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Overview

Budget 2025 proposes a realignment of federal venture capital programs to better match current market needs,
including the relaunch of the $1B Venture and Growth Capital Catalyst Initiative (VGCCI) administered by the
Business Development Bank of Canada (BDC), as well as a new $750 million envelope intended to address early
growth-stage financing gaps and to support scaling of Canadian firms.

Following meetings with Finance Canada and ISED, the CVCA was asked to put forward its recommendations on
design scenarios for the $750M fund taking into consideration that funding should be allocated to fund managers
rather than directly to companies.

In developing these recommendations, CVCA evaluated how existing federal programs operate across the venture
capital lifecycle. VGCCI’s expansion to $1B reflects a material increase in the scale of the federal platform
supporting early-stage formation and venture capital fundraising. The $750M envelope is therefore designed to
be complementary, focusing on gaps that persist as companies move into Series B, growth, and later stages, based
on observed market conditions and investment patterns.

This approach is intended to strengthen and expand the capacity of the Canadian venture and private equity
industry. We should also be supporting domestic companies as they scale, reinforcing the conditions under which
successful Canadian firms can remain anchored in Canada as they grow. As companies mature, access to domestic
capital at Series B and growth stages influences where ownership, decision-making, and long-term economic
benefits are retained. By reinforcing this layer of the capital ecosystem, the program will support a more complete
pathway for Canadian companies; helping ensure that value created through growth, employment, and innovation
continues to be reinvested in the Canadian economy. A more complete domestic scaling pathway also supports a
healthier private capital ecosystem over time, reinforcing Canada’s attractiveness as a place to build, grow, and
finance globally competitive firms.

Definitions

As a starting point, the CVCA wanted to establish definitions to describe each funding cycle with a focus on
“Growth Stage” to ensure consistency and accuracy of our recommendations regarding the $750M.

https://budget.canada.ca/2025/report-rapport/pdf/budget-2025.pdf (p. 95)
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Series B
e Series B refers to institutional rounds where a company has established an initial operating model and

requires materially larger amounts of capital to scale its business. At this stage, domestic venture capacity
becomes more constrained, and Canadian companies increasingly rely on foreign investors.
= |n capital-intensive sectors such as life sciences, this stage may include the transition from
preclinical to clinical development.

Later (Growth) stage

e Referring to later-stage expansion (series C and beyond), where capital is deployed to support business
scale-up, through market expansion, operational growth, and corporate development. These transactions
often involve significant minority investments and may be combined with secondary components to
facilitate liquidity for early investors, while supporting companies as they mature toward outcomes such
as IPOs, strategic acquisitions, or continued private ownership.

Private Equity

e Private equity refers to investment strategies involving significant ownership stakes in private companies,
including growth equity, buyouts, and related approaches, with a focus on long-term value creation. These
strategies may support companies through expansion, operational transformation, or ownership
transitions, including situations where an IPO is not the intended or optimal outcome.

Current Market Trends

The following CVCA data and analysis from RBCX provide important market evidence. While early-stage
investment activity has contracted materially in recent years, Canada continues to exhibit relatively stronger
domestic participation at smaller deal sizes. By contrast, domestic capacity declines sharply as companies move
into Series B and growth financings, where reliance on foreign capital remains high. Taken together, these trends
point to a structural gap in Canada’s ability to support companies at scale.

CVCA Foreign Investor Participation in the Canadian VC Ecosystem?

e Early-stage strength: In 2024 Canadian-only investors made 70.4% of investment value in rounds under
S5M (10-year avg 68.3%).

e Limited domestic scale: Canadian-only share falls to 12.7% in rounds over $50M (10-year avg 13.9%).

e Heavy U.S. role in large deals: Canadian—U.S. syndicates made 67.5% of >550M rounds in 2024 and 83.8%
of growth-stage value.

2 https://central.cvca.ca/data-analysis/analysis-foreign-investor-participation-in-canadian-vc-ecosystem/
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CVCA'’s Investor Sentiment and Fundraising intentions survey? (Dec 2 — Dec 16, 2025)

e Financing and liquidity continue to be the top portfolio-company challenge. 68% of respondents cite it as
a current challenge, and the same share (68%) cite it as a future challenge; among VC investors, the share
citing financing and liquidity as the chief future concern rises to 83%.

e Domestic scale capacity is structurally thin. Survey respondent mix skews heavily toward VC investors,
with a relatively small share identifying as growth equity/later-stage investors, reinforcing that the
domestic investor base narrows as companies mature.

e Fund sizes and deployment capacity support the “scale gap” thesis. The average most recently closed
fund size was $155.5M, with $91.9M deployed from the prior fund on average, underscoring practical
constraints on leading larger growth-stage rounds and reserving for follow-ons.

RBCX: Capital Under Pressure - 2025 REPORT ON CANADIAN VC FUNDRAISING*

Canada is not only facing a capital availability problem. There is also a declining share of dry powder available for
initial investments, with a larger portion reserved for follow-ons. In parallel, compressed fund sizes and increasing
concentration limit the ability of domestic funds to participate consistently in later-stage financing rounds. Taken
together, these trends point to a constraint on domestic capacity to lead new Series B and growth financing
rounds.

e Dry powder shift: Share available for initial investments fell to 42% (2025) from 81% (2022) — most dry
powder now reserved for follow-ons.
o For reference, dry powder is uninvested, committed capital that a fund holds ready to deploy into
new or follow-on investments
e Fund-size compression: Median fund $29M; top-quartile $43M (2025) — historic lows that constrain later-
stage participation.
e Concentration: Top 5 funds account for 83% of 2025 capital raised.
e Fund continuity weakness: Only 25% of 2021 vintage raised a successor within five years (long-run avg
53%).

Against this backdrop, the CVCA used the above-mentioned market trend and consulted its members companies
to share the following scoping recommendations.

Recommendations

1. The S750M should address a growing gap in growth-stage (Series B and up), private equity, and other later-
stage financing rounds, as outlined above.

2. The capital should be deployed quickly, starting in 2026. This will help accelerate deployment of capital to
support current funding rounds.

3 https://central.cvca.ca/data-analysis/resilience-and-realignment-the-2026-canadian-private-capital-outlook/
4 https://www.rbcx.com/canadian-venture-capital-report-2025/
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There should be consideration to target this incoming capital in sectors that will drive Canada’s innovation,
productivity and economic resilience, including Al, Quantum, Aerospace & Defence (Dual-Use), Life Sciences,
Advanced Manufacturing, Clean Energy & Electrification.

Strengthen Canada’s ability to scale Canadian champion companies, particularly those that are increasingly
dependent on foreign capital. Increasing private equity capacity can help retain Canadian companies under
Canadian ownership.

The program should act as a lever towards new and established fund formation in Canada. This includes first-
time funds or new strategies led by experienced investment teams, where there is a demonstrated need for
additional domestic Series B and growth-stage capital and where governance and capability standards
consistent with institutional investors are met.

The government should also underlie a review of Canada’s corporate and investment tax regimes to better
support the growth and expansion of the VC and Private Equity sector as part of an industry-wide national
strategy.

The value proposition of the $750M fund should be additive and not compete with the work that the BDC does
with its funds and programs.



