never collaborate with universities
or research centres compared to those in emerging markets (73% vs. 38%).

(@ Note to the reader:

A larger proportion of businesses in transportation and warehousing, construction, retail, or agriculture, forestry, fishing and hunting indicated that
their firm is in a stagnant industry sector.

A larger proportion of small retailers (fewer than 20 employees) indicated that their firm is in a declining industry sector.

Base: All respondents. Those who answered “Does not apply” were excluded from the calculation base. 21 | INNOVATION — OCTOBER 2015 I BDC



Key elements of innovation

Based on this survey’s results, key elements of innovation To what extent are the following key elements present in your

are present in most businesses’ innovation efforts. Most of innovation efforts?
the differences noted between sub-groups are related to

external factors (e.qg., current state of the industry, market Average score

. . out of 5
environment) and/or internal elements (number of Strong leadership
employees). supporting innovation I 2032%  31% 3.8
> Close to two-thirds of the respondents (63%) said that (n=444)

strong leadership supporting innovation is present in
their innovation efforts (scores of 4 and 5 out of 5, with

an average score of 3.8). collaboration across 028% 30% 3.7
> A slightly smaller proportion (58%) said that open different teams (n=418)
communication and collaboration across teams are

present in their company (average of 3.7 out of 5).

Open communication and I
A

> Over half of the respondents (51%) said that an

A A o . 271% 24% 3.4
organizational culture fostering innovation is present in

Organizational culture
fostering innovation

: o =437
their organization (scores of 4 and 5 out of 5, average of (n )
3.4).
> Less than half of the entrepreneurs surveyed (46%) said Business model aligned
that a business model aligned with innovation objectives with innovation objectives g 26% 20% JCHC
was a key component in their organization (average (n=435)

score of 3.3 out of 5).

> Continuous training of employees is the least present of : -
all the innovation key elements; 39% of the respondents Continuous training of 28% 119N
said it is present (scores of 4 and 5 out of 5) and the employees (n=430)
average score is 3.1 out of 5.

m1 - Not at all 2 3 n4 m5 - Very much

Base: All respondents. Those who answered “Does not apply” were excluded from the calculation base. 22 | INNOVATION — OCTOBER 2015 I BDC



Key elements of innovation: Detalls

> Below are the significant differences noted between sub-groups.

Strong leadership supporting innovation: Businesses in growing industries are more likely to have that element than are
those in stagnant sectors (70% vs. 49%).

Open communication and collaboration across different teams: Companies in growing sectors are more likely to have that
element than are those in shrinking and stagnant industries (68% of those in growing sectors vs. 42% of those in shrinking
ones and 41% of those in stagnant ones). Likewise, firms in emerging markets gave higher scores to this element than
those in declining markets (72% vs. 42%).

Organizational structure fostering innovation: Firms in growing sectors are more likely to have that key element than are
those in shrinking and stagnant industries (63% of those in growing sectors vs. 38% of those in shrinking one and 26% of
those in stagnant ones). The same observation applies to businesses in emerging markets compared to those in mature
and declining ones (73% of those in emerging markets vs. 45% of those in mature ones and 22% of those in declining
ones).

Business model aligned with innovation objectives: Companies in growing industries are more likely to have that key
element than are those in stagnant sectors (54% vs. 31%). This is also the case for firms in emerging markets compared to
those in mature and declining ones (69% of those in emerging markets vs. 41% of those in mature ones and 18% of those
in declining ones).

Continuous training of employees: Again, firms in growing sectors are more likely to have that key element than are those
in stagnant industries (45% vs. 27%).

Base: All respondents. Those who answered “Does not apply” were excluded from the calculation base. 23 | INNOVATION — OCTOBER 2015

I BDC



section 02

Willingness to take risks

How willing are you to take risks when it comes to innovation?

90 B 45

v
A A A A
NOT AT ALL SOMEWHAT VERY
WILLING WILLING WILLING

Overall, entrepreneurs are willing to take risks when it comes to innovation.
> Most of the entrepreneurs surveyed (95% combined) said they are either “somewhat” or “very” willing to take risks to innovate.

> Here is a significant difference worth mentioning.

— Entrepreneurs from Ontario are more likely to be willing to take risks than those in Quebec (98% vs. 90%).

Base: All respondents. Those who answered “I don’'t know/I prefer not to answer” were excluded from the I
calculation base. (n=453) 24 | INNOVATION — OCTOBER 2015 BDC



Innovation: Where are the challenges?

While working on product and/or service innovation, firms may come across various challenges. Most of them appear following the
ideation stage. Commercialization of innovative offerings seems to be one of the greatest challenges for Canadian companies. This
component of the study aimed to identify the most challenging steps of the innovation process.

> Even though companies may develop and implement systems fostering innovation, in many cases, the probabilities of encountering
challenges when trying to innovate are quite high.

> Qverall, it seems that firms are good at generating ideas; the “bottleneck in the innovation process would actually occur a lot further
down the pipeline.”1°

> According to the Conference Board of Canada, our country “[...] has a serious issue with innovation commercialization. Innovators
need practical tools to help them explain to investors both their innovative activity (e.g., innovation metrics) and the way it makes
money (e.g., the business model and financial projections).”20

> To gather information, we gave respondents a figure depicting the logical sequence of the innovation process (presented on the next
slide), then asked them to identify the elements they find most challenging.

“Many companies find that
coming up with good-to-great
ideas is the easy part; the hard
stuff is selecting the right ideas
and implementing them. !

Tony Davila et al.

25 | INNOVATION — OCTOBER 2015 IBDG



section 02

detailed results — challenges

The Innovation process

RESEARCH IDEATION PROJECT DESIGN AND COMMER-

is the process is the creative SELECTION DEVELOPMENT CIALIZATION
of gathering process of is the process is the process is the process
information on generating and of selecting the of designing of bringing a
the features and communicating best ideas to and creating new product
needs of the new ideas implement new products or service to
environment in or services market

which the firm

operates

PROJECT MANAGEMENT
is the process of managing and overseeing product development initiatives

26 | INNOVATION — OCTOBER 2015 IBDC



Most challenging activities

> The most challenging innovation step is the
commercialization of a new product or service. In fact,
one-third (33%) find this step “very challenging”
whereas 37% believe it is “somewhat challenging.”

> Half of the entrepreneurs surveyed (51%) find the
design and development step challenging.

> Research is deemed challenging by 47% of
respondents.

> Here is a significant difference worth mentioning.

— Research: A greater proportion of respondents in
stagnant sectors find research challenging compared to
those in growing sectors (59% vs. 41%).

Base: All respondents. Those who answered “Does not apply” were excluded from the calculation base.

Based on the image presented above, if product or service
innovation is a sequence of activities, to what extent are the
following activities challenging for your team?

Average score

out of 5
Commercialization (n=437) 33% 2.1
Design and development
(n=443) Y
Research (n=443) 2.8

m Very challenging
Neither challenging nor easy
m\ery easy

Somewhat challenging
m Somewhat easy
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Least challenging activities

> The three other activities evaluated are deemed less
challenging by entrepreneurs.

> Two in five entrepreneurs (40%) find project
management to be challenging.

> The two other aspects are deemed difficult by just over
one-third of the respondents: ideation by 36% and
project selection by 34%.

> Here are some significant differences worth mentioning.

— Project management: A greater proportion of
businesses in a stagnant sector find this aspect
challenging compared to those in growing industries
(52% vs. 34%).

— Ideation: Entrepreneurs from large firms (50 or more
employees) are more likely than those from very small
companies (fewer than five employees) to find ideation
challenging (55% vs. 32%).

— Ideation: Respondents from firms in emerging markets
are more likely than others to find ideation easy (63% of
those in emerging markets vs. 35% of those in mature
ones and 34% of those in declining ones).

Base: All respondents. Those who answered “Does not apply” were excluded from the calculation base.

Based on the image presented above, if product or service
innovation is a sequence of activities, to what extent are the
following activities challenging for your team?

Average score

out of 5
Project management 10 179%1 40 Y
(n=445) -
Project selection (n=446) [§ 30% O NN
Ideation (n=446) & 23% 20% 3.2

Somewhat challenging
m Somewhat easy

m Very challenging
Neither challenging nor easy
m\ery easy
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Respondent profile
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—
section 03

B.C. and North Prairies Ontario Quebec Atlantic

16. 21+ 35« 21% 7%

Base: All respondents. (n=455) 30 | INNOVATION — OCTOBER 2015 IBDC



section 03

Employees and industry sector

Fewer than five | 5500
5to 19 employees |G 3?00
20 to 49 employees I 8%

50 or more employees [l 4%

NUMBER OF
EMPLOYEES

Non-family members | N 559%
A mix of family and non-family members |GG 349
Family members I 7%

| prefer not to answer [l 5%

(%))
L
L
>
O
-
ol
=
(1]

Growing I 5990
Stagnant NN 26%
Shrinking I 119%

| don't know/I prefer not to answer B 394

INDUSTRY
SECTOR

Base: All respondents. (n=455) 31 | INNOVATION — OCTOBER 2015 IBDC
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section 03

respondent profile

Market environment and revenue

Emerging market
Mature market

Declining market

None of these definitions fit the market in which my company
competes

| don't know/| prefer not to answer

Less than $500,000

Between $500,000 and $1 million
Between $1,000,001 and $2 million
Between $2,000,001 and $5 million
Between $5,000,001 and $10 million
Between $10,000,001 and $25 million
Between $25,000,001 and $50 million
Over $50 million

| don't know/| prefer not to answer

Base: All respondents. (n=455)

46%

43%
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Sector of activity

Professional, scientific and technical services | NN © 190
Manufacturing | [ R 1 /0
Retail — fewer than 20 employees NN 1%,
Construction [N 5%
Wholesale trade [ 490
Other services (except public administration) | I 4%

Finance and insurance I 4%
Information and cultural industries | I 4%

@
O
—
O
L
n

Accommodation and food services I 3%
Educational services I 3%
Management of companies and enterprises 1 2%
Health care and social assistance [l 2%
Mining, quarrying, and oil and gas extraction [l 2%

oucey NI

Base: All respondents. (n=455) 33 | INNOVATION — OCTOBER 2015 IBDC-



section 03

respondent profile

Offering and gender

o We offer a mix of products and services 3904

z

E We are a service-oriented company 39%

LL

) We are a product-oriented company 22%

5 Male 83%
)

Z

B Female 18%

Base: All respondents. (n=455) 34 | INNOVATION — OCTOBER 2015 IBDC’



Context, objectives and
methodology
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Context

> The Research and Market Intelligence team at BDC, in collaboration with the BDC Consulting team, developed a survey on
innovation that was conducted among members of the BDC Viewpoints entrepreneur panel.

Objectives

> This study’s main objectives were as follows:
— learning how Canadian companies perceive and interpret innovation;
— learning what SMEs are doing to foster innovation;
— gauging entrepreneurs’ interest in potential innovation consulting services.

Methodology

> An emall invitation was sent on October 6, 2015, to 4,155 entrepreneurs. The survey was available online from October 6 to
October 18, 2015.

> A total of 455 entrepreneurs completed the survey (completion rate of 11%).
> The Research and Market Intelligence team analyzed the results internally and produced this report.

> Results were weighted by region and by workforce size so they would be as representative as possible of the Canadian SME
population.
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