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Making the move into U.S. market

Small companies often underestimate cost of doing business south of the border, or don't prepare for labour, tax and legal issues
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The subprime mortgage

crisis in the United States

may have helped push
that country into a recession,
but for one Calgary company
the financial fiasco represent-
ed a cross-border opportunity.

CBI Group, a real estate in-
vestment firm, has launched a
fund that aims to raise up to
$12.5-million to buy about 175
single-family homes in Phoe-
nix over the next year. The
idea is that Canadians will be
able to invest in the United
States, profiting from the
housing market collapse.

“The opportunities are limit-
less for CBI,” said Jarrett Zie-
linski, CBI's vice-president of
property acquisitions. “For Ca-
nadians with a good cash flow,
real estate has become so dis-
tressed the opportunities are

boundless”

CBI, with a staff of 15, is the
investment arm of Red Deer-
based Diamond Key Homes,
which has 40 employees, CBI's
principals have invested in
rental companies in the Arizo-
na market since the 1980s, but
their Arizona Acquisition
Fund is their first attempt to
raise public money.

For a minimum of $10,000,
investors in the house-buying
fund will receive a 6-per-cent
bond interest that will be dis-
bursed as the flow of cash per-
mits. They will also share in 60
per cent of the net profits
when the Phoenix houses are
sold. CBI will keep the other
40 per cent as profit,

The houses CBI is buying
used to sell for about $300,000
(U.S.). Most of the 1,800
square-foot homes are now
valued at around $150,000, but
CBI has so far grabbed 20
houses for $90,000 each in the
depressed marlket. The com-
pany hopes the homes will be
worth $175,000 to $200,000
when it comes time to sell
them in a few years.

The owners of the Phoenix
houses can remain in their
homes as tenants, paying rent
to a local property manager re-
tained by CBL The company

aims to sell the houses in

about five years to pay out the
fund, and will give the tenants
first crack at purchasing their
homes.

“What's good for us is, affor-
dability has returned to the

says. “It’s something we be-
lieve over time will correct it-
self on an upward direction.”

CRBI's foray into the U.S. mar-
ket is just one example of how
small Canadian companies are
doing business south of the
border, even in the tough eco-
nomic times. According to a
recent HSBC Bank Canada sur-
vey, the company is not alone
in its desire to access the enor-
mous U.S. market.

The survey of 250 small- and
medium-sized business own-
ers across Canada, whose firms
generated between $1-million
and $20-million in annual rev-
enues, found that 45 per cent
had already expanded into for-

&ign markets, including the
‘United States. Another 8 per
cent planned to do so.

In many ways the United
States is the easiest foreign
market for Canadian business-
es to jump into because of
proximity, the scale of the
market and similarities in cul-
ture, notes Shahir Guindi, a
‘Montreal-based partner with
the law firm of Osler Hoskin &
Harcourt LLP,

But Canadian entrepreneurs
who want to move into the
U.S. market should proceed
cautiously, Mr, Guindi sald:
“Do it with your eyes wide
open.” He warns that business-
es need to be aware of and ne-
gotiate a tangle of different
legal, tax and employee rela-
tion systems.

The biggest hurdle for small
companies is they often under-
estimate the cost of doing
business in the United States,

Jarratt Zielinski, of Calgary real estate company CBI Group, sees opporiunity in the depressed Phoenix market, cHRis GOLIN FOR THE GLOBE AND MAIL

Mr. Guindi says. While the la-
bour costs are often cheaper
and commercial real estate
may be inexpensive, cross-bor-
der tax issues, legal and licens-
ing requirements can all drive
up the price of doing business
in the United States.

Mr, Guindi says the addition-
al cost burden doesn't prevent
companies from crossing the
border, but “it certainly adds
layers of compliance and com-
plexity that they hadn’t initial-
ly anticipated.”

Beth Wilson, Canadian man-
aging partner with KMPG En-
terprise, agrees that the U.S.
market is significant because
of its sheer size. But compan-
ies need to understand pre-
cisely why they're entering
that market, she said.

“It’s really important to un-
derstand strategically why
you're wanting to go into the .
‘U.S., because that then drives a

decision about whether you
need alocation in the U.S. or
whether it’s something you
can operate from Canada,” Ms.
Wilson said,

“You don't necessarily need
to go and invest in operations
and people in the U.S. because
your customers are there,”

She warns small businesses
to watch for hidden costs, such
as health care, which can form
alarge portion of U.S. labour
costs. And she cautions that
accessing credit can be very
difficult.

“If you're looking to borrow
in the U.8,, it's an even more
serious environment than the
one we face in Canada.”

Jon Hountalas, HSBC Bank
Canada’s executive vice-presi-
dent of commercial banking,
notes that 20 years ago it was
unusual to find small business-
es selling to the U.S. market.
Today, i’s the norm, he said,

—_—
Tips for U.S. work

10 Select your location care
Don't assume every Amer
state is the same. Taxes vi
do economic incentives of
by each state to establish
tions and hire locally.

1} Protect your corporate a
Set up a layer of U.S. corp
holdings and have U.S. col
ies do your marketing and
to offer a level of profectic
against potentially litigiou
sumers.

1} Hire local staff. Sales am
keting professionals offen
with them a deep networl
contacts. “To arrive cold a
nadian in a new market ar
‘Here, buy my stuff,’ Isa |l
challengin?,' sald Shahir (
aMontreal-based partner
law firm Osler Hoskin & H
LLP.

) Be awara of higher cosh
ance is often more expens
the United States, for exar
because of the couniry's r
tigious environment.

1) Move staff across the bt
good time. And make sun
ers meet all US. visaand
requirements.
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but it is best to enter the
ket carefully.

“If you try to go in too
too hard, I think you col
hurt your business. It's ¢
ferent business environt

| down there and you hav

learn to adjust to it slow
Mr. Hountalas said.

Back in Calgary, Mr. Zi
said small businesses n¢
understand the risks tht
taking when they ventu
south.

For example, he think
dian exports of high-en
ty goods in the United §
might not do well in the
tent economic climate k
consumer demand has
dropped off.

“We're investing in ho
Mr. Zielinski said. “How
avital part of our societ
it's something people w
‘ways need.” .
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