DISBURSEMENTS SURGE TO RECORD HIGH

By amost any standard, the Canadian venture capital industry had a remarkable year in
1999,and ore that cortributedto cortinuing growth andmaturation, garticularly in
investment terms. The yea suggeds evidence of diversifying deal activity, new strategic
partnerships andsyndications, growthin the quality of professiond management -
especialy in techndogy deals —andthe gppeararnce of explicit bergfits accruing to
Carada as investors focuson the best venture oppatunities.

Same rew records were setin theindustry in 1999. Amog the most significant of these
isthe amountof capital invested, which roseto $2.7 lllion. Theamount of capital
flowing into Ontario-based firms also roseto new records- more than doubing to aimost
$1.3 hllion. The fact that these geatly increased dolars flowed to fewer companies and
trarsactionsthanthe year before indicaes, at firstglance, a possibly mixed performance.
Howevwer, closer scrutiny of the data tells a different story. Indeed, much of the mone

can betraced to largefinamncings d innovative technology companies.

Thistrendsuggests that the verture captal industry ismakingimpartant advances in
helping emerging tedhnology sedors achieve “critica mass", in part by encouraging a
larger pod of knowledgeale, specializedinvegors, aswell as more sophisticated
ernreprereus.

Disbursements Surge to New Record High

New vs. Follow-on Investments; Canada
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Underlying the growth in disbursements was a sharp increase in the number of large deals
being dore - dedls that involved $5million ormore -andtheamountof capital invested
in these ceals. During thecourse d 1999, members of the Caradian \erture capital
industry completedatotal of 989financings - down by 8% from the prior yea. But 135
of these were large deals and together they absorbed $1.75 bilion or 64%of total
disbusemerts. The average size of finanang across the industry as awhaolerose from
$1.5million in 1998to $2.75millionlast year as a result.

Fadlow-onfinancings accourted for 59% of al deals dorelad yea, upslightly from the
55% share they accountedfor in 1998. Thesefollow-on deds absarbed $1.6 billion, or
60% of the total amourt invested by the industry. This upward trend hasbeenevident for
the past severd years, bu as nore new private funds raise larger pods of capital, the ratio
might well stabilize Thereis little doubtthat techndogy companies demand larger and
larger roundsof capital over a shorter span of timeto exploit their patential, so follow-on
activity islikely to continue to accourt for closeto twothirds of the industry's aggregate
activity. Thenumber of first-time fi nancings completed last year fell by 15% but the
amourt of capital inveged in these deds rose by 44%to $1.1 lllion. Some 52 large first
time deals each cgptured an average d $12 million. The average size of financing across
all early stage deals was$2.1 nillion, up from $1.3 million.

Early Stage Activity Continues to be Strong
Investment Activity by Stage; 1999; Canada
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Early stage companies accourted for a subdantial 44% of all deals dore and for 35% of
the apital invested. Exparsion financings were almost as prevalent (41% of the deals)
andthey cgptured 53%or almog $1.5 hbllion. Inthe IT sedor in particular, large, follow-
on exparsion finarcings are almos becoming the norm.

While we saw several new seedfunds established in 1997and 1998 ast year was the
year for incubaors. Whil e thesegroupswill often seed new ideas with asmdl amount of
capital, they will also quckly mowve to dgnificant capital injections if warranted.

Although more capital wasinvestedin every province but Seskatchewan last year, it was
Ontario that drove the industry totals. The number of financingsdonre with Ontario-based
companesfell dightly (from273 b 258 bu the amourt invested in these firms surged
from$531 nillionto $1.257 Hlion lastyear. Theaverage financing in Ontario last yar
was $4.9million; while this still lagswell behind the US aveage, butmore than double
the average of $1.9 nillion oreyear ealier. The amourt of cepital invested in British
Coumbiarose by 70% to $250million; disbursements in Manitobarose by61% to $46
million; andAtlantic Canada aptured $61 nillion, up ty 83%. Quebec experienced a
more modest 15% increase in dsbursements. Asareault, Ontaro-based companies
accounteedfor 46% of the captal inveged; Québec for 27% BC for 9%; Alberta,
Saskatchewan and Manitobafor 5%, 1% and 26 regedively; and Atlantic Canada for
2%. Theshare d capital inveded going to companies outside of Carnedafell from 10% to
8%.

Ontario-Based Firms Capture Larger Share
Disbursements by Province; 1999
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The upvard march towards increased techndogy exposure continuedthrough last year,
with 68% o al financingsdonre involving techndogy companies(up from 6246 in 1998)
andthese ceals attraded $2.2 bilion or 80%of disbusements, up fom 70% in the prior
year. While theactud number of techndogy financings completed wasvirtuall
unchanged, the amountof capital investedin these deds dmaostdoubked from $1.2 billion
to $2.2 lillion. The average techndogy financing was$3.2 nillion up from $1.7 million
last year.

The computer-related and communications sectors were the benefi ciaries of the industrys
growth. A total of 281 financings were dorne with compuer-related firms, upmodedly
from244ayear earlier. But these deals dtracted $982million - up by250% from the
$387million flowing into the sector one year ealier. Smilary, the 71 communications
deals (up from 69in 199§ attracted $359million compared with the $150 million
investedin the sector ayear earlier.

Computer and Communications Firms Drive Growth
I nvestment Activity by Sector; 1999; Canada
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The labou-spon®red venture funds continuedto bethe most active investorsin the
market last yea, accouning for 28%of all investments made. The @rporate funds were
the rext most adive, accourting for 22% of all invegmerts made. On the dsbursement
side, the labou-spon®red funds invested $638 nillionlag yea or 23% of total
disbusemerts while corporate goupsinvested $563million or21% o thetotal. Of
particular note is the fad that foreign investors (VCs and strategc corporate investors)
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invested $568million (21%) in 48 Carnadan companieslag year, uncerscoring the
important role they played in increasng theamourt of capital availakde to theseemerging
growth companes. "Other investors' which includeprimarily institutional invedors and
same mutual funds, also kecame much more active in theventure cgpital market last year,
investing $479 nillion in 177 ompanies In shat, the industry has become much more
diversein recent yeas, with young high growth companieshaving arange of investors to
which they can turn for equity.

Poadl of Capital Continues to Grow
Capital Under Management by Investor Type; Canada
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* The capital under management and liquidity of individual venture funds is measured as of December
31st, except for labour-sponsored venture capital funds which are measured as of March 1 of the following
year to recognize the impact of the RRSP season.

By the beginning dof this year, the anourt of verture captal under managemert in Canada
hadrisento $12 lillion, up by20%fromthe $10 fllion under management one ear
earlier. Theamountof new capital raised in 1999rose by22%to $2.4 lillion with

LSV CCs aoourting for slightly more than hdf of the new cgpital. The industrys
liquidity rose $2.95 Hlion, dightly more than aone year supply
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