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Background Comments

Venture capital and PE grown dramatically in NA - 10 years

Cdn funding diversified vs. U.S. where institutions dominate

U.S. – Pension allocations averaged 3-5% of assets

Cda – Very few institutions active; majority not at all

Limited Cdn  participation - troubled history and ‘barriers’

Although recent return performance very disappointing, long

term results very impressive

Source: Macdonald & Associates Ltd. for CVCA

VC Investment Activity in Canada

 Canadian Disbursements Slow Down
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VC Investment Activity in U.S.

 Slide Is Much Steeper in U.S.
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* Annualized based on 1st Half

 Canada – Diversified Sources of Funding

$ Invested by Investor Type
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$2,637 MM $5,337 MM $3,980 MM $1,172 MM

Source: Macdonald & Associates Ltd. for CVCA



 U.S. - Funding Driven By Institutional Investors

U.S. VC Funds Raised by Source
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Analysis of Canadian VC Experience

Reasons for not investing include:

Lack of venture fund management expertise

Lack of investment opportunities in Canada

No investment performance data available

Returns are lackluster and volatile

Management time intensive relative to size of funds available

Insufficient trustee support & structural impediments

Source: Macdonald & Associates Ltd. for CVCA



Venture Fund Manager Expertise

Last 5 years in particular attracted very sophisticated and

experienced fund managers

Many 2nd and 3rd generation fund managers

Best and brightest young executives attracted to industry

Stronger emphasis on operator investors vs financial investors

Recent difficult period ‘weeded out’ opportunists

Source: Macdonald & Associates Ltd. for CVCA

Investment Opportunities Exploding

Significant cluster development underway in Ottawa,

Kitchener/Waterloo, Toronto, Montreal and Vancouver

Canada produced world leading companies in IT and life

sciences (RIM, Cognos, Open Text, Sierra Semiconductor)

Many 2nd and 3rd generation entrepreneurs in marketplace –

proven management expertise

U.S. venture capitalists increasingly attracted to Canada

Source: Macdonald & Associates Ltd. for CVCA



Investment Performance Data Underway

CVCA introduced data collection from its members 2 years ago

Initiative strongly supported by major institutional investors

Working with international consortium of venture associations to

set reporting standards

Scheduled to release data in near future

Source: Macdonald & Associates Ltd. for CVCA

Investment Return Performance

Dismal performance over past two years

Long term investment returns in U.S. impressive

Never been better time to invest than today

VC outperformed public market indices over long term

Source: Macdonald & Associates Ltd. for CVCA



Investment Return Performance (con’t)

15.222.031.236.7-19.2Balanced VC

20.632.048.365.0-31.8Early/Seed VC

15.716.613.510.0-14.6All Private Equity

10.911.18.17.0-3.2Mezzanine

14.010.54.6-0.6-10.7All Buyouts

17.325.934.941.0-24.4All Venture

16.924.021.619.1-17.0Later Stage VC
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U.S. Investment Performance as of 3/31/2002

Source: Venture Economics

Management Time Lessened

Recent introduction of ‘fund of funds’ to Canada

Intermediary vehicles wherein institutions share costs/risks,

utilize expertise and gain access to top fund managers

Handle due diligence and provide diversification- particularly

useful to smaller institutions

Several available (Edgestone, TD Capital and BDC funds)

Source: Macdonald & Associates Ltd. for CVCA



Structural Impediments

Finance Canada has agreed to address:

• Qualified Limited Partnership issue

• Hurdles restricting U.S. institutional investors from investing in

Canadian venture capital funds

• Expect to be enacted in near future

Source: Macdonald & Associates Ltd. for CVCA

Concluding Thoughts

Canada’s venture capital industry matured enormously

Many of the issues restricting investment have been addressed

or are in process of being addressed

Never been a better time to commit funds

Viable approach to long term superior returns

Source: Macdonald & Associates Ltd. for CVCA
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