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1. CONTEXT
a. The Innovation and Growth Agenda – The Minister’s call for input
Following announcements by the Prime Minister and in the 2016 Federal Budget, the Minister 
of Innovation, Science and Economic Development, the Honourable Navdeep Bains, released a 
document that presents his vision to position Canada as a global centre of innovation and to design 
an “Inclusive Innovation Agenda” . In twhis document, he called for input from Canadians around 
six areas for action to help the government build the Innovation Agenda and address the growth and 
productivity issues Canada is facing.

These areas for action include the following:
1. Promoting an entrepreneurial and creative society;
2. Supporting global science excellence;
3. Building world-leading clusters and partnerships;
4. Growing companies and accelerating clean growth;
5. Competing in a digital world; and,
6. Improving ease of doing business.

b. The role of the CVCA
The CVCA is the voice of Canada’s venture capital and private equity industry. We represent 
thousands of individuals and firms who, in just the past decade, have invested well over $100 billion in 
Canadian companies across the innovation and growth sectors. Our members also provide Canadian 
companies with more than just investment dollars—they add additional value to their investments 
through leadership, mentoring, talent management, connections, strategic acquisitions and advice.

In order to prepare a submission for this process, the CVCA conducted a series of roundtables from 
coast to coast, bringing together hundreds of CVCA members and other industry participants.

In each of these roundtables, discussions were structured around the six areas for action defined by 
the Minister in order to ensure our submission responded to the Government’s goals and concerns. 
Given the constituents of the CVCA, some of these areas – most notably talent, funding, incubators 
and cleantech – received more attention than others.

Our objective was to focus on specific recommendations that could improve the environment for 
high growth startups and scale-ups, and lead to a stronger contribution of our industry to Canada’s 
innovation and growth agenda.

c. Organization of the document
The document is organized in the following way:

Based on a review of literature, sections 2 and 3 summarizes the contribution of venture capital and 
private equity to innovation, productivity gains and growth in the US and Canada and the main factors 
that explain this contribution.

Based on hard data, sections 4 and 5 details some of the gaps between the Canadian and US venture 
capital landscape which impede a larger contribution of the Canadian VC industry to innovation and 
growth. Addressing these gaps would contribute to the acceleration of innovation and growth.

Section 6 summarizes the observations and recommendations that were received during the 
roundtables.

Based on the above, section 7 outlines the detailed recommendations the CVCA has put together to 
enhance Canada’s innovation and growth agenda.

2. VENTURE CAPITAL’S CONTRIBUTION  
TO INNOVATION AND GROWTH
a. Innovation, startups and VC
Innovation is the main driver of productivity gains and economic growth. Many economists, including 
Nobel Prize winner Robert Solow, have demonstrated that up to 85% of economic growth in modern 
economies cannot be attributed to growth of inputs (capital and labour). Economic growth, rather, is 
linked to productivity growth and innovation.

While large corporations were once mainly responsible for innovation, young and nimble startups 
today – with their greater agility and flexibility – are playing an increasingly important role in the 
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development of new products, business models and markets. Reviewing academic research on 
company size and innovation, Josh Lerner concludes: “…one of the few things that researchers 
can agree on is the critical role played by new companies, or entrants, in many industries. The role 
of startups in emerging industries has been highlighted not only in many case studies, but also in 
systematic research. For instance, a study by Zoltan Acs and David Audretsch examines companies 
who developed some of the most important innovations of the twentieth century. The study documents 
the central contribution of new and small companies: these companies contributed almost half of the 
innovations they examined.

Because of its unique capacity to marshal money, entrepreneurial spirit, expertise and networks, VC 
is the tool of choice for financing new and innovative companies. “Recent studies have also highlighted 
a distinctive innovation advantage of some entrepreneurs: VC support. Considerable evidence shows 
that venture capitalists play an important role in encouraging innovation. This VC support is all the 
more needed considering that the kinds of companies that they finance – whether young startups 
hungry for capital or growing companies that need to restructure – impose risks and uncertainties that 
discourage other investors.”

b. VC impact on wealth creation, jobs and innovation
An abundance of literature documents the positive impact of venture capital on wealth creation, jobs 
and productivity.

Financing innovative companies and wealth creation
In their review of the literature, Gompers et al. summarize findings from academic studies regarding 
the success of venture capital at growing innovative companies and the factors that explain this 
success:

“Over the past 30 years, venture capital (VC) has been an important source of financing for 
innovative companies. Firms supported by VC, including Amazon, Apple, Facebook, Gilead Sciences, 
Google, Intel, Microsoft, Starbucks, and Whole Foods have had a large impact on the US and global 
economy. Kaplan and Lerner (2010) estimate that roughly one-half of all true IPOs are VC-backed 
even though less than one quarter of 1% of companies receive venture financing. Gornall and 
Strebulaev (2015) estimate that public companies that previously received VC backing account for 
one-fifth of the market capitalization and 44% of the research and development spending of US public 
companies. Consistent with this company-level performance, Harris, Jenkinson and Kaplan (2014, 
2015) find that, on average, VC funds have outperformed the public markets net of fees.

The success of VC-backed companies is consistent with VCs taking actions that are effective at 
generating value. In fact, Kaplan and Stromberg (2001) and Gompers and Lerner (2001) argue that 
VCs are particularly successful at solving an important problem in market economies connecting 
entrepreneurs with good ideas (but no money) with investors who have money (but no ideas). The 
solution, as suggested by theory and explored empirically in previous research on VCs, involves 
specific actions taken by VCs to solve this funding gap. In other words, VCs are real world entities that 
arguably approximate investors in economic theory, providing an additional reason to study them.

The authors identify eight specific areas in which performing VCs take specific actions that nourish 
their success: deal sourcing; investment decisions; valuations; deal structure; post-investment value-
add; exits; internal organization of firms; and relationships with limited partners. Overall, these actions 
are strongly related to the experience and specialized skills and networks of the VC management 
teams.
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The following table shows the huge long-term impact of venture capital on the US economy as it 
summarizes the share of formerly VC backed companies in market capitalization, employees, revenue 
and R&D spending.

Venture capital was a very small industry until the mid 1970s. This is why an even better picture of 
the long-term impact of VC on the US economy is important to look at when considering only public 
companies founded after 1974. VC backed companies account for 63% of market capitalization, 38% 
of jobs, 38% of revenue and 85% of R&D.



6CVCA SUBMISSION TO THE INNOVATION AND GROWTH AGENDA  | SEPTEMBER 2016

PRIVATE EQUITY ASSOCIATION
&

CANADIAN VENTURE CAPITAL

Other studies have also documented the positive impact of venture capital on R&D and patenting and 
on post IPO performance. Findings suggest:
■   A dollar invested in venture capital is three times more effective in creating patents than a dollar 

invested in corporate R&D. Though venture capital represented less than 3% of corporate R&D 
from 1983 to 1992, it accounted for 8% of industrial patenting during the same time. Compared to 
non-venture-backed companies, patents filed by venture capital-backed companies are 1.5 times 
more often cited and 4 times more the object of litigation which, indirectly, shows that they are 
more valuable.

■   Venture capital-backed companies tend to be more global, faster to reach an IPO and their returns 
performance post IPO is much higher than non-venture capital backed companies.

c. Canadian results 
In Canada, the venture capital industry is relatively younger and the overall ecosystem is less mature. 
As a result, the Canadian VC industry has not yet had the same macro impact as its US counterpart 
since few Canadian VC-backed companies have yet gone public and scaled in Canada relative to the 
US. However, some positive impacts are already noticeable in Canada.

A rigorous comparison of Canadian VC-backed to non-VC-backed firms conducted by Industry 
Canada and Statistics Canada shows that VC-backed firms demonstrated superior performance 
across several measures—exhibiting stronger sales growth, revenue growth, employee growth, asset 
growth, wage growth and R&D expenditure growth over a five-year period after VC investment. The 
difference in growth rates is very large as shown in the table on page 8.

Contrary to many impact studies that collect data on VC-backed companies through surveys and are 
subject to survey biases, this study has been conducted by a team of economists from Industry Canada, 
linking Thomson Reuters’ database of VC-backed companies with firm-level administrative data 
from Statistics Canada. Statistics Canada also used its databases to pair VC-backed companies with 
companies that were comparable at the time of investment and conducted the econometric studies, 
thus providing guarantees of independence and methodological robustness.

Despite these positive results, a large gap still exists between the impact of the Canadian industry 
and that of the US (see section 4). However, if we look at how far the industry has come in a short 
period of time, the progress made by Canadian ecosystems (Canada has three ecosystems in the world 
top 20, Figure 1), and the impact our industry has outlined above, it is our conviction that venture 
capital will play a key role in the coming years in Canada’s innovation agenda.

The relative performance of Canadian VC-backed firms
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The relative performance of Canadian VC-backed firms (cont.)

3. THE IMPACT OF PE ON PRODUCTIVITY AND  
THE MODERNIZATION OF THE ECONOMY
The series of in-depth studies conducted for the World Economic Forum under the leadership of Josh 
Lerner (Harvard Business School) and Anuradha Gurung (World Economic Forum) on more than 
5,000 buyout transactions in the US over the 1980-2005 period demonstrates that buyout transactions 
have significant positive and lasting impacts on innovation (patents), productivity (multifactor 
productivity, the dimension of productivity that is closest to innovation), governance, wage increase 
and management practices.

The main conclusions of the authors are:
■   The substantial periods that firms remain under private equity control, the robust long-run 

investments in innovation as measured by patents and the flexible governance structures (with 
small boards dominated by managers and investors) appear consistent with the view that the LBO 
organizational form is a long-run governance structure for many firms.

■   The employment study has mixed results. It suggests that employment falls more rapidly at target 
establishments post-transaction. At the same time, private equity targets engage in more greenfield 
job creation than controls. Private equity also accelerates the pace of acquisitions and divestitures. 
These results regarding private equity’s impact on employment – as well as those in the innovation 
study – fit the view that private equity groups act as catalysts for change in the economy.



8CVCA SUBMISSION TO THE INNOVATION AND GROWTH AGENDA  | SEPTEMBER 2016

PRIVATE EQUITY ASSOCIATION
&

CANADIAN VENTURE CAPITAL

■   Private equity-owned firms are associated with high scores on a wide range of management 
practices, especially operational management practices.

■   In the first two years after private equity transactions, productivity grows on average by about two 
percentage points more at target firms than at controls and productivity gains at both targets and 
controls are shared with workers in the form of higher wages.

4. THE CANADIAN VC INDUSTRY IS MATURING  
BUT STILL NEEDS SUPPORT
The Canadian VC industry is still relatively young. An in-depth 2006 study on the performance of the 
Canadian VC industry illustrates that of the entire universe of Canadian VC funds prior to 2005, only 
8% were closed before 1995, compared to 46% in the US, and 32% in Europe (Figure 2).

The Canadian VC industry also had a very particular structure: over the 1996-2004 period, private 
independent Canadian VC funds represented only 15% of total VC investment in Canada and foreign 
funds at 22%. The majority of investment was made by government funds, retail funds, corporate 
(banks) and other institutional funds (Figure 3), while the overwhelming majority of VC investment in 
the US is made by private independent funds.

Over this time, the Canadian VC industry underperformed the US industry and major indices by a 
wide margin. Exits were small and the few large exits were strongly associated with foreign (American) 
investors. This poor performance could be partly attributed to unfavorable timing (many funds were 
raised just before the tech bubble) but had also to do with the youth of the whole ecosystem and the 
inexperience and profile of fund managers. This turned away private investors from the asset class 
which in turn put an added strain on fundraising.

Fortunately, there has been a paradigm shift over the last decade. Governments (provinces, BDC, 
EDC, VCAP) have decided to shift most of their support of the industry from direct investment to 
indirect investment and have paid particular attention on the development of a long-term, sustainable 
private sector-led VC industry. Retail funds in Quebec have also shifted their allocation from early-
stage VC to indirect investment.

As a result, the structure of the industry has changed significantly: the share of public funds in direct 
investments has considerably decreased and the share of Canadian and foreign private independent 
VC funds strongly increased. In particular:
■   The share of Canadian private independent funds has increased from 15% in 2003 to an average of 

24% over the 2010-2012 period and the share of foreign funds from 23% to 29% (Figure 4).
■   Over the 2011-2015 period, more than 60% of total VC investment in Canadian companies was 

invested by private independent funds, Canadian and foreign.
■   So, contrary to the previous period, the landscape of the Canadian VC industry now has a 

very strong private sector component and it is able to attract experienced international (mostly 
American) funds as co-investors.

■   As well, a new generation of fast-growing tech companies backed by Canadian VC funds is 
emerging, leading to larger rounds and larger exits, which will aid in recycling funds and VC 
growth in general.

Unfortunately, there is no publicly available return data on the Canadian VC industry presently 
available. Informal information from leading Canadian funds of funds indicates that Canadian returns 
have been improving and are now in positive territory—Canadian VC funds are building a strong track 
record.

Building a sustainable private sector-led VC industry is a long-term endeavor that will take 
several funding cycles because it takes at least two, more likely three, successful funds in a row for a 
management team to build a successful track record that will allow it to raise larger successor funds 
from private sector investors.

The following indicators illustrate that even if the situation is improving, there is still a lot of effort 
needed to build a sustainable and performing Canadian VC industry that would have a comparable 
positive impact on the scaling up of tech companies to its US counterpart:
■   As a percentage of GDP, venture capital investment in Canada in 2015 was less than half of what it 

was in the US (0.13% vs. 0.33%) and this gap has been widening over the last decade (Figure 5);
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■   The gap is not due to a smaller number of financings: the US economy is about ten times as big as 
the Canadian economy and the number of VC financings in Canada is more than one tenth of the 
US number (Figure 6). It is due to the average financing size: on average, financing size over the 
2010-2015 period is more than two times larger in the US and the gap is widening (Figure 7).

■   This gap is particularly pronounced at the later stage. Over the 2007-2014 period, later stage rounds 
attracted 66% of VC investment in the US vs. 47% in Canada (Source: OECD).

■   As a result, Canadian companies take a longer time to grow and exit, and exit at a smaller value. 
In the US, 46.7% of exits of VC-backed companies founded since 2000 were above US$100 M and 
25.2% above US$250 M versus 20.4% and 8.8%, respectively in Canada (Figure 8). Average exit 
size of VC-backed companies is significantly lower in Canada than in China, the US, Israel and the 
UK (Figure 9).

■   The smaller size of financings and exits can be related to the smaller size of Canadian VC funds. 
In the US, 53% of VC funds with vintage years between 2005 and 2015 are larger than $100 M and 
28% larger than $250 M when 65% of Canadian funds are below $100 M and only 3 funds (XPV 
Water Fund, OMERS Ventures and Tandem Expansion) are larger than $250 M (Figure 10);

■   The situation is improving, however, as 14 (70%) of the 20 Canadian funds that have been closed 
under the VCAP program are larger than $100 M and over the 2012-2015 period, there were 22 
rounds over $50 M closed by 17 different Canadian companies (Figure 11). All but one of these 
rounds, however, have been syndicated with large foreign investors, mostly American, and in most 
of them, due to their smaller size and smaller investment in the deal, Canadian investors are not lead 
investors anymore and have less influence in decisions. Canadian investors with access to deeper 
fund pools would increase the probability of companies being able to continue scaling up in Canada.

Taken together, there have been many improvements in the Canadian VC industry over the last 
decade. We have seen a larger share of VC investment in Canada made by Canadian private 
independent funds and experienced US funds, an increase in size of funds and financings 
demonstrated through a growing number of large rounds and scaling-up companies, and indications 
that returns are improving. A more detailed analysis of Canadian VC management teams would 
also show that the profile and expertise of VC managers is also improving (industry and operational 
expertise) allowing them to add more value to their investments.

Despite all this, a significant gap with the US still exists demonstrated through total VC 
investment as a share of GDP, as well as the size of rounds and size of funds. As a consequence, 
Canadian companies do not receive the same amount of VC financing as their US counterparts and 
consequently, a smaller number of them are able to scale independently.

Thanks to the positive evolution described above, leading Canadian independent funds have gained 
credibility among experienced large VC funds and are able to attract them as co-investors (Figure 
11). However, as shown by the data we have reviewed, (i) this is not enough to close the funding gap 
and (ii) if Canadian funds are not strong and large enough to maintain a sizeable share of the investor 
syndicate, the probability of the company being moved south of the border is increased. Scaling a 
larger number of independent tech companies such as Shopify or Hootsuite requires access to a deeper 
capital pool and seasoned Canadian VC investors.

Over 2005-2016, only 27 private independent VC funds larger than $100 M have been raised in 
Canada, by 20 different management companies, with just 4 of them between $200 M and $300 M 
(Figure 12). Over the same period, 58 different US VC teams managing 93 funds larger than $300 M 
have invested in Canadian companies (Figure 13).

An additional effort is needed to spur the maturing Canadian ecosystem. Canadian VC fund-raising 
has very significantly increased over the last five years, reaching about two thirds of its relative size 
compared to the US (Figure 14). This is due in large part to provincial government support and VCAP. 
This support will be required for at least an additional cycle of funding to reach to the point whereby 
a sustainable private sector-led Canadian VC industry exists that is able to support the scaling up of a 
greater number of Canadian tech companies without governmental funding or involvement.
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5. INTERNATIONAL COMPARISONS
Canada is not the only place where building a self-sustainable venture capital industry requires 
government support. Most OECD countries have identified venture capital as a viable tool to finance 
high-growth companies and, given its positive externalities, have recognized the need for government 
support to help kick-start the industry. The first program of this sort was the SBIC program founded in 
1958 in the US, which successfully helped many VC management teams raise their first funds and build 
a positive track record. With a lag of two or three decades, most OECD countries have followed suit.

Contrary to the SBIC program, which supports the financing of funds, other governments generally 
chose to set up direct investment funds that invest directly in companies. However, over the last 
decade, government direct investment funds have been highly criticized for the following reasons: 
confusing objectives (economic development vs. financial returns); counterproductive geographical 
constraints; inability, for compensation reasons, to attract experienced managers; wrong set of 
incentives (short-term volume vs. long-term performance); inadequate decision processes (multi-level, 
cumbersome and too long); and, sometimes, governance issues (political interference) that detract 
institutional investors.

Faced with these conclusions, many governments over the last two decades have chosen to shift from 
direct investment to indirect investment – either through government funds of funds or independently 
managed funds of funds – with the objective of supporting the development of a sustainable private 
sector VC industry able to attract experienced managers and implement best practices.

Government funds of funds have become the dominant scheme in many of the countries listed below:
■   Australia: Innovation Investment Fund
■   Canada: Alberta Enterprise Corporation (AEC), BC Renaissance Capital Fund, BDC, EDC, 

Ontario Capital Growth Corporation, Investissement Québec
■   Denmark: Danish Growth Fund
■   Europe: European Investment Fund
■   Finland: Finnish Industry Investment (direct and indirect)
■   France: Bpifrance (direct and indirect)
■   Israel: Yozma and, more recently, the biotech funds
■   New Zealand: New Zealand Venture Investment Fund
■   UK: Capital for Enterprise, Catalyst Fund, Innovation Fund
Yozma was the first (1993) and most successful of these funds of funds programs and subsequently 

led to the creation of the successful Israeli venture capital industry. Its success is due to good timing, 
well-structured financial incentives for private sector investors, and an ability to link international 
expertise with local teams.

More recently, there has been an emphasis – as there is in Canada – on the need for larger VC funds 
to support the scale-up of local companies. This was the case in the UK with the Innovation Fund and 
the VC Catalyst Fund and in France with the Bpifrance Large Venture Fund:

“The UK Innovation Investment Fund (UKIIF) is a Fund-of-Funds launched in June 2009 
by the UK Government. It will support a small number of specialist Technology Venture Capital 
Funds to invest directly in high-tech SMEs, startups and spin-outs with high potential of growth 
and innovation. Key sectors such as the life sciences, low carbon technologies, ICT and advanced 
manufacturing are among its priorities. The launch of the UKIIF is part of series of actions of the 
Government since 2000, aimed to address a long-identified equity gap in the UK. The equity gap 
is due to specific market failures including the unwillingness of investors to fund small, high-risk 
enterprises, limiting thus the availability of equity”.

“The VC Catalyst fund was established to address a gap in the venture capital investor base which 
emerged post the financial crisis. The VC Catalyst Fund supports funds that invest primarily in 
venture capital and are near to launch but require additional investment to secure a commercially 
viable first close. The VC Catalyst Fund is supported by the British Business Bank’s venture capital 
solutions team, who are responsible for conducting due diligence, making recommendations for 
new VC investments, and ongoing portfolio management.”
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The BPI Large Venture Fund was set up to address:
■    A significant financing gap: a strong early stage ecosystem of angel investors and early-stage VCs 

has recently grown in France. However, companies are then confronted with a later-stage financing 
gap and forced to either sell or list too early

■   A mid-sized market: the domestic market is large enough for startups to gain early traction, and not 
need to internationalize immediately… but too small to build and sustain large companies.
One of the key objectives of all these programs is to reach a point where the VC industry becomes 

self-sustainable and is able to raise a large majority of its funds from private sector investors. For all 
sorts of reasons, largely similar to the Canadian situation, (negative impact of the financial crisis, long 
learning curve, disappointing returns), the European VC industry still relies heavily on government 
sources of capital. Due notably to the depth of the financial crisis and the new capital regulations on 
banks and insurance companies, the share of government agencies among investors in European VC 
funds has increased from 15% in 2007 to 35% in 2014 (Figure 15).

It is interesting to note that Invest Europe (the European equivalent of the CVCA) is recommending 
a public-private funds of funds scheme that is very similar to the VCAP program:

“For the venture capital industry to become self-sustaining and globally competitive the number 
of institutions with the skill and capacity to invest in European venture capital funds must be 
broadened and diversified.

Invest Europe advocates a public-private partnership by which the equity component of these 
programmes could be used to attract private sector capital from international institutional investors, 
via venture capital funds, into Europe’s most innovative companies.

More specifically, Invest Europe proposes the creation of private sector-managed, pan-European, 
fund-of-funds with a high commitment to venture capital. Under this scheme the EU Budget would 
provide cornerstone investment in the funds with this capital to be matched by private money. EU 
funding for a market-would act as a catalyst for private sector investment.”

And the rationale behind this proposal is very similar to what was developed in Canada:
■   “The European venture capital industry provides high-growth companies and SMEs with long-term 

financing, sparking innovation and driving SME growth.
■   Additional private sector investment into European SMEs is needed to facilitate their growth, 

as President Juncker has recognized in setting the outlines of the forthcoming Jobs, Growth and 
Investment Package.

■   European venture capital needs to reach international investors who have access to large pools 
of capital and a potentially higher risk appetite. However, such investors are not easy for many 
European venture capital managers to reach for a range of reasons.

■   The European venture capital industry is fragmented and European venture capital funds are 
relatively small, particularly when compared to their competitors in the US .

■   For the industry to become self-sustaining and globally competitive, it is crucial that private 
institutional investors are attracted back to European venture capital.

■   The EVCA proposes to stimulate the demand for high-quality venture funds via a public-private 
partnership: a private sector-managed pan-European fund-of-funds with a high commitment to 
venture capital.

■   By leveraging parts of the EU Budget as part of the Jobs, Growth and Investment Package, the 
European Commission would play a catalytic role,  providing cornerstone investment in the funds, 
with this EU capital (at a minimum) matched by private money.

■   The purpose of a fund-of-funds is to act as an intermediary, bridging the gap between large 
institutional investors and smaller venture capital funds.

■   The additional cost created by inserting the fund-of-funds layer in the financial value chain is 
justified by the access to larger pools of international capital that European venture capital, and the 
businesses it develops, need.

■   The involvement of a fund-of-funds manager can also help venture capitalists to increase the size of 
their funds–enabling them to back more companies, for longer periods of time.”
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6. SYNTHESIS OF CVCA ROUNDTABLE CONSULTATIONS
We should note that many of our participants wanted us to commend the Government for its openness 
and engagement through this process. In turn, we see this as a very important step in getting this 
agenda right and as a result, we take our role in this process very seriously.

While of course there were disagreements on specifics from time to time, there was a marked 
similarity across the country in our consultations, which made it easier to synthesize our comments 
below.  

GENERAL CONSULTATION FINDINGS:
a. Long-term vision: Government needs to have a long-term vision. Silicon Valley was not built 
overnight. It will take time to diversify our economy and to build on our strengths: talent, research, 
deal-flow and funding mechanisms, starting with education policies.

b. Participate, not compete: Canada is part of a broader North American ecosystem in which it has to 
participate:
■   When designing policies, Canada has to see itself within this broader context;
■   It is important to facilitate the circulation back and forth with the US. For instance, it is a good 

thing Canadian talent is hired by large US anchor companies (as there are not many in Canada) or 
moves to Silicon Valley, which is the epicenter for the US venture ecosystem. We need them to learn 
from these experiences. However, it is also important to facilitate their return (see immigration 
comments below);

■   The support of government is important to remove barriers to this circulation and to mitigate the 
negative impacts of the growing American protectionism.

c. Focus on scaling: We have been working hard for over a decade to build a tech innovation 
ecosystem and its financing chain with a special focus on the seed and early stages. This ecosystem 
is now maturing: entrepreneurs and VC funds are maturing. There are more and more Canadian 
entrepreneurs who are shooting for big ideas. We do not have a start-up issue in Canada any longer. 
So far, public policies have been focused on seed and early stage investments. Maintaining the flow at 
these stages is essential. But, it should now be clear that scale-up is also a priority and a valid objective 
for public policies. All barriers to addressing this issue should be removed. Governments should work 
with the markets to accelerate the scaling up of companies and build champions. We have to be bold 
and shoot for the moon. Raising the collective awareness around this objective (building winners and 
champions) is essential.

d. Canadian financing matters: A well-structured VCAP 2.0 must be part of the solution. We are now 
attracting top-tier US VCs to Canada. This is good. But we need a Canadian ecosystem willing and 
able to fund a company through all stages for reasons outlined above. VCAP and other programs have 
recognized and have taken advantage of the maturing private capital framework in the ecosystem, 
and returns are getting better as a result. But we are now at a pivotal point. We have to build on these 
foundations, maintain the flow of entrepreneurs and early-stage investing, accelerate things that work 
well and advance to the next stage: scaling up companies through a few funding cycles.

There is a need for larger and stronger Canadian funds to be able to lead investors and support 
winners with larger amounts of capital for a longer time. American investors will still be needed 
insofar as providing capital, expertise, networks and access to market. Lead Canadian funds in the 
syndicate play a key role to keep building companies in Canada.

Continuity for Canadian financing is essential. The foundation has been built but it will have 
difficulty surviving without continued support of these managers and companies in the short- to mid-
term. This is why we need a VCAP 2.0.

In addition, the Government should consider various tax incentives to encourage investment in 
Canadian venture funds.
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e. Talent: Another strong barrier to scaling up Canadian companies is the availability of 
experienced managerial talent of all disciplines, but most notably engineering and sales talent. 
The talent dimension is as important as the financing dimension. Facilitating the development, 
recycling, retention and attraction of such talent must be a key priority. There are significant issues 
around immigration, settlement and re-settlement of talent. This piece was among the strongest 
recommendations across the various roundtables.

f. Cleantech: The Government has specifically outlined cleantech as a priority, and for good reason. 
There are specific challenges to address the capital needs and mitigate the technology risks of 
industrial scale up in cleantech that will require specific solutions, including larger equity investors, 
debt, guaranties to backstop risk and others. BDC and EDC will likely have an important role to play 
on the debt side.

On the equity side, in order to attract private sector managers and investors, the VCAP program has 
rightly avoided imposing too many geographical and sector constraints on the program. If cleantech 
becomes a specific target and priority, there should be a new program, separate from the allocation to 
venture capital at large, to attract large equity and debt investors to cleantech specifically.

g. Stakeholder involvement: An important objective should be to stimulate interactions within the 
ecosystem, notably with the innovation sector as well as corporations and universities. Encouraging 
a greater involvement of large corporations (financing, sharing of resources, access to market) is 
essential. Policies should support incubators that practice stakeholder involvement well, such as 
Communitech, an incubator based in Waterloo, Ontario.

h. Sector targets: This is the only area of recurring debate throughout our roundtables. There were two 
opposing points of view that were debated:
■   Governments should not pick winning sectors or verticals. The selection is inevitably delayed in a 

fast-moving environment, generally leading to propping up eventual losers or ignoring of potential 
winners, and negatively impacting returns and thus sustainability of the entire ecosystem.

■   Governments should pick a handful of sectors in various locations where we could be world leaders. 
Do not spray and pray. SBIR helps doing this in the US. Similarly, ARPA-E is able to set priorities 
and they have been successful at doing so. Example: bringing down the price of solar energy. 
ARPA-E defines priorities, funds 80% of companies $100 K to $2 M (mission driven, mission 
critical, defining targets). What about here?
Our conclusion from this debate is that government should not pick sectors when allocating capital. 

Capital and fund managers will follow quality deal flow, as opposed to create it. Quality deal flow 
is essential to VC ecosystem development and sustainability. Restricting this in any way negatively 
impacts longevity of the capital ecosystem. The government can, however, create the conditions for 
quality deal-flow to develop in areas in which we have a good potential by focusing on talent, R&D 
incentives, management of IP, infrastructure, priorities for government supported projects and 
government procurement.

i. Procurement: Governments, institutions and especially large corporations must improve their 
procurement of Canadian technology. The first customer matters. Government can play a strong 
leadership role here.

j. Digital infrastructure: The importance of digital infrastructure (as important as roads and airports) 
cannot be underestimated. Canada is not among the leading OECD countries regarding the 
availability, quality and cost of high-speed digital connection. It is only 27th for mobile broadband 
penetration and 18th for fixed broadband prices per megabit, per second of advertised speed (1st being 
the cheapest), which is far behind the leaders (Figures 16 and 17). This situation is an impediment to 
innovation and the development of tech companies in this country and should be addressed.

k. Leadership role: Governments at all levels can play a leadership role and send a message that Canada 
is innovation-friendly. Lagging digital infrastructure, negative reactions to innovations such as Uber, 
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outdated regulations in the cleantech sector and poor adoption of health and life science technology do 
not send the right messages.

This leadership role is of particular importance to give Canadian subsidiaries of large multinational 
tech corporations good arguments to convince their headquarters to set up centres of excellence in 
Canada. To take such decisions, headquarters will look at such things as regulations (are they clear, 
consistent and innovation-friendly?), talent, critical mass of R&D investment, strategic initiatives, 
government procurement and “leadership” (is Canada perceived as “the place to be”?).

l. Ecosystem Diversity: The industry as a whole ought to do a better job of improving diversity, notably 
with respect to female venture capital managers. The CVCA does play a key role here and does so 
through various groups, but more can and should be done—especially as there are demonstrated 
positive market-based returns to doing so.

7. CVCA RECOMMENDATIONS TO THE MINISTER
The CVCA has two main recommendations to the Minister. These recommendations are directly 
related to CVCA members’ investment activities. Their objective is to improve the environment in 
which innovative firms and their investors operate, therefore accelerating the development of these 
firms in Canada and their contribution to innovation and job creation in this country.

a. Financing: Create a VCAP 2.0
b. Talent: Fix the work permit process

Beyond these main recommendations, many other suggestions were made during the roundtable to 
improve tech innovation ecosystems in Canada. We have added them to respond to the Minister’s call 
for input to the broader innovation agenda.

Main recommendations

a. Financing: Create a VCAP 2.0
The financing chain has a critical role to play in scaling up companies and building champions. As 
explained in the general remarks, there needs to be both continuity in the support to the financing 
chain and a move to the next stage which is building larger and more experienced Canadian funds able 
to compete as lead investors and support winners with more capital over a longer time.

It is CVCA’s view that the best way to ensure this continuity and strengthen the financing chain for high 
growth innovative companies is to set up a second phase of the VCAP program that we call VCAP 2.0.

This anticipated second VCAP program is needed to sustain the evolving innovation ecosystem at 
a critical time. In order to prevent the industry from falling backward, this program must be rolled 
out prior to 2018 when the existing program is expected to complete its commitment schedule. The 
Government should consider increasing their investment in VCAP 2.0 in order to mirror the scaling 
aspect of their innovation agenda.

The VCAP program has already had a very significant impact on the Canadian VC industry and 
more broadly on the Canadian tech innovation ecosystem. The benefits include but are not limited to:
■   Attracting more private sector investors and managers – including a leading international funds 

of funds manager to Canada (HarbourVest Partners) and reinforcing three Canadian funds of 
funds managers (Kensington Capital, Northleaf Capital and Teralys Capital)—all of whom provide 
professionalism and credibility to the funds in which they invest, thus contributing to attracting 
other private sector investors in these funds.

■   Attracting additional LP capital – including over $1 billion from external LPs to the four funds of 
funds for a total of $1,356 million to be committed to venture capital and growth equity funds. This 
includes $113 million from two Canadian provinces, and $904 million from the private sector—$69 
million of which is from the US and Europe.

■   Scaling the committed capital – a total aggregated amount for the 20 Canadian funds supported 
under VCAP of $2,816 million (as of June 30, 2016) —$604 million from the VCAP program and 
$2,212 million from other LPs.



15CVCA SUBMISSION TO THE INNOVATION AND GROWTH AGENDA  | SEPTEMBER 2016

PRIVATE EQUITY ASSOCIATION
&

CANADIAN VENTURE CAPITAL

■   VCAP economic impact is positive – as of March 31, 2016, these funds had already invested $453 
million in 126 companies. BDC’s economic snapshot of the VCAP program as of December 31, 
2015, reports that 65 Canadian companies, with a total 2015 revenue of $1.1B billion and an average 
revenue growth of 37%, benefitted from investment. The total employment by these companies: 
6,812.

The program was 59% committed as of March 31, 2016 and will be fully committed by mid 2017.
Sections 2 and 3 of this submission documents in broader detail the positive impact of government 

policies, including VCAP, on the VC chain in Canada. It also underlines that (i) one cycle is not 
enough to build a track record and make the industry self-sustainable and (ii) there is still a significant 
gap between the Canadian and US VC chains (relative to the size of their economies) which limit the 
positive impact that the Canadian VC industry could have on innovation and growth in this country. 
There needs to be continuity. Other government funds such as AEC and BC renaissance have received 
new allocations. They will need co-investors.

Supporting continuity could take shape through following evolving market needs: (i) identifying 
performing managers who have already been funded by VCAP to get them to the next stage, (ii) 
supporting larger funds and, eventually, specialized growth funds to scale up companies, and (iii) 
including new and emerging managers to keep building the industry. This would require a significantly 
larger capital allocation.

The primary objectives of the VCAP program were to attract private capital to the industry and 
build a sustainable VC industry managed by the private sector and it has successfully done just that. 
Adding new sector or geographical constraints to the program would dilute the attractiveness to other 
private sector investors and negatively impact returns, thereby eroding sustainability and the positive 
momentum achieved thus far. Any other specific government objectives, such as accelerating the 
development of the cleantech sector (e.g. a dedicated allocation to this sector), should be made outside 
of VCAP 2.0. For instance, this allocation could be managed directly through BDC.

Timing, however, is of the essence as the first VCAP will be fully committed by mid 2017. Without 
a continuation of this lead investor for Canadian VC managers, the ecosystem is likely to withdraw 
investment at a crucial pivot point for Canadian innovation.

Finally, one should note that, for the government, contrary to other programs based on tax breaks 
or tax credits, VCAP is not an expense but rather is an investment and, as the ecosystem matures and 
the returns improve, this investment will probably result in positive returns for the government and 
taxpayers.

b. Talent: fix the work permit process
Along with financing, the shortfall of world-class management sales and marketing, engineering, and 
product management talent was mentioned across the roundtables as the primary limitation to the 
development of successful high-growth companies in Canada.

Raising awareness that Canada is a great place for innovation and entrepreneurship and developing 
talent in Canada are long-term objectives. In the short term, the most efficient way to address the 
talent shortage is through immigration.

There was a general consensus among our roundtable discusses, as the process to deliver work 
permits to non-residents in innovative sectors is too long and costly and the status between work 
permit and landed immigrant has been described as a “nightmare” by many. Notable settlement issues 
include the status of the employee’s family, schooling and banking, among other concerns. We have 
received several horror stories resulting in the person going back to the US. The situation might not 
be any better in the US, but this is not a valid justification if we want to position Canada as a place of 
choice to attract talent.

These issues have been presented as incentives for moving companies south of the border to get 
access to better quality talent. Solving them is one of the main recommendations of the roundtables.
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Other suggestions
These suggestions are organized around the following themes:

a. Funding of the financing chain
b. Direct financial support to tech companies: soling issues around the SR&ED tax credit
c. Cleantech
d. Talent
e. Accelerators, Incubators, and Corporates
f. Involvement of universities and colleges
g. Digital infrastructure

Funding of the financing chain
Beyond the continuation of VCAP, the following channels through which the federal government 
could facilitate the increase in funding for venture capital funds include:

Tax incentives for venture capital investments

Two recommendations were made to attract individuals as direct investors and LPs in the VC asset class:
■   A federal tax credit similar to the British Columbia Venture Capital Tax Credit for angel investors 

to invest in innovative companies directly or through venture capital funds. Research has shown 
that the BC program has had very positive impact on business angel and venture capital investment, 
tax revenues and jobs in the province.

■   A deferred capital gain tax provision whereby investors in eligible VC funds would be allowed to 
take a loss at the time of investment and recognize the capital gain when they exit. (This provision 
would also address the issue of having to recognize a realized capital gain when it occurs even if 
there are still unrealized losses in the portfolio).

Attracting corporate investors

Corporate LPs are critical, not only for their funding, but also for their value added to the portfolio. 
The first motivation for corporations to become an LP is access to innovation: technologies, deal-
flow and investment opportunities. Regarding incentives to attract them as LPs, the following 
recommendations were made:
■   If corporates participate in a fund of funds (e.g. VCAP), deal flow and co-investment opportunities 

need to be aggregated by each LP and presented to the corporates as an additional service rather 
than each corporate reaching into each fund and requesting deal flow.

■   Corporates could receive a tax credit and/or incentive for investing directly into VC funds.

BDC and EDC funds of funds

BDC and EDC funds of funds are large LPs in our ecosystem. With the growing need for capital at all 
stages, their role outside of VCAP should be enlarged.

Offsets

Offsets are an untapped source of capital. Most national defense suppliers are innovative corporations. 
Offsets should be used to attract them as LPs in Canadian VC funds.

Direct financial support to tech companies:  
Solving issues around the SR&ED tax credit
SR&ED tax credits are an international competitive advantage for Canada. But more can be done 
to exploit this advantage. SR&ED tax credits are viewed as very important tools to develop, attract 
and retain innovative companies.  Refining SR&ED could help Canada truly become a research and 
development hub.
The two following issues were raised, particularly regarding the scale up issue:

■    The CCPC status: in the absence of large Canadian VC funds, we need foreign investors 
for later-stage rounds (See Figures 7 and 11). As a consequence, the company may lose its 
CCPC status and its eligibility to SR&ED tax credits. This becomes an incentive to move the 
company South of the border.
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■   The qualified expenditures limit ($10 M) is low and has not changed for a long time. It 
becomes an incentive not to scale up companies and remain under the limit.

The Government should therefore consider allowing SR&ED credits, regardless of where the 
investment came from, but instead where the research was done.

Cleantech
Clean growth is one of government’s top priorities. The Canadian venture capital industry should 
contribute to this priority by financing and scaling up a greater number of successful cleantech 
companies. The following recommendations would contribute to enhancing the cleantech deal flow 
and providing better financing tools to scale up cleantech companies:

Enhancing the deal flow:

■   SDTC 2.0: more selective and success oriented;
■   Set up seed funds attached to vcleantech accelerators (Ecofuel, Foresight Cleantech Accelerator).

Financing tools to scale up cleantech companies: 

Cleantech is a diverse sector. In terms of capital requirement and risk profile, part of it (cleantech IT) 
is similar to IT and does not require different financing tools. Another part (renewable energies, water 
and waste management) often requires industrial scale up, hence a much higher capital intensity and 
different risk profiles. Recommendations in order to being able to support the development of such 
companies in Canada are the following:
■   Fund larger specialized cleantech VC funds to scale companies. Corporations have an important 

role to play as LPs in such funds;
■   Set up specific debt programs for industrial scale-up and project financing: there is a role here for 

BDC and EDC: loan programs, loan guaranty programs and project financing.

The cleantech sector has been a very difficult sector for equity financing over the last decade. As 
already mentioned, if, for good reasons, the government wants to direct a specific allocation to this 
sector, this should be made outside a VCAP 2.0, whose primary objective is to build a sustainable 
private sector VC industry and attract private sector investors to this asset class.

As Asia is becoming the fastest growing market for cleantech, support from the Canadian 
diplomacy to build bridges in Asia would help the industry. Finally, it is recommended to use the 
carbon tax proceeds to fund innovation initiatives in this sector.

Talent
In addition to the previously mentioned need to fix the immigration deterrent to attracting talent, 
developing skills for the digital age (computer sciences, programming, artificial intelligence, data 
analytics) should be a priority. In this context, the following recommendations have been made to 
develop, attract and retain Canadian talent pools required for the innovation ecosystem to thrive in the 
long term:

Raising awareness that Canada is a great place for innovation and entrepreneurship

Governments should make bold statements that the future is in the entrepreneurial economy and risk-
taking, and that it is supporting innovation and entrepreneurship.
■   We should do more to celebrate entrepreneurs (prizes) to make the career more legitimate and attractive.
■   We should send the message internationally that Canada is a good place to build companies. More 

should be done to raise the awareness that Canada has one of the most competitive tax environment for 
companies in the world (Source: “KPMG’s Guide to international tax competitiveness”, 2016 Edition).
Beyond awareness, we should keep developing areas of excellence (critical mass of R&D, research 

centers, talent, infrastructure, strategic initiatives) where there are good reasons to be in Canada.
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Developing talent in Canada

We should promote entrepreneurship, starting in primary schools. Skills for the digital age (computer 
sciences, programming, artificial intelligence, data analytics) are essential. We should make computer 
programming/coding compulsory in elementary schools. Product management is severely lacking 
in Canada and should be taught in colleges. Managerial talent for scaling up companies should be 
another priority.

Interestingly, the most talked-about recommendation focused on the need to develop more co-op 
programs, such as in Waterloo. It was suggested that every engineering program should include a co-op 
program.

Recycling talent in Canada

Finding managerial talent with previous scale-up experience is a challenge. Fiscal measures (business 
angel tax credit, rollover of capital gain tax) that are incentives for successful entrepreneurs to reinvest 
their proceeds in other high growth companies are also incentives to recycle their managerial talent in 
these companies and this is to be encouraged.

Accelerators, Incubators and Corporates
There are now many accelerators and incubators across the country. Accelerators and incubators can 
be powerful tools to foster entrepreneurship and develop an ecosystem, especially, but not only, when 
they are linked to universities. However, it is important to remain selective and ensure these groups do 
not support mediocrity.
■   Accelerators that involve corporations (GE/Ryerson Zone startups in Calgary) are very positive.
■   Specialized accelerators in cleantech (EcoFuel, Foresight Cleantech accelerator) are important 

tools to develop a deal flow in Cleantech.
■   ACAMP (Alberta Centre for Advanced Micro nano technology Products) was cited as a very 

positive model to foster prototyping and commercialization of MNT products for customers in 
electronics and cleantech.

Involving corporations in innovation ecosystems

Canadian corporations are far less involved in innovation ecosystems than their US counterparts. 
Increasing this involvement and raising awareness around this issue should be high priorities. The 
following types of involvement were mentioned:
■   LPs in VCAP funds of funds
■   LPs in funds
■   Corporate venture
■   Corporate accelerators
■   Working with entrepreneurs, participating in hubs, such as Communitech
■   First buyer
■   Access to market

The involvement of corporations is particularly important in the cleantech sector and Cleantech VC 
funds have many corporate LPs.

The first motivation for corporations to get involved is access to innovation: technologies, deal-flow 
and investment opportunities. Regarding their role as investors in VC funds and in tech companies, 
the following recommendations were made:
■   If corporates participate in a fund of funds (e.g. VCAP), deal flow and co-investment opportunities 

need to be aggregated by each LP and presented to the corporates as an additional service rather 
than each corporate reaching separately into each fund and requesting access to deal flow.
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■   Corporates could receive a tax credit and/or incentive for investing directly into VC funds or into 
companies. Three kinds of incentives were proposed:
•   A matching fund (unmanaged) that would match corporate investment into companies, thus 

leveraging their due diligence ability in sectors of specialization for them,
•   A tax credit for investing in VC funds or in tech start-ups
•   The ability to expense investments in VC funds or in tech startups

Co-op programs such as Waterloo are a powerful tool to link corporations with universities.
An important step for multinational tech corporations to get involved in the Canadian innovation 

ecosystem is to set up a centre of excellence or a centre of innovation in Canada as GE has done in 
Calgary, Cisco in Toronto and Google in Kitchener/Waterloo. There is a global competition to attract 
corporates to such centres. In order to improve Canada’s chances at winning, more emphasis needs to 
be placed on talent, regulation, critical mass of R&D, strategic initiatives and leadership (perception 
that Canada is the place to be).

Feedback from a roundtable with corporations held by the CVCA was that technical talent is strong 
in Canada but there are weaknesses regarding regulation, especially in cleantech (what is the roadmap 
for the price on carbon?), and leadership: what is Canada’s innovation agenda? What are the strategic 
choices? How are they advertised? Some provinces are showing leadership to attract large tech 
corporations. Leadership from the federal government is expected.

Supporting teams that build ecosystems

Communitech is an example of an industry-led innovation centre that supports, fosters and celebrates 
a community of nearly 1,000 tech corporations. It relies on the full time work of a large and skilled 
team that is supported by private and public funding involving all levels or governments (local, 
provincial and federal).

Other places should take inspiration and governments should set up funding mechanisms to support 
teams with the right skills to support the development of ecosystems, such as Communitech.

 
Involvement of universities and colleges
Supporting the development of entrepreneurship in colleges and universities

The following recommendations have been made in order to foster entrepreneurship within colleges 
and universities:
■   Co-op programs such as at Waterloo University;
■   Entrepreneurs-in-residence in universities;
■   Link accelerators to universities such as in Waterloo and Ryerson;
■   Integrate business schools and entrepreneurship to other faculties (such as in Ryerson Zones).

Simplifying the management of the IP coming out of universities

IP management by universities is seen as a major pain point: long, inefficient, costly, unpredictable and 
different across universities, not worth the pain. The following recommendations were made:
■   Leave the IP with the inventor
■   Simplify and make it uniform, taking inspiration from best practices: MIT, Stanford, Waterloo.

This is not a federal government’s area of responsibility. Nevertheless, could the federal government 
have an influence through research funding?

Digital infrastructure
A very strong point was made on the importance of digital infrastructure (just as important as roads 
and airports). Canada is only 27th among OECD countries for mobile broadband penetration and 18th 
for fixed broadband prices per megabit per second. of advertised speed (1st being the cheapest), far 
behind the leaders (Figures 16 and 17). This is an impediment to innovation and the development of 
tech companies in this country and should be addressed.

Governments must send a message that Canada is innovation friendly: poor digital infrastructure, 
and outdated regulation in the cleantech sector do not send the right message.
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APPENDIX 1: FIGURES
 

Figure 1: Canadian Tech Ecosystems

Figure 2: Distribution of VC funds by vintage year (1980-2004)

SOURCE OF DATA: THOMSON REUTERS

 
Figure 3: VC investment in Canadian companies by type of investor
(1996-2004 – CAD$ million)



21CVCA SUBMISSION TO THE INNOVATION AND GROWTH AGENDA  | SEPTEMBER 2016

PRIVATE EQUITY ASSOCIATION
&

CANADIAN VENTURE CAPITAL

Figure 4: Share of Canadian private independent funds and foreign funds

in total VC investment in Canadian companies (2003-2012)
  SOURCE OF DATA: THOMSON REUTERS

 

Figure 5: VC investment as a percentage of GDP
SOURCE OF THE DATA: THOMSON REUTERS, NVCA, US BUREAU OF CENSUS, STATISTICS CANADA

  

Figure 6: Number of VC financings in Canada and the US
SOURCE: YALETOWN
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Figure 7: Average VC Financing Size (US$ M)

SOURCE: YALETOWN

 

Figure 8: Distribution of exits of VC-backed companies founded since 2000 by size

Figure 9: Annual average exit size above $100M, In millions of CAD, 2011 - 2015

SOURCE: BDC, SOURCE OF DATA: CVCA, PITCHBOOK
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Figure 10: Differential between Canadian vs US Distribution of VC Fund Sizes
(VC funds with vintage years 2005-2015)

SOURCE OF DATA: PREQIN

Figure 11:  
VC Investment rounds larger than CAD$ 50 M in Canadian companies (2012-2015)

SOURCE: CVCA INFOBASE – RED = FOREIGN INVESTORS
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Figure 12:  
Private independent Canadian VC funds larger than $100 M raised after 2005

 
SOURCE: CVCA INFOBASE
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Figure 13: US VC funds larger than $300 M and raised after 2005 that invested in 
Canadian companies

SOURCE: CVCA INFOBASE

Figure 14: Venture’Capital’Fundraising,’Canada’vs.’United’States’
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Figure 15: Investors in European VC Funds by Type

SOURCE: EVCA/PEREP ANALYTICS

 
Figure 16
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Figure 17: Fixed broadband prices per megabit per sec. of advertised speed, Sept. 
2014, USD PPP

SOURCE: OECD
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