CVCA CANADIAN VENTURE CAPITAL
PRIVATE EQUITY ASSOCIATION

The Canadian Venture Capital & Private Equity Association (CVCA) welcomes the opportunity to share with you
our views recommendations regarding the ongoing efforts to encourage Canada’s pension funds to invest more in
Canada.

The CVCA represents some of the largest investors in Canada with more than 315 member firms and 3,000
individuals. Our venture capital members are building new enterprises from the ground up, pursuing ground-
breaking discoveries and developing novel products, services, and platforms. Our private equity members are
engines of growth for established firms that are elevating their business. Together, they play a critical role in
Canada’s economic success, and we believe that by growing the industry they can help Canada rise to its full
potential as a world-class investment and innovation powerhouse.

The question of Canadian pension funds’ participation in Canada’s private ecosystem is therefore critical to the
CVCA membership and the businesses that rely on our members’ support.

The CVCA recommends that Canadian pension plans invest in the Canadian private capital ecosystem via
fund-of-funds vehicles to seed Canada’s growing funds as well as emerging managers with a proven track
record.

Canada has a globally renowned and robust pensions system. Outside of Quebec, the country’s large pension
plans are driven by a single objective: to maximize returns for their pensioners relative to risk. This system benefits
Canadian pensioners, who entrust these organizations to deliver sustained returns over extended periods of time
in order to provide for the future.

In recent years, alternative assets have increasingly become a significant component of pension plans’ asset
mixes. All of Canada’s Maple 8 pension funds now invest in private equity and venture capital to varying degrees,
underscoring the appeal of alternatives as high-growth and opportunity-rich investments.

Presently, however, there is a mismatch between our pension plans’ capital allocation and the efficiency of
deploying dollars in Canadian managers. This gap means that incentives are currently tilted in favour of pensions
allocating the bulk of their private capital elsewhere in the world.

This mismatch is not driven by performance. Rather, it is due to scale. A mix of incentives and due diligence
requirements means that Canadian pensions are reluctant to write checks below $200M, but there are only a
handful of Canadian VC funds large enough to absorb an investment of that size. The end result is that this capital
typically flows to the United States, fueling and growing fund managers that invest in American companies instead.

A significant component of Canada’s productivity crisis is domestic underinvestment and challenges in scaling up
companies. Canada’s private capital is vital to address both. The issue is not so much the absence of capital but
having the right channels to deploy it. VC/PE can help.

Canadian pension plans have an opportunity to reorient a fraction of their investments and allocate more funds
to Canada’s alternatives without sacrificing returns. Such a change would significantly accelerate the growth of
Canada’s emerging VC/PE ecosystem and the development of successful funds that can conquer the space that
has so far been dominated by American funds.



Exceptional companies are being built in Canada, yet many of these companies remain under the radar of our
institutional investors. These companies present a valuable opportunity for direct investments by our pension
plans, which have consistently shown a strong interest in directly investing in promising businesses. Pension plans
and VC/PE fund managers are aligned in our ambition to grow domestic investment opportunities while delivering
top decile returns. To do so we must first break the current cycle of small and limited opportunities that don’t seem
to attract pension investments domestically.

Our sector strongly advocates for a long-term strategy with the potential to significantly enhance Canadian
productivity while at the same time generate strong financial returns for Canadian pensioners, ensuring a
prosperous future for retirees today and in the future.

CVCA’s recommendation

« The VCAP/VCCI seeding programmes have been successful proofs of concept of co-investment
and de-risking strategies. These have been powerful engines to draw private capital, grow domestic
managers and deploy into Canadian companies (See Table 1). We propose a similar approach to
Canadian pension funds today, although we acknowledge that not one size fits all.

Table 1: Proof of Concept - Venture Capital Action Plan (VCAP)

In 2013, the Canadian government launched the VCAP program, investing CAD $400M to boost business
funding. By putting this money forward, it would attract private investment to contribute, aiming for a
combined total of CAD $1.2B.

This strategy worked. The government backed large funds-of-funds, which in turn supported smaller ones.
These smaller funds then financed up-and-coming businesses. By using government funds as a starting
point, it drew more private investment into the sector. As these businesses flourished, it meant a positive
return for the entire economy, creating more jobs, and benefiting the taxpayers who funded the initiative in
the first place.

Through the initiative, VCAP-supported funds have invested in more than 400 Canadian companies

by end-2022. A sample of these companies that shared employment details reported a total of 27,572
employees, an increase of 2,236 from the previous year, and aggregate revenues of approximately $7.13B
in 2022. On its ninth year since inception, VCAP Funds-of-funds Funds of Funds are nearly fully committed
at approximately $1.34B (99%) of $1.356B in capital, with the majority of going into Canadian funds and Co-
Investment opportunities, providing significant boost in domestic venture capital activity.

VCAP/VCCI have proven to be good long-term investments with solid performance, tracking positively with
an aggregate Total Value to Paid-in Capital (TVPI) for the 4 Funds of Funds at 1.90x on March 31st, 2023
despite recent volatility in both private and public markets. Investors in the four High-Performing Funds

in the VCAP program received $44M in net proceeds during 2022, bringing the total to approximately
$237M as of March 31st, 2023.

The VCAP program has resulted in millions of dollars flowing back into Canadian companies, supporting
thousands of jobs in the innovation economy. Some beneficiaries of this program, such as Shopify,
SkiptheDishes, Lightspeed and Cohere have since become major players in their industries.




« Canada’s VC market:

« The private capital market fluctuates due to various factors from both the supply and
demand sides: investor sentiment, economic conditions, capital availability, supply of new
companies, etc. Therefore, a static picture of capital raised in a single year is an inaccurate
portrayal of the market’s ability to absorb capital.

« To address volatility, an average of the last five years (2019-2023) shows that Canada’s
market can typically deploy $24,718 B into Canadian headquartered companies on an
average year (see table below). Of this, we know approximately 31% is allocated into VC, 18%
into growth capital and 51% into private equity. See table below:

Total Investment (2019-2023) 5 year Average (2019-2023)
Capital Type # Companies | # Deals $M # Companies | # Deals $M
VvC 1881 3268 $38,900 376 654 $7,780
PE 1966 2709 $63,024 393 542 $12,605
Growth 712 789 $21,664 142 158 $4,333
Grand Total 4559 6766 $123,588 | 911 1353 $24,718

«  The role of Canadian pension funds:

«  Pension funds already allocate between 10-30% of their AUM to Private Equity investments.'
Included in this are VC allocations, which we estimate represent between 0.5-2.5% of their
total AUM globally, combining direct investments and via external fund managers.

+  We recommend allocating a small proportion of the above investments into the Canadian
market, via the establishment of their own domestic fund-of-funds mechanism or an
allocation to an existing fund-of-funds active in the Canadian market. The objective is to
seed Canada’s growing funds as well as emerging managers with a proven track record.

«  The risk/return profile of private capital investments aligns well with the long-term aspirations
and pension liabilities of Canadian pension funds, making them an ideal choice for inclusion
in a fund-of-funds mechanism.

« Methodology:

- To calculate the amount, we propose benchmarking against comparable markets,
considering the proportions typically invested by countries’ pensions as a share of
the total alternatives market.

- Inthe Nordic countries, pension funds play a significant role in financing the
alternatives market. It is estimated that pension funds account for around 20-25% of
the total alternatives market in the Nordic region.

- Inthe United States, pension funds play a significant role in financing the
alternatives market. The exact proportion of the alternatives market funded by
pension funds is not uniformly reported, but several key points provide insight into
their involvement, estimated at about 20% of the market.

. Considering Canada’s alternatives market size which can deploy $24,718 B on an average
year, we recommend that Canadian pension funds allocate 20% of this amount to the
domestic market.

! Typically include later stage buyout, early-stage growth and venture.



« This 20% proportion is comparable to the market share of pension funds in the Nordic
nations and the United States within their respective domestic alternatives markets. In
Canada, 20% of the market ($24,718B) is approximately $5 billion.

. We therefore recommend that Canadian pension funds allocate $5B to the proposed
fund-of-funds mechanism. This allocation mix should reflect the market proportions
described above: 31% into VC [including Emerging Managers], 18% into growth capital and
51% into private equity.

This simple change has the power to allow Canadian pension plans and thus their members to participate in the
growth of the Canadian economy, while also channelling quality dollars into our country’s most promising scaling
companies.
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