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Foreword
The Private Equity Canada Report was launched in 2001 with the aim of 
providing an in-depth review of key market facts. Based on the original survey 
methodology and market research developed by the then Macdonald & 
Associates Limited (since acquired by Thomson Reuters), the report focused on 
the largest investor groups and funds in Ontario and Quebec. 

It was an immediate success – and the first step in developing an ongoing 
perspective on the Canadian private equity market. 

This is McKinsey & Company’s sixth installment in the Private Equity Canada 
series. We have continued to work closely with Thomson Reuters to produce 
this report. We would like to recognize the very important role Kirk Falconer 
of Thomson Reuters has played in gathering and analyzing the market data. 
We also owe a debt of gratitude to Jennifer Iles, Leslie Cowger, Tara Murphy, 
and Patrick White of McKinsey’s communication team and Jessica Nowak of 
McKinsey’s private equity research group.

In this latest report, we have leveraged McKinsey’s proprietary research in the 
United States and Europe and the Canadian market research conducted by 
Thomson Reuters. The 2007 survey is consistent with the 2006 one, permitting 
year-over-year comparisons, but it also includes results of interviews with 
several of Canada’s leading PE managers. The over 100 survey respondents 
represent Canada’s largest PE firms – and 95 percent of the capital under 
management in the industry. 

As always, our objective is to provide a fact-based perspective on the Canadian 
PE market to help the industry grow and its participants succeed. Accordingly, 
Private Equity Canada 2007 consists of two sections:

Part 1 draws on the authors’ and McKinsey’s extensive experience in ■■

serving PE market participants. It offers a perspective on the competitive 

dynamics that have taken place in the Canadian and US PE marketplaces 

over the past year – from the GP and the LP perspectives – and examines 

the implications for the market participants.

Part 2 provides an in-depth profile of Canada’s PE market over the past ■■

year. It describes key trends in the buyout, mezzanine, and venture capital 

segments. In particular, it compares market growth rates, the creation of 

new partnerships, and domestic and global deal activity relative to prior 

years. This review is based on the Thomson Reuters’ Canadian private 

equity survey for 2007, conducted on McKinsey’s behalf.
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We hope you find Private Equity Canada 2007 useful, valuable, and thought-
provoking. 

Robert Palter Bruno Roy 
Director Principal 
McKinsey & Company McKinsey & Company

 

McKinsey & Company1 is an international management consulting firm that 

specializes in helping clients achieve substantial and lasting improvements 

in their performance. Its Canadian Practice, with offices in Toronto, Montreal, 

and Calgary, draws on McKinsey’s network of 89 offices to provide objective 

counsel to management teams facing strategic, organizational, or operational 

opportunities and challenges. For more information, please visit us at www.

mckinsey.com or contact us by phone at 416 313 3700, 514 939 6800, or  

403 538 2160.

1 McKinsey & Company is not an investment advisor and will not provide investment advice.
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Executive summary
Our first publication, Private Equity Canada 2002, served as a starting point for 

recording private equity’s tremendous growth. Unfortunately, this growth slowed 

dramatically in the summer of 2007 in Canada and the United States. 

The year began with record activity in fundraising and investments, highlighted 

by Ontario Teachers’ Pension Plan’s co-led $52 billion bid to acquire BCE. It then 

saw the collapse of the debt markets, stemming from the credit crisis and fears 

of recession in the United States. It also saw the introduction of new players 

– the sovereign wealth funds – bringing more money to North America but also 

raising public concern about indigenous ownership of our major companies. 

With all this activity and uncertainty, industry stakeholders are debating:

When the credit and buyout markets will turn around. Across the industry, ■■

views on this point vary widely, but the sense is that debt capital markets 

will unlock themselves in 18 to 24 months. 

Whether buyout activity will reach its 2006-2007 levels again. Private ■■

equity is a cyclical industry. As such, and because it is also likely to 

benefit from a number of structural advantages that will keep capital 

flowing in, private equity should rebound as it has in the past.

Whether sovereign wealth funds are friends or foes. The jury is still out. ■■

On one hand, they provide liquidity, foster efficiency, reduce volatility, 

bring innovation to private markets, are good partners and co-investors, 

and promote economic development. On the other hand, they lack 

transparency, fuel price inflation in illiquid assets, displace other 

investors, and lure talent from other investors and institutions.

As a result of the economic and credit market jitters, Canada has seen a rise 

in mezzanine and distressed debt, a shift to emerging markets, a rise in middle 

market activity, an increasing interest in special purpose acquisition companies, 

and an increase in energy and alternative energy funds.
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If you have any comments or questions about this report, please contact: 

Robert Palter, Director 

T: 416 313 3774 

Robert_Palter@McKinsey.com

Or

Bruno Roy, Principal 

T: 514 939 6914 

Bruno_Roy@McKinsey.com



P r i v a t e  e q u i t y  C a n a d a  2 0 0 7 5

Looking back
In a few years, Canadian and US private equity investors will likely remember 

2007 for three things: 1) record private equity activity (in fundraising and 

investments), epitomized by the BCE public-to-private transaction; 2) a dramatic 

collapse in debt markets; and 3) the emergence of sovereign wealth funds as 

increasingly active investors participating in major transactions. 

RECORD PRIVATE EQUITY ACTIVITY 
North American M&A activity hit US $1.05 trillion2 in the first half of 2007, up 

24 percent from the first half of 2006. This sharp uptick was partially due to the 

booming PE markets. Leveraged buyout acquisitions, such as the announced 

$52 billion BCE acquisition and the US $44 billion TXU deal, accounted for 26 

percent of M&A. 

This deal activity slowed significantly in the second half of the year, as the 

credit markets collapsed and whispers of a recession spread throughout the 

United States. M&A activity closed out the year at US $1.6 trillion,3 down 4.2 

percent from the total value of North American deals announced in 2006. 

In Canada, however, M&A activity reached $370 billion in 2007, a 44 percent 

increase from 2006.4 Changes to the income trust ruling contributed to this 

increase. Income trust activity accounted for $23.1 billion in 2007, compared to 

$11.4 billion in 2006. 

A broad array of players helped make 2007 a record year:

Strategics.■■  Rio Tinto Group bid $40 billion for Alcan Inc. in the third 

quarter. Abu Dhabi National Energy Company, better known as TAQA, 

announced three Canadian deals in 2007 – PrimeWest Energy Trust  

($5 billion); Pioneer Natural Resources Company ($540 million); and 

Northrock Resources Ltd. ($2 billion).

Private equity.■■  Ontario Teachers’ Pension Plan co-led a $52 billion bid 

to acquire BCE. If the deal goes through, this will be the largest PE 

buyout to date. Other notable PE acquisitions include the $3.5 billion 

CCS Income Trust management-led buyout and the $2.3 billion Alliance 

2 All funds are Canadian unless indicated otherwise.
3 Dealogic.
4 Crosbie & Company.
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Atlantis Communications buyout by Goldman Sachs and CanWest Global 

Communications.

In the following sections, we take a closer look at the year’s soaring fundraising, 

expanding acquisition multiples, and record exits and returns.

Fundraising soars
PE fundraising soared in 2007, as institutional investors increased their 

exposure to the asset class.

US-based buyout firms raised funds worth US $224 billion, surpassing the US 

$164 billion raised in 20065 vintage year funds. 

In Canada, PE firms raised $5.8 billion in 2007, compared to $10.3 billion in 

2006. While fundraising did not reach the 2006 record levels, this was not a 

reflection of investor pessimism; rather it was because many of the largest 

Canadian funds were already fully committed going into 2007, having had a very 

successful fundraising year in 2006. 

5 Private Equity Intelligence, buyout and balanced funds.

Exhibit 1
SIGNIFICANT INCREASE IN LBO FUNDRAISING IN 2007 OVERALL, 
DESPITE THE CREDIT CRUNCH
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In taking a closer look at Canadian PE fundraising, we found:

Buyouts accounted for 69 percent of capital raised in 2007 and 80 ■■

percent in 2006.

Venture capital accounted for 20 percent of the market in 2007 and 16 ■■

percent in 2006.

Mezzanine accounted for 10 percent of the market in 2007 and 5 percent ■■

in 2006. 

Interestingly, last year’s resurgence in US venture capital, mezzanine, and 

distressed debt fundraising activity was a response to the collapse of the credit 

markets and rising multiples for technology companies. 

Acquisition multiples expand
Cheap and readily available debt allowed buyout firms to invest committed 

capital into fresh deals at relatively high multiples during the first part of 2007. 

During the second quarter, average purchase price multiples for US companies 

hit 9.4 times EBITDA, the highest in a decade. A critical question is whether 

these high multiples will weigh down returns for vintage 2007 funds, depressing 

overall returns for the industry in the coming years.

NORTH AMERICAN 2007 PE FUNDRAISING
$ Billions, local currency

* By vintage year
Source: Private Equity Intelligence; Thomson Reuters; McKinsey analysis
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Exits and returns reach record levels
Canadian buyout returns continued their recently strong performance. Five-year 

returns reached 22 percent in 2007, outpacing US buyout returns of 12 percent. 

It remains to be seen how the 2006 and 2007 vintages, which invested as the 

market was cresting, evolve over time. Canadian venture capital returns, in the 

meantime, remains challenging.

Driving the attractive PE returns in 2007 were several notable Canadian exits: 

Onex exited Spirit AeroSystems through an IPO, achieving an IRR of 272 ■■

percent.

Birch Hill Equity Partners achieved an average IRR of 27 percent on the ■■

sale of Holiday Retirement Group II, Persona Communications, and Q9 

Networks in 2007.

Skilled Healthcare completed an IPO of shares at almost double Onex’s ■■

original cost in May 2007. 

RISING LBO PURCHASE PRICE MULTIPLES

Average LBO* purchase price/adjusted EBITDA multiple
Percent
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Exhibit 3
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A DRAMATIC COLLAPSE IN DEBT MARKETS
The credit crunch is surely 2007’s biggest financial story, and textbooks and 

business school cases are bound to be written about it. The crisis hit in July, 

sweeping through the global economy and affecting almost everyone from 

homeowners to PE firms to investment banks like Bear Stearns.

It primarily stemmed from the US housing bubble and the emergence of creative 

instruments such as special investment vehicles (SIVs), CLOs, CDOs, and CMOs 

that tended to separate lender and borrower. Underlying this, however, were 

several other contributing factors6 :

Mispriced credit risk, evidenced in the lack of terms and conditions on ■■

subprime mortgage products, levered loans, and tight credit spreads.

Weak systems for managing and mitigating the increasing complexity of ■■

contemporary finance.

The expansive use of securitization vehicles (CLOs, CDOs, CMOs, and ■■

other SIVs) and credit derivatives/enhancement products (e.g., credit 

default swaps), which obscured the underlying credit quality of the 

security and the company. Moreover, these vehicles resulted in distributed 

6 Goldman Sachs, A Perspective on Current Market Conditions, March 2008.

CANADIAN BUYOUTS OUTPERFORMING US BUYOUTS

Net PE return comparison
Percent, June 2007

Source: Thomson Reuters; CVCA; McKinsey analysis
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ownership of credits and credit risk (i.e., the person who owned the credit 

was removed from the originator or the person on the other side of the 

transaction), which made it difficult to find the real owner and develop an 

acceptable solution when the market started to turn.

A mismatching of asset and liability duration. Most of these securitization ■■

vehicles were sold as short-term commercial paper with yields above 

Treasury Bills. As such, they were quite popular. However, even though 

they were short-term paper, the underlying assets (e.g., mortgages 

and asset loans/leases) tended to have much longer term durations. 

This timing mismatch was resolved by abundant and low-cost liquidity. 

When the crisis began in the summer, this cheap and available liquidity 

disappeared. As a result, the short-term paper associated with these SIVs 

became illiquid, further exacerbating the liquidity problem and dramatically 

driving up interest rates – and thus the price of credit default risk.

Market-to-market accounting requires recording illiquid debt of zero on the ■■

books even when not in default.

In Canada, the credit crisis led to a liquidity freeze in non-bank asset-backed 

commercial paper, and it was confined to this market. The following exhibit 

illustrates that the prime drivers of the leveraged buyout market – Term Loans A 

and B – grew in the second half of 2007, defying the trend in the United States. 

Moreover, default rates did not creep up as they did in the United States. As 

IN CANADA, NO DROP IN LOAN VOLUME DURING CREDIT CRISIS BUT RISING 
CORPORATE DEFAULTS 

Exhibit 5
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a result, the Canadian and US markets appeared to be moving in opposite 

directions in the second half of 2007. 

Credit crisis spreads rapidly to private equity 
The cost of high-yield debt increased dramatically in the second half of 2007, 

as the market-to-face-value ratios for bonds and loans fell for the first time in 

years. Moreover, what had been one of the hallmarks and critical enablers of 

the great buyout bull market of 2006-2007 – the covenant-lite stapled debt 

financing of leveraged loans and high-yield bonds – disappeared overnight. No 

longer were banks able to bring their balance sheets to support highly levered 

public-to-private transactions.

The North American buyout market activity dried up abruptly without leverage. 

In the second half of 2007, total buyout deal values dropped 77 percent to US 

$77 billion and the average deal size fell to just over US $529 million in the 

second half of the year. 

This drop dramatically underscored how big the average buyout deal had 

become. The other hallmark of the 2006-2007 buyout bull market was that 

extremely large public-to-private buyouts (e.g., TXU, Harrah’s Entertainment, 

Huntsmann Chemicals, BCE, and Four Seasons Hotel) disappeared. As such, 

most PE firms started doing deals in the mid-market.

HIGH-YIELD DEBT PLUMMETING
Proceeds, US $ Billions
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COLLAPSE IN MEGA DEALS BETWEEN H1 AND H2 2007 ACCOUNTING FOR 
85 PERCENT OF TOTAL DEAL VALUE DROP IN NORTH AMERICA

Investment volume of deals in North America  

Source: Capital IQ; McKinsey Global Institute analysis
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The contraction in the buyout market in the second half of 2007 was similar to 

that of 2001-2003.

First, credit costs also increased dramatically during the previous recession, 

with high-yield spreads rising 234 basis points from a March 1998 low to 639 

basis points in December 2002. Since June 2007, credit costs have risen 184 

basis points.

Second, the leverage and margin contraction in 2001-2003 was similar to that 

of the second half of 2007.

And, third, US average debt multiples contracted in the 2001-2003 recession 

to 4.1 times, from 4.9 times in 1999. As the United States emerged from 

recession, debt multiples quickly recovered, reaching 4.9 by 2004.

This market reaction appears consistent with a cyclical industry going through a 

trough after a historic peak. 

HISTORICAL PE CORRECTIONS

North American buyout acquisitions
US $ Billions
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THE EMERGENCE OF SOVEREIGN WEALTH FUNDS
If you followed the popular press, you would think sovereign wealth funds (SWFs) 

were launched in 2007, when China Investment Corporation (CIC) invested US 

$3 billion in The Blackstone Group just prior to its IPO, especially as the number 

of articles on SWFs published in mainstream publications7 went from zero in 

April 2007 to well over 150 a month by the end of the year.

Yet SWFs have existed for decades. In 1953, Kuwait founded the Reserve 

Fund for Future Generations. And, in the 1970s, Temasek Holdings, Abu Dhabi 

Investment Authority (ADIA), and the Alaska Permanent Fund were founded. 

What thrust SWFs into the spotlight were the recent high-profile investments. 

These funds took significant stakes in PE firms…

CIC invested US $3 billion in The Blackstone Group just prior to its IPO■■

ADIA invested US $1.5 billion in Apollo■■

Mubadala invested US $1.3 billion in The Carlyle Group■■

…and invested directly in financial institutions…

GIC invested US $9.7 billion in UBS■■

7 The Economist, BusinessWeek, Financial Times, TheDeal.com, and WSJ.com.

* Search performed across 5 sources: The Economist, BusinessWeek, Financial Times, TheDeal.com, and WSJ.com 
Source: Press; Web sites; McKinsey analysis
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ADIA invested US $7.5 billion in Citigroup■■

Korea Investment Corporation, Kuwait Investment Authority, and the ■■

Japanese bank Mizuho Financial Group invested US $6.6 billion in Merrill 

Lynch

…and invested in infrastructure, real estate, and retail private investments in 

public equity.

GIC co-invested US $30.4 billion in BAA alongside Caisse de dépôt ■■

et placement du Québec and Ferrovial; and also US $1.6 billion in a 

3 percent stake in Sintonia, controlled by the Benetton family. 

Investment Corporation of Dubai considered a US $3.3 billion investment ■■

in Colonial (a Spanish real estate property company).

Mubadala invested US $137 million in Ferrari.■■

SWFs’ growing influence is raising interest worldwide. The US Congress held a 

series of hearings to determine if the United States should change its foreign 

investor laws to limit a SWF’s ability to acquire US companies and assets. 

The situation is similar in Canada. On December 7, 2007, Industry Canada 

issued new guidelines on how the government will apply the “net benefit to 

Canada” requirement as set out in the Investment Canada Act when SWFs and 

other state-owned entities move to acquire major investments in Canada. 

But what are SWFs? They are institutions that manage or administer the wealth 

of a nation (generated either through royalties on natural resources or through 

taxes collected) – not the wealth of individuals. 

SWFs span the globe. Fourteen of the top 20 are headquartered in Asia and 

the Middle East and the remaining 6 are in Norway, Russia, Latin America, and 

North America (Alaska Permanent Fund and the Alberta Heritage Fund).

These players differ considerably in size. While the spotlight is generally on 

several behemoths, such as ADIA (~US $875 billion) and Norway’s Government 

Pension Fund (~US $390 billion), not all carry this weight. The Korea Investment 

Corporation weighs in at ~US $20 billion and Istithmar (Dubai) is a mere ~US 

$8 billion. 

Significant progress has already been made to increase SWF transparency in 

early 2008. US Treasury Secretary, Henry Paulson, reached an agreement with 

funds from Abu Dhabi and Singapore on several transparency principles. 
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Why is this discussion of SWFs relevant for the PE industry, and Canadian 

private equity, in particular? 

Some SWFs are the biggest LPs in private equity globally and are always ■■

looking for good return opportunities. Given Canada’s PE market has 

consistently outperformed the US one over the past 5 years, these SWFs 

will likely be attracted to Canada as a market. As such, Canadian GPs may 

want to consider increasing their focus on these institutions as LPs during 

their next fundraising.

Many of these SWFs are large and influential in the PE world, and ■■

their strategies and approaches to PE investing are likely to shape the 

industry’s evolution. 

As SWFs continue to grow in size and sophistication, they may choose to ■■

become direct PE investors, which would result in some new and large 

pools of capital competing with Canadian and US GPs.
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Looking forward
Investors seem to have two questions on their minds this year: When will the 

buyout market turn itself around? Will buyout activity reach the 2006-2007 

levels again? 

WHEN WILL THE BUYOUT MARKET TURN ITSELF AROUND? 
While no one can predict a market’s evolution, the industry’s leading oracles at 

the time of publication believe the debt capital markets will unlock themselves 

in 18 to 24 months and private equity will return to a more normal level of 

activity. In the near term, however, deal activity will likely be sluggish as 

the economy works its way through a recession and clears the backlog of 

leveraged loans. 

In addition to the debt crisis hampering the turnaround, the recessionary fears 

in the United States have led to uncertainty worldwide about the stability and 

growth prospects of many companies. Given the uneasiness about forecasted 

EBITDA levels, PE firms are having difficulty determining appropriate purchase 

valuations. Greater EBITDA clarity, due to a growing and stable economy, and 

access to relatively low-cost credit will signal a turning PE market. These two 

factors are critical elements in buyout investing as they increase confidence 

about purchase multiples and potential exits. 

Source: McKinsey analysis
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Historically, typical cycles in the PE industry have tended to last 2 to 3 years and 

could cause reasonably severe market contractions. In the last recession – and 

a down cycle for the entire PE industry – deal activity in Canada fell 44 percent, 

from $7.2 billion in 2000 to $4 billion in 2001. Deal multiples dropped 

dramatically as GDP slowed. US LBO purchase price multiples fell to 6.3 times 

in 2001, down from 8.3 times in 1998, and leverage multiples bottomed at 4.0 

times in 2002, down from 5.7 times in 1997.

Given that private equity is cyclical and the rates of GDP growth in both the 

United States and Canada are expected to slow in 2008, there is an increasing 

likelihood that deal multiples will drop in tandem and the market may slow.

WILL BUYOUT ACTIVITY REACH 2006-2007 LEVELS AGAIN? 
For the PE market to achieve the 2007 levels of fundraising and deal activity, 

the credit markets would likely need to work through their backlogs and relatively 

cheap liquidity return; the economy would need to rebound; and the structural 

forces that have propelled the industry would need to do so with renewed 

strength.

NA BUYOUT ACQUISITIONS FOLLOWING GDP DESCENT

NA buyout acquisitions and year-over-year US GDP change
US $ Billions, percent
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Cyclicality
As we mentioned in the previous section, buyout activity mirrors the cyclicality 

of the debt and equity markets and the economy. In 2006 and the first half of 

2007, competition increased with an influx of funds, easy lending, and a huge 

range of deals closing. However, the summer’s credit crisis pushed the PE 

industry into a downswing − deals dried up and exits became harder to come by. 

This is a cycle that has occurred several times in the past (e.g., 2001 to 2003 

in the United States and Canada and 1990 to 1992 in the United States). This 

pattern has also occurred in Europe. 

But troughs typically give way to spikes. Less deal competition and low deal 

multiples will likely pave the way for another period of capital expansion and 

better returns. It takes time to work through this cycle.

Structural forces
In addition to working through the cycle, the underlying structural forces would 

need to draw capital into funds and into companies, as this activity tends to 

propel the industry. Seven structural forces will likely drive increased capital in 

the future and thus provide the energy to help the industry rebound.

1. Increasing allocations. Despite the credit crisis and heightened market 

volatility, institutional investors’ allocations to private equity will likely increase. 

According to Russell Research, investors in North America expect to allocate 7.0 

percent of their assets to private equity in 2009, compared to 6.5 percent in 

2007. Similarly, European investors plan to increase their allocations from 4.6 

percent in 2007 to 5.5 percent in 2009, and Asian investors from 3.3 percent to 

4.2 percent. This shift will bring new money into the market.

2. Significant uninvested capital. Many PE firms still have an ample supply of 

money ready to be put to work. Globally, a capital overhang of more than US 

$300 billion in equity capital could probably prop up investments in the years 

ahead or be deployed if attractive opportunities emerged.

3. Growing SWF assets. New sources of capital have begun to invest. SWFs 

hold US $3 trillion8 of capital today and are projected to accrue over US $12 

trillion in assets under management by 2015.9 Armed with capital and largely 

free from liabilities, they are ideally suited to invest in private equity. Private 

Equity Intelligence estimates that 60 percent invest today, accounting for 

between US $120 billion and $150 billion of assets under management.  

8 Private Equity Intelligence estimates
9 Morgan Stanley, How Big Could Sovereign Wealth Funds Be By 2015?
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They represent up to 3.4 percent of the total capital available to private equity 

globally.

4. Attractive returns. Institutional investors will likely continue to invest money 

in private equity, even during economic downturns, for two reasons.

First, the PE funds raised during times of market distress generally perform 

quite well. In both the United States and Europe, top quartile funds raised 

during each of the three most recent global economic slowdowns achieved 

attractive returns. Top quartile US buyout funds raised in 2001 returned 15.3 

percent. The 1991 vintage year top quartile funds returned 25.5 percent and 

17.4 percent in the United States and Europe, respectively. And the top 20 

US PE firms achieved even higher returns than the average of the top quartile 

during recessionary periods.

And, second, money will likely flow into PE products designed to capture 

opportunities stemming from economic distress (e.g., distressed debt and 

mezzanine funds). These have historically produced attractive returns during 

downturns, and thus reinforce the overall attractiveness of private equity. In 

addition, buyout funds raised during recessions have historically produced 

attractive returns, and thus attract capital. 

HiGHER ATTRACTIVE RETURNS OF BUYOUT FUNDS DURING RECESSIONS

Average net IRR performance for top 20 US buyout firms ranked 
by AuM, by vintage year
Percent
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5. The benefits of diversification. Investors will likely continue to allocate 

capital to private equity to diversify their portfolios. Private equity’s advantages 

include the potential for high risk-adjusted returns and diversification vis-à-vis 

other asset classes.

6. An attractive illiquidity premium. Pension plans and insurance companies 

are natural holders of illiquidity and are set to reap the benefits of this premium 

that PE funds provide.

7. An effective ownership model according to several academic studies. 

Private equity has an effective governance and ownership model that adds 

value to the economy. It:

Creates jobs. ■■ Several recent research initiatives10 in the United States and 

Europe have refuted the stereotype that PE firms “buy it, strip it, flip it.” 

Research by the European Venture Capital Association, British Venture 

Capital Association, Global Insight, North American Venture Capital 

Association, and A.T. Kearney, has found that PE-backed companies, on 

average, generate employment more quickly.

In Europe, the annual employment growth at PE-backed firms is 5.4 ■�

percent; at traditional firms, it is 2.9 percent.

10 A.T. Kearney (2007), PEC (2007), BVCA (2006), EVCA (2005), Taylor and Bryant (2007).

DISTRESSED DEBT FUNDS OUTPERFORMING THE PE INDUSTRY

By vintage years
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In the United Kingdom, the annual growth at PE-backed firms is 14 ■�

percent; at traditional companies, it is 0.3 percent.

In the United States, the annual growth of PE-backed firms was 2.3 ■�

percent from 2000 to 2003, while the average company job loss rate 

was -0.7 percent.

A more recent study, edited by Josh Lerner and Anuradha Gurung■■ 11 for the 

World Economic Forum, found that US PE transactions conducted between 

1980 and 2005 have had, at worst, a marginal impact on portfolio 

company job growth.

Companies acquired by PE owners typically displayed lower ■�

employment growth in the 2 years preceding their acquisition than 

comparable companies.

Employment declined slightly more rapidly in target establishments ■�

in the wake of PE transactions. The average cumulative 2-year 

employment growth gap (versus comparables) posted increases from 

4 to 7 percent.

Just as was the case before the PE transaction, employment growth ■�

was slightly lower in the 3 years after the transaction. However, in the 

fourth and fifth years, employment at PE-backed firms caught up with 

comparable companies. 

Positively impacts the economy. ■■ The value PE firms create goes beyond 

investors and shareholders to benefit the economy. In addition to creating 

jobs, private equity’s economic merits include increasing investment in 

R&D and innovation and accelerating technological developments. Firms 

that undergo buyouts pursue more economically important innovations, 

as evidenced through the greater number of patent citations in the years 

following PE investment and continual patent originality and generality. 

Lerner and Gurung also found signs that innovation is more targeted after 

a buyout. 

Sustainably transforms the performance of portfolio companies■■ . PE-backed 

companies tend to outperform other companies even after the PE 

investors have long gone. An analysis of nearly 3,000 IPOs from 1985 

to 2005 showed that buyout-backed IPOs had an average 3-year buy and 

hold return of 45.8 percent, compared to non-buyout IPOs’ returns of 39.6 

percent.12 In addition, there is no evidence of a deterioration of returns 

11 Lerner and Gurung, Globalization of Alternative Investments, Working Papers Volume 1, World 
Economic Forum, 2008.

12 Jay R. Ritter, Factoids about the 2007 IPO market, 2008.
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over time: PE-backed IPOs performed strongly in the 1980s, 1990s, and 

2000s.13 

 

13 Jerry X. Cao and Josh Lerner, The Performance of Reversed Leveraged Buyouts, 2006.

LBO RETURNS HISTORICALLY HIGHER COMPARED TO OTHER 
ASSET CLASSES
Percent 

** Returns as of 6/2007
    * 18-year annualized return (20-year not available)

Source: Effron-PSN; Russell 3000; MSCI World X; NAREIT; Citigroup; Greenwich Global Hedge Fund Index (formerly Van Hedge); 
            Thomson Reuters; McKinsey analysis
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Implications for Canadian  
private equity players
In light of all the turmoil over the last half of 2007 and into 2008, we have seen 

a number of responses in the Canadian marketplace.

THE RISE OF MEZZANINE AND DISTRESSED DEBT 
With buyout activity slowed by the lack of debt and economic uncertainty, PE 

firms have been shifting toward strategies that capitalize on the credit and 

economic situation. 

Debt products such as mezzanine and distressed debt funds have been gaining 

favour because: they have the potential to produce attractive returns when 

capital availability is greatly reduced; default rates are expected to rise; and 

firms are inclined to declare bankruptcy more quickly. GPs expect the counter-

cyclical behaviours of these debt products will help them weather the downturn, 

as evidenced through increased fundraising and traditional buyout firms building 

distressed and mezzanine capabilities.

UNITED STATES DISTRESSED DEBT FUNDRAISING*

By vintage year
Number, US $ Billions

* Turnaround and distressed debt funds
Source: Private Equity Intelligence; McKinsey analysis

Number
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A SHIFT TO EMERGING MARKETS
Emerging markets are also starting to attract greater interest given their 

dramatic economic growth. According to a Coller Capital study, Asia-Pacific 

buyouts are the best area for investment over the next 12 months. Indeed, a 

healthy amount of buyout activity is already happening in emerging markets, 

and returns are becoming more attractive. One-year returns for Asia were 12.8 

percent, and Eastern Europe saw average net IRRs of 52.2 percent.14

14 Cambridge Associates returns ending 2005.
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INCREASE IN SUBSTANTIAL PE INVESTMENT IN EMERGING COUNTRIES 

PE deal volume in BRIC countries
US $ Billions

* Includes Hong Kong
Note: Only deals with reported deal value are presented

Source: Dealogic; McKinsey Global Institute analysis

1.3

9.8

7.07.0

3.7

11.2

19.0

12.1

0.4
1.61.01.7

China*India Russia

2008 YTD (April)

2006

2007

Brazil

Exhibit 18



 P r i v a t e  e q u i t y  C a n a d a  2 0 0 7 26

THE RISE IN MIDDLE MARKET ACTIVITY
In North America and Europe, the mid-market is becoming increasingly popular 

for investments, requiring less debt capital to finance acquisitions. 

Many large-cap buyout shops have already moved into the mid-market space. 

TPG raised a US $2 billion mid-market fund in 2007, and Silver Lake Partners 

raised a US $750 million fund for investment in mid-market technology. In fact, 

this activity has been picking up, with 108 deals completed in 2007, compared 

to 47 in 2000. This increased competition has pushed purchase multiples up 

from 8.1 in 2005 to 9.4 in the second half of 2007. 

However, top quartile mid-market returns are still quite attractive. In the 

United States, they were 25.6 percent at year-end 2007, compared to 18.7 

percent for large cap funds. This trend is also being seen in Canada, which is 

predominantly a mid-market industry. As such, the deal activity has reasonably 

sustained itself.

MID-MARKET BUYOUT ACQUISITIONS ACCOUNTING FOR INCREASING SHARE 
OF BUYOUTS

Volume of NA buyout acquisitions
Percent 
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AN INCREASING INTEREST IN SPECIAL PURPOSE  
ACQUISITION COMPANIES
Special purpose acquisition companies (SPACs) have been helping individual 

investors access acquisition opportunities typically restricted to PE funds since 

the mid-1990s. It is only recently, however, that their popularity has increased 

on a large scale in the United States. 

SPAC funding grew 253 percent last year, up from US $3.4 billion in 2006 ■■

to US $12.0 billion in 2007.15 

SPACs accounted for 23 percent of IPOs in 2007 and 18 percent of the ■■

money raised. 

Several high-profile managers entered the market in 2007, including ■■

Edward Mathias (The Carlyle Group) and Michael Gross (formerly of Apollo 

Management).

A respected group of investment banks (e.g., Deutsche Bank, Merrill Lynch, ■■

and Citigroup) also entered the market in 2007, signing on to underwrite 

the IPO of these blank check companies.

The SPAC popularity is not unwarranted. The Morgan Joseph Acquisition 

Company Index, launched in 2006 to measure the performance of blank check 

companies that went public since 2003, was up over 28 percent for the year. 

As an investment vehicle, SPACs are similar to publicly traded PE funds, with 

several notable benefits:

Increased transparency (e.g., transactions generally must be approved by ■■

70 percent or more of SPAC investors)

Increased liquidity (e.g., capital is locked up for 2 years rather than the 10 ■■

years in PE funds)

Less leverage (e.g., equity stake levered only one or two times, compared ■■

to PE leverage of five or six times), making deals easier to close in the 

current environment.

Notable SPACs in the United States include:

Liberty Acquisition Holdings IPO in December 2007 for US $1.04 billion■■

Sapphire Industrials Corp. IPO in January 2008 for US $800 million.■■

15 Dealogic.
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Given their popularity south of the border, when will SPACs become popular in 

Canada? To date, only a few small ones exist here:

Tailwind Financial IPO’d on April 12, 2007, for $100 million■■

Oil Optimization Inc. IPO’d on February 5, 2008, for $41 million.■■

MORE ENERGY AND ALTERNATIVE ENERGY FUNDS
Energy and alternative energy funds are also gaining increased interest in 

response to high commodity prices, high margins, continued supply shortages, 

demand increases particularly from China and India, and new regulatory 

requirements.

Commodity prices have skyrocketed over the past few years. The Dow Jones-

AIG Commodity Index hit US $363 in 2007, up from US $196 in 2005. And 

rising marginal production costs and economic forces will likely push prices 

even higher.

The demand for energy is expected to skyrocket, propelled by higher marginal 

production costs and growing global demand. By 2015, developing countries, 

particularly China and India, are expected to drive a 30 percent increase.

However, constrained supplies are expected to continue for natural gas and 

oil. By 2015, North American natural gas demand is expected to reach 93 

billion cubic feet per day (bcfd) − this is 23 bcfd greater than the expected 

conventional natural gas supply.

Given the likelihood of sustained high energy prices, regulators are making it a 

priority to reduce dependence on traditional energy sources. Governments are 

setting aggressive biofuel targets. In 2007, the United States mandated a 400 

percent increase in biofuels by 2020, and the European Union mandated a 300 

percent increase.

“SPAC” defined
a special purpose acquisition company – a SPaC or blank check company – is an empty holding 

company. it raises cash through an initial public offering and uses the proceeds to acquire 

an operating company, taking it public through a reverse merger. SPaC terms stipulate that 

the transaction must close within 24 months of an iPO. Once the transaction is completed, 

the SPaC is renamed to the target name and trades like a regular public company. 
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Canada is also introducing new legislation aimed at reducing energy 

consumption. In late 2007, Alberta unveiled The New Royalty Framework, which 

is expected to increase oil and gas royalties by $1.4 billion in 2010, a 20 

percent increase over current revenue projects for that year.16 British Columbia 

is the first jurisdiction in North America to introduce a consumer-based carbon 

tax. This tax is expected to take effect in July 2008 and initially will equal a 2.4 

cent tax per litre of gasoline, working up to 7.2 cents per litre by 2012.

Sustained high energy prices, a political priority to reduce dependence on 

energy imports, and improving economic viability of new technologies such as 

wind and solar power have created energy-related opportunities for investors. In 

2007, buyout investors in North America acquired 19 energy-related companies 

for US $59 billion. 

PE firms are optimistic about the future of energy, as witnessed through an 

increase in funds raised for investment in the sector. Vintage year 2007 natural 

resource funds are targeting a total of $16 billion in North America. Canada-

based EdgeStone is currently raising a fund geared toward oil and gas, and 

US-based Carlyle/Riverstone is raising a US $6 billion energy fund on the back 

of the US $7.8 billion fund closed by First Reserve in 2006. 

16 The New Royalty Framework, October 25, 2007.
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Introduction
This report, prepared by Thomson Reuters for McKinsey & Company, is 

dedicated to profiling key trends involving Canada’s PE market and market 

players. The annual series began in 2001.

Data collected and analyzed by Thomson Reuters for this report were 

drawn from a proprietary Canadian private equity survey and several related 

surveys. All survey work was conducted during the latter part of 2007 and 

between January and April of 2008. The final respondent sample of over 100 

contributors reflects all of the largest PE groups based in Canada – and 95 

percent of the entire capital pool.

The data requested, and the questions posed, in the survey were consistent 

with those of 2006. This serves Thomson Reuters’ aim of adding to, and 

updating, information received previously from fund managers. Consequently, 

the prior year’s data will sometimes reflect changes of note. Thomson Reuters 

provided supplementary data to augment survey findings to ensure this report 

reflects Canadian market trends as completely as possible.

The report once again features the results of interviews with senior Canadian 

buyout, mezzanine, and venture capital professionals about market issues 

and concerns. Thomson Reuters conducted these interviews during March and 

April 2008. The valuable insights obtained add considerable perspective to the 

quantitative data.

Thomson Reuters developed the research methodology for all survey work in 

this and the previous years’ reports. The methodology is comparable to that 

used internationally for profiling national or regional PE markets.

McKinsey & Company and Thomson Reuters wish to thank the many Canadian 

fund managers and staff who gave freely of their time to provide confidential 

data and share their views for this report. Private Equity Canada 2007 would not 

have been possible without their generous contributions.

We would also like to thank the Thomson Reuters professionals who assisted 

in the report’s production, including analysts Wei Dai and Gavin Penny and 

developer Wade Cormie, as well as Jeremy Harrell, Managing Editor of Buyouts, 

who provided welcome advice on the survey and the draft report. 
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In addition, McKinsey & Company and Thomson Reuters would like to 

acknowledge the good work of Jeff Mitchell and Dan Finos of Carswell, a 

Thomson Reuters business, which this year assumed responsibility for printing 

and distributing the report.

If you have questions about survey methodology or data findings, please 

contact:

Kirk Falconer 

Director of Research, Thomson Reuters Canada 

613 747 4441, kirk.falconer@thomsonreuters.com
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Executive summary
Canada’s private equity market and investors gained a remarkable profile in 

2007 because of major, and in some cases record-breaking, activity. North 

American and global market conditions changed in the year’s final months, 

however, with the credit crunch and other economic events slowing the pace of 

deal making.

Despite this change, Thomson Reuters’ Canadian private equity survey, 

undertaken on behalf of McKinsey & Company, found that the market pool grew 

appreciably last year. Capital under management totalled $76 billion, up 16 

percent from 2006.

Once again, the lion’s share of new capital flowed into the buyout segment, 

which reflected $47.5 billion in 2007, up 24 percent from the year before. Due 

primarily to larger new partnerships and institutional captive funds, the buyout 

share of the total pool rose to 62 percent. 

Mezzanine capital under management totalled $6.4 billion, or 8 percent of the 

aggregate amount. This is up in real terms from 2006, despite another year of 

relatively slow private-independent fundraising. 

New commitments to venture capital funds also declined in 2007. However, on 

a net basis, venture capital fund managers oversaw $22.1 billion, or 30 percent 

of the market total, which is consistent with the 2006 total.

Based on survey findings and additional data, Thomson Reuters estimated the 

entire market pool in Canada to be $79.5 billion in 2007.

Partnership-based private funds continued to manage the largest proportion of 

market resources. In total, private funds had $35.6 billion under management 

– up 14 percent from the year before – which reflects just under half of the 

overall pool.

Canada’s top pension funds and other institutional investors were major global 

market players in 2007. As a result, they increased the size of their direct 

investment funds to $24.6 billion, which accounted for close to one-third of the 

total market.

In spite of decreased fundraising and continuing consolidation, labour-

sponsored and other retail funds managed $11 billion, or a 14 percent market 
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share. Corporate captive funds and government PE funds accounted for the 

balance.

A substantial increase in the size of buyout partnerships was a key factor in 

Canadian buyout and mezzanine fundraising achieving its second best year on 

record in 2007, bringing in $4.6 billion in new supply. 

New venture capital partnerships were also comparatively larger. However, the 

overall levels of new commitments in this segment were among the lowest they 

have been in many years.

Domestic investors were an essential supply source last year. Corporations and 

pension funds accounted for three-quarters of total new capital committed to 

buyout and mezzanine funds, while individual investors accounted for two-thirds 

of the total committed to venture capital funds.

Foreign institutional investors also kept a close eye on Canadian-based 

partnerships, contributing 13 percent of new buyout and mezzanine resources 

and 12 percent of new venture capital resources.

Because of the large number of successful partnership closings in 2006-2007, 

only 33 Canadian PE fund managers reported seeking fresh commitments at 

the start of 2008.

The past year was one of the most active in the history of buyout and 

mezzanine investment in North America. In Canada, activity was also up, fueled 

by more traditional mid-market deals, as well as a number of unprecedented 

large-cap public-to-private deals. Canadian investors were also increasingly 

active abroad. 

As a result, Canadian buyout, mezzanine, and other PE funds disbursed $13.7 

billion to 530 deals involving domestic and foreign businesses. This activity 

surpassed the peak reached in 2006 and contributed to record disclosed 

transaction values in Canada.

The 2007 deal focus of buyout and mezzanine investors varied slightly from 

2006, with most of the cash being directed to acquisitions emphasizing carve-

outs, expansions, and publics-to-privates.

Venture capital activity also rose considerably across North America in 2007. 

Growth in disbursements in the Canadian market was particularly substantial, in 

large part due to cross-border activity.
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Canadian venture capital fund disbursements totalled $1.5 billion in 2007, 

which is largely unchanged from previous years. This activity involved 520 

rounds of financing in domestic and foreign businesses, across all major IT, life 

sciences, and other technology sectors. 

Venture capital activity focused even more heavily on expansion and other late-

stage transactions in 2007, which captured 62 percent of total dollars invested. 

Once again, Thomson Reuters supplemented survey results with interviews with 

senior Canadian PE professionals on market trends and issues.

Buyout and mezzanine professionals reported that 2007 reflected 

groundbreaking activity, despite a slowdown late in the year, due to the credit 

squeeze and related events, which impacted both large-cap and mid-market 

deal activity. While Canadian funds continue to find attractive opportunities 

at home and abroad, they are now focusing on nurturing portfolio companies 

until the market improves and the climate becomes more buyer-friendly. In the 

short term, they believe investors must rely on their experience and time-tested 

practices to guide them in 2008 and beyond. 

Venture capital professionals noted that Canadian innovation and 

entrepreneurialism drove activity in 2007 and accounted for increasing foreign 

investment. However, they expressed concern about the market change and 

its potential impact on exits. Furthermore, slow fundraising has undermined 

domestic investor activity, which has, in turn, resulted in market gaps in 

areas such as early-stage deal activity. They believe supply-side issues must 

be addressed if venture capital is to show stronger performance and further 

develop local technology sectors. 
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Canada’s private equity market  
in 2007
PRIVATE EQUITY RESOURCES HIT $76 BILLION
Despite a changing market climate, the capital pool managed by PE investors in 

Canada increased in 2007. This expansion was a result of intense deal activity 

across North America before the credit crunch and the subsequent economic 

fallout, as well as some major partnership closings.

The survey (and supplementary data provided by Thomson Reuters) found Canadian 

PE funds under management totalled $76 billion in 2007. This is 16 percent more 

than the $65.5 billion reported in 2006.

As was the case in 2006, most of the new capital flowed into the segment of the 

market reflecting buyout and related private equity. Canadian fund managers had 

stewardship of $47.5 billion in 2007, up 24 percent from the $38.2 billion recorded 

the year before. Consequently, the buyout share of the total pool rose to 62 

percent. 

Sources of increased buyout capital included large fund formations – among them, 

KERN Energy Partners II Fund, Kilmer Capital Fund II LP, Novacap Industries III LP, 

Exhibit 1
TOTAL CAPITAL UNDER MANAGEMENT BY PE MARKET 
SEGMENT; 2007
Percent

Source: Thomson Reuters
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Tricap Partners II, TriWest Capital Partners III LP, and Yellow Point II LP. Another 

source was Canada’s institutional funds, several of which added substantially to 

their direct investment assets. 

Mezzanine capital under management totalled $6.4 billion, or 8 percent of the 

aggregate amount. This is up in real terms from 2006 despite another year of 

relatively slow private-independent fundraising, a key exception to which was the 

successful closing of Penfund Capital Fund III. 

New commitments to venture capital funds also continued to decline in Canada 

in 2007, as they have in most years since 2001. Despite this, some important 

new partnerships – including Novacap Technology III LP and Summerhill 

Ventures I LP – were formed.

Fund formations once again helped replace capital outflows in this segment. On 

a net basis, venture capital fund managers oversaw a largely unchanged $22.1 

billion, or 30 percent of the market total.

Based on survey findings and additional data provided by Thomson Financial, 

the entire market pool in Canada in 2007 was estimated at $79.5 billion, 

compared to $69.5 billion the year before.

According to this estimate, survey data accounted for 95 percent of the total 

supply of Canadian-based PE fund managers.

Exhibit 2
TOTAL PE CAPITAL UNDER MANAGEMENT (ESTIMATED) AND SURVEY 
SAMPLE POOL; 2007
Percent

 

Source: Thomson Reuters
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Canadian private equity market 
players in 2007
EVER LARGER PRIVATE AND INSTITUTIONAL FUNDS DRIVE 
CAPITAL INFLOWS
The Canadian PE market continued to reflect a mix of fund types in 2007. 

However, the market share of funds changed, as private-independent and 

institutional funds accounted for the bulk of new inflows of capital.

Private funds – particularly those based on partnerships and supplied by 

corporations, institutional investors, and other sources – experienced another 

strong year in 2007. Relatively high levels of new commitments, especially in 

the buyout segment, enabled them to lead the market once again with just 

under half of total resources.

In real terms, private funds had $35.6 billion under management. This is up 

14 percent from $31.2 billion in 2006.

Beyond their limited partner activity, top pension funds and other institutional 

investors in Canada have gained an international reputation as sophisticated 

direct investors in PE deals. This reputation was reinforced in 2007, as CDP 

Exhibit 3
TOTAL CAPITAL UNDER MANAGEMENT BY PE FUND TYPE; 2007
Percent

 

Source: Thomson Reuters
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Capital – Private Equity Group, Manulife Capital, OMERS Capital Partners, 

Teachers’ Private Capital, and others raised activity to new heights, both at 

home and abroad.

As a result, dollars managed inside Canadian institutional captive funds rose to 

$24.6 billion, or close to one-third of the overall pool.

Canadian financial and industrial corporations continued to convert their captive 

funds into partnerships in 2007. Private fund managers recently emerging from 

this activity include Summerhill Venture Partners, Fairhaven Capital Partners, 

and The Turtle Creek Group. 

However, this trend had little immediate impact on the capital under 

management of corporate funds in 2007, which held steady at $2.4 billion. 

Consequently, these funds accounted for 3 percent of the aggregate. 

Labour-sponsored venture capital corporations (LSVCCs) and other retail 

funds remained active fundraisers in 2007, particularly in Québec, though new 

commitments were down again from previous years. More fund consolidations 

and statutory developments also influenced the size of the retail fund pool, 

which came in at $11 billion, a 14 percent market share. 

Merger and acquisition activity involving retail funds in 2007 included 

GrowthWorks’ takeover of Winnipeg-based ENSIS Management. In British 

Columbia, GrowthWorks’ Working Opportunity Fund merged with the BC Medical 

Innovations Fund, formerly owned by JovFunds Management.

Capital managed by federally and provincially mandated PE funds was largely 

unchanged in 2007, totalling $2.4 billion or 3 percent of the total pool.
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Trends in private equity 
fundraising in 2007
FUNDRAISING BEGINS TO COOL DOWN
Global PE fundraising broke a few more market records in 2007, particularly in 

the United States, where new commitments to buyout funds surpassed even 

those of 2006. However, clear signs of slowing activity appeared late in the year.1

In Canada, combined buyout and mezzanine fundraising achieved its second 

best year on record, according to the survey. In contrast, new commitments to 

venture capital funds in 2007 were among the lowest in many years.

LARGER PRIVATE EQUITY FUNDS BECOME THE FOCUS
Canadian buyout and mezzanine fund managers saw a total of $4.6 billion in new 

resources in 2007. Although this is approximately half of the $8.7 billion raised 

in 2006, it surpasses the amounts raised in previous years. The substantial 

increase in the size of buyout partnerships was a key factor in this trend.

For instance, Brookfield Asset Management can boast one of the largest PE 

fund closings in the history of the Canadian market. Tricap Partners II raised 

$1 billion by the end of last year, a total that was exceeded only by Onex 

Partners I LP (2003) and Onex Partners II LP (2006).

Tricap Partners II was established to provide a source of patient capital 

and strategic assistance to companies experiencing financial or operational 

distress. With industry and financial expertise, it is well positioned to support 

companies in building long-term value. The fund will target deals where it can 

invest between $50 million and $500 million in debt or equity. 

Canada’s oil and gas sector has attracted growing PE attention in recent years. 

In 2007, this was reflected in the second fund of Calgary-based KERN Partners 

Ltd., KERN Energy Partners (KEP) II Fund. With $450 million in total, KEP II will 

focus on equity investments in domestic and foreign energy companies.

In addition, ARC Financial Corporation topped up its ARC Energy Venture Fund 

5 last year, following its successful final close in 2006. The new partnership 

brought in a final total of $854 million. 

1 Buyouts, January 7, 2008.
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One of Canada’s long-standing market veterans, Novacap of Montréal, also 

completed a new buyout fund. The $400 million Novacap Industries III LP 

will pursue acquisitions of consumer, manufacturing, and other traditional 

companies with revenues of $40 million to $300 million.

In addition, TriWest Capital Partners of Calgary introduced its third partnership, 

with commitments totalling $250 million. As in the past, TriWest Capital 

Partners III LP will make significant equity investments in medium-sized 

Canadian companies, concentrating on those with operating earnings in the 

range of $10 million to $40 million. 

2007 also saw the first closing of Kilmer Capital Fund II LP, which makes 

domestic mid-market investments of $15 million to $50 million. Kilmer Capital 

Partners has raised $170 million to date, fast approaching its partnership target 

of $200 million to $250 million.

Other successful fundraisers in 2007 included Vancouver’s Yellow Point Equity 

Partners. Its second fund, Yellow Point II LP, will make buyout and expansion 

investments of $5 million to $20 million in mid-market companies in Western 

Canada.

A changing market context has encouraged alternative fund product mandates, 

such as distressed debt. An example of this trend was the launch of Onex 

Exhibit 4
NEW BUYOUT AND MEZZANINE FUNDS RAISED, PARTNERSHIPS, AND 
RETAIL FUNDS; 2001-2007
$ Billions
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Credit Partners by Onex Corporation. Grounded in the investment track record 

of New Jersey-based GK Capital, this $300 million platform will facilitate 

purchases of undervalued securities in North American credit markets. 

In the mezzanine segment, another market veteran, Toronto’s Penfund, met its 

target of $250 million for the final closing of Penfund Capital Fund III. This fund 

will provide between $5 million and $50 million for acquisitions, expansions, 

re-financings, and other deal types involving established mid-market companies 

in Canada.

Other mezzanine fundraising of note in 2007 was retail-oriented, such as 

Ontario’s Return on Innovation Fund and VenGrowth Traditional Industries Fund.

DESPITE THE TOUGH CLIMATE, MAJOR NEW FUNDS  
WERE FORMED
Canadian venture capital fund managers sourced new supply totalling $1.2 

billion in 2007, down from the $1.6 billion reported in 2006. In fact, fundraising 

activity in this segment was the lowest since the mid-1990s.

Nonetheless, a number of important venture capital partnership closings took 

place in 2007. And, like PE funds formed in 2006, they were comparatively 

larger than the previous standards set in Canadian market history.

Exhibit 5
NEW VENTURE CAPITAL FUNDS RAISED, ALL FUND TYPES; 2001-2007
$ Billions

 

Source: Thomson Reuters
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The inaugural fund of Summerhill Venture Partners, which emerged from 

the former BCE Capital, brought in a total of US $175 million, based on a 

unique operating model. Summerhill Ventures I LP will emphasize activity in 

emerging North American companies in communications and those where 

communications intersects with digital media and other IT sectors.

Novacap also successfully introduced a new venture capital fund, Novacap 

Technology III LP. This $155 million partnership focuses on high-growth 

communications and IT companies with revenues of $10 million to $200 million, 

in Ontario, Québec, and other regions of Eastern Canada. 

LSVCC and other retail funds remained the largest source of new commitments 

to Canada’s venture capital segment in 2007. Retail fundraising activity totalled 

$741 million, down 18 percent from 2006.

Canadian retail fundraising trends were once again led in Québec by Desjardins 

Capital régional et coopératif (CRC), FondAction, and Fonds de solidarité 

des travailleurs du Québec (FTQ). Other major Canadian fundraisers were 

GrowthWorks, VenGrowth Private Equity Partners, VentureLink LP, as well as 

Saskatoon’s Westcap Management. 

DOMESTIC SOURCES WERE KEY TO NEW COMMITMENTS
In 2006, the survey found American institutional investors and other foreign 

sources greatly increased their stakes in PE funds based in Canada, accounting 

for an unparalleled 30 percent of total commitments. In 2007, foreign investors 

remained a major cash source – but domestic investors supplied the largest 

share of capital.

Source: Thomson Reuters

Exhibit 6
SOURCES OF BUYOUT AND MEZZANINE FUNDS RAISED; 2006-2007
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Canadian banks and other financial and industrial corporations were one of 

the leading sources of new capital for buyout and mezzanine partnerships, 

accounting for $1.7 billion or 38 percent of the total. The other major source, 

pension funds, also committed $1.7 billion. Corporate and pension sources 

accounted for $2.9 billion and $1.8 billion, respectively, in 2006.

Other key domestic suppliers included insurance companies, which contributed 

$231 million, and high-net-worth individual investors, which provided 

$227 million. 

Buyout and mezzanine funds raised an additional $605 million from cross-

border investors in 2007. While this amount is a fraction of the $2.9 billion 

secured from this source in 2006, it nonetheless reflects one of highest levels 

of foreign commitments on record.

As in the past, individual investors were the primary source of new resources 

to venture capital funds raised in Canada, particularly LSVCC and other retail 

funds. These investors committed $767 million, or close to two-thirds of the 

total in 2007. However, in real terms, capital from this source was 19 percent 

less than the $951 million raised in 2006. 

American institutional investors and other foreign sources contributed 

$144 million to venture capital partnerships. While this was down from the 

$157 million contributed in 2006, foreign sources increased their activity in 

relative terms, accounting for 12 percent of the total funds raised in 2007. 

Exhibit 7
SOURCES OF VENTURE CAPITAL FUNDS RAISED; 2006-2007
Percent

 

Source: Thomson Reuters
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Canadian pension funds took third spot, with $138 million committed, or  

36 percent less than the $216 million they committed in 2006. Another major 

domestic source was corporations, which accounted for $99 million in new 

supply.

FUNDRAISING OUTLOOK FOR 2008
The success of Canadian PE fundraising activity during 2006-2007, especially 

in the buyout segment, has resulted in fewer new partnerships in the offing. As 

2008 got underway, the survey found 33 fund managers offering new products, 

slightly fewer than the year before.

Among these were 13 buyout and mezzanine fund managers, including Kilmer 

Capital Partners, which will move toward a final close on Kilmer Capital Fund II 

LP in the upcoming year. EdgeStone Capital Partners is also raising resources 

for a fund aimed at oil and gas-related acquisition and growth opportunities, 

EdgeStone Capital Energy Fund LP. 

In addition, after closing the biggest fund in market history in 2006, the 

$3.9 billion Onex Partners II LP, Onex Corporation is poised to launch a third 

partnership. Onex Partners III LP, targeted for US $4.5 billion, will emphasize 

North American acquisitions with equity cheques of US $150 million to  

US $750 million. 

In the venture capital segment, 20 fund managers reported that they 

were seeking fresh commitments in 2008. This number includes a mix of 

partnerships aimed at completing first or final closings.

Nearing a final close was Montréal’s iNovia Capital, formerly MSBi Capital, 

which at the beginning of 2008 was on the verge of raising one of the largest 

specialty seed and early-stage funds on record in Canada. iNovia Investment 

Fund II LP will focus on entrepreneurial activity in the clean-tech, IT, and life 

sciences sectors on a national basis.

Global venture capital fundraising has focused increasingly on the 

environment in recent years. An example of this trend is the new Ottawa-

based Canadian Cleantech Fund, managed by Venture Coaches, which 

will undertake investments in emerging companies in energy efficiency, 

biofuels, water, energy storage, waste processing, and other sectors.

Fundraisers will have access to new domestic sources of supply in 2008. For 

instance, TD Capital Private Equity Investors added more resources to its fund-

of-funds and separate account activity, and it now manages $2.5 billion overall.
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Last year, TD Capital Private Equity Investors III, which will continue to focus 

on commitments to a diverse range of global buyout and venture capital funds, 

closed at US $348 million in committed capital. Private Equity Investors IV was 

launched in the first quarter of 2008, with an initial closing of US $214 million. 

Kensington Capital Partners also raised $190 million for its fund-of-funds 

programs in 2007, including the Global Private Equity Fund – the first product of 

its type publicly offered to individual investors. Kensington continued to invest 

in Canadian and global buyout, venture capital, and other PE funds, and to seek 

co-investment opportunities around the world.

Other new sources included the $90 million BC Renaissance Capital Fund, 

sponsored by the Government of British Columbia, which has already made 

commitments to six top-tier venture capital funds active in local technology 

sectors. 

The Ontario Venture Capital and Private Equity Fund-of-Funds was also formed 

last year, supplied by corporate, government, and institutional sources. It will 

emphasize activity in provincially-based venture capital, growth capital, and 

small-cap buyout funds.
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Private equity investment activity 
in 2007
2007: A MILESTONE YEAR FOR PRIVATE EQUITY DEAL ACTIVITY
In the early months of 2007, the number of deals done and dollars invested in 

international PE markets was unprecedented. In the United States, activity once 

again broke records, although the credit squeeze and growing public market 

volatility substantially altered conditions in the second half of the year.

Before the current mood of economic uncertainty, trends across global markets 

included buyout mega deals and renewed venture capital activity. At the start of 

2008, however, investor conservatism and a much slower pace of deal making 

were evident.

Private equity and quasi-equity investment activity in Canada in 2007 reflected 

much of the same robustness apparent in the United States, a situation 

created in part by increased cross-border activity. And Canadian fund managers 

were – like their American counterparts – proceeding more cautiously in the first 

months of 2008.

LARGE-CAPS DOMINATE BUYOUT AND MEZZANINE TRENDS
The past year will be remembered as one of the most active in the history of 

buyout investment in North America. In the United States, exceptionally large, 

highly leveraged transactions, such as the TXU Corporation acquisition – the 

biggest ever – drove trends. Consequently, disclosed deal values rose 42 

percent to reach their highest level ever.2 

In Canada, many of the same factors were at play. An example of this was the 

announced purchase of telecom giant BCE Inc. of Montréal by a consortium led 

by Teachers’ Private Capital for $51.7 billion. Once closed, this deal will also be 

among the largest deals ever, anywhere in the world.

The BCE deal overshadowed many other transactions of exceptional sizes 

in diverse sectors. Along with the large-cap publics-to-privates, buyout 

and mezzanine activity in Canada in 2007 emphasized core mid-market 

2 Buyouts, January 7, 2008.
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investments. In addition, well-resourced Canadian fund managers were 

increasingly active in foreign markets.

As a result, the survey found that Canadian buyout, mezzanine, and other PE 

fund managers completed a total of 530 deals involving domestic and foreign 

businesses in 2007. They also disbursed $13.7 billion, which exceeds the 

previous high established in 2006.

Once again, the largest proportion of dollars went into deals in the United 

States and other international destinations. However, deal activity also 

contributed to a blockbuster year in the Canadian market, where disclosed 

transaction values hit US $65.5 billion, according to Thomson Reuters. 

Emblematic of last year’s activity was the privatization of Calgary’s CCS 

Income Trust, a provider of energy and environmental waste management 

services. CAI Capital Partners co-led this $3.5 billion deal with Goldman Sachs 

Capital Partners, Kelso & Company, Vestar Capital Partners, and OSS Capital 

Management, along with several institutional co-investors.

Also of size was a deal involving Toronto-based Alliance Atlantis 

Communications Inc., a leading broadcaster, creator, and distributor of filmed 

entertainment. In 2007, Canwest Global Communications Corporation bought 

the company for US $2.1 billion, in partnership with EdgeStone Capital Partners 

and Goldman Sachs.

Exhibit 8
BUYOUT AND MEZZANINE CAPITAL INVESTED BY CANADIAN FUNDS; 
2001-2007
$ Billions
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Onex Corporation was also doing major deals in Canada last year, as seen in 

its acquisition of Husky Injection Molding Systems Ltd., of Bolton, Ontario, for 

US $1.0 billion. Onex intends to grow Husky’s position as a global leader in the 

supply of equipment and services to the plastics industry.

As can be seen from some of these examples, a key feature of much Canadian 

large-cap activity was the presence of American and other foreign investors. 

This was the case in the $600 million acquisition of Montréal-based Van Houtte 

Inc., the gourmet coffee roaster and distributor, by Littlejohn & Co. LLC and 

Fonds de solidarité (FTQ). 

As noted, Canadian buyout and mezzanine investors were also focused on 

opportunities in the United States. In a two-part transaction felt on both sides 

of the border, Thomson Corporation of Stamford, Connecticut, sold educational 

publisher Thomson Learning, now Cengage Learning Ltd., and Nelson Education 

Ltd., to OMERS Capital Partners and Apax Partners for US $7.7 billion.

Similarly, Onex’s largest 2007 deal involved acquisition of the Indianapolis, 

Indiana-based designer and manufacturer of automatic transmissions for the 

commercial vehicles industry, Allison Transmission Inc. Onex Partners II LP and 

the Carlyle Group bought this company from General Motors Corporation for US 

$5.6 billion. 

Last year’s market conditions were also favourable for exits. The survey 

reported a total of 139 exit events involving the portfolio companies of 

Canadian fund managers, most of which occurred via acquisitions/strategic 

sales and IPOs. 

High-profile examples of this trend included Clairvest Group’s sale of its 

interests in Burnaby-based Gateway Casinos Inc., and Gateway Casinos Income 

Fund to Australia’s Crown Casinos, in partnership with Macquarie Group. 

Clairvest originally invested $24 million in Gateway in 2000 and returned 

8 times its capital upon final liquidity in 2007.

In addition, HSBC Capital (Canada) won the Canadian Venture Capital and 

Private Equity Association’s “Deal of the Year Award” following its divestment 

from Encore Group of Edmonton. HSBC originally acquired this specialty metals 

business in 2004.
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WHERE DID BUYOUT AND MEZZANINE MONEY GO? 
Overall, the deal focus of buyout and mezzanine investors in 2007 varied only 

moderately from that of the previous year. One significant difference was the 

greater amounts of cash that were attracted to acquisitions emphasizing carve-

outs and publics-to-privates. These two deal types led all others, accounting for 

30 percent and 19 percent, respectively, of all disbursements.

Other activity of interest to Canadian fund managers included company 

expansions, which took third spot, securing 15 percent of the aggregate 

amount, followed closely by investor-to-investor deals and management buyouts. 

VENTURE CAPITAL INVESTED ALSO GROWS
Venture capital activity rose appreciably across North America in 2007. 

According to Thomson Reuters, the 21 percent growth in disbursements in the 

Canadian market alone was particularly substantial.

Canadian venture capital fund managers were more active at home in 2007, 

though their dollars invested outside of the country declined year over year. 

On balance, they did 520 deals involving domestic and foreign businesses and 

disbursed $1.5 billion, which is largely unchanged from prior years. 

This activity contributed to a Canadian market total of $2.1 billion invested last 

year. 

Exhibit 9
CANADIAN BUYOUT AND MEZZANINE CAPITAL INVESTED BY ACQUISITION 
EVENT TYPE; 2007
Percent
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Another trend of consequence was increased cross-border activity, as 41 

percent of all disbursements in Canada was attributable to American venture 

capital funds and other foreign investors.

Domestic trends were characterized by large, syndicated deals involving 

companies at later stages of growth. Most of these companies were situated in 

leading technology sectors of interest – communications, IT, and life sciences – 

while clean-tech activity gained particular prominence in 2007.

2007 saw very sizable transactions in the biopharmaceuticals sector. The 

largest was the US $70 million financing of Targanta Therapeutics Inc., which 

develops new classes of antibiotic drugs and is based in St-Laurent, Québec. 

Brookside Capital, OrbiMed Advisors, Radius Ventures, Seaflower Ventures, and 

Skyline Ventures were the leading American investors in this deal. 

In addition, Montréal’s Enobia Pharma Inc., which develops treatments for bone 

diseases, secured $40.1 million from CTI Capital, Desjardins CRC, Fonds de 

solidarité (FTQ), T2C2 Capital, and foreign partners.

In Toronto, a developer of next-generation pain therapeutics, Neuraxon Inc., also 

attracted $33.9 million from BDC Venture Capital, Covington Group of Funds, 

Ventures West Management, and such foreign investors as Delphi Ventures and 

OrbiMed.

IT activity also received its share of large deals, such as the US $100 million 

financing of Oanda Corporation of Toronto. This provider of online currency 

trading services was backed by American co-investors Cascade Investments 

Group, Index Ventures, New Enterprise Associates, and T. Rowe Price 

Associates.

Another major deal involved Vancouver-based Zeugma Systems Inc., which 

develops communications systems for high-speed broadband networks. Zeugma 

obtained US $22.5 million in 2007 from BDC, GrowthWorks, Lions Capital 

Corporation, Ventures West, Yaletown Venture Partners, and foreign investors.

One of 2007’s other high-profile deals featured an environmental innovator, 

Plasco Energy Group Inc., of Ottawa. Plasco’s technology for converting waste 

into clean fuel garnered $63.5 million from First Reserve Corporation. The 

original lead investor was Killick Capital, based in St. John’s, Newfoundland. 
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While expansion activity dominated in 2007, major early-stage deals, such 

as Targanta’s, still occurred. Another example was Saskatoon’s emerging 

agricultural biotechnology company, Targeted Growth, financed with US $22.3 

million by a mix of Canadian and American funds, including GrowthWorks, 

Victoria Park Capital, and Sequoia Capital.

Canadian fund managers were also active exiting portfolio companies in 2007. 

A total of 49 disclosed venture-capital-backed acquisitions and IPOs took place, 

according to Thomson Reuters data. 

Several exits featured companies on the Deloitte Technology Fast 50, such as 

DragonWave of Ottawa, which produces telecom broadband wireless equipment. 

Before 2007’s IPO, DragonWave was financed by BEST Funds, Celtic House 

Venture Partners, MMV Financial, Skypoint Capital Corporation, VentureLink LP, 

and foreign co-investors.

Toronto’s Syndesis Limited, a developer of telecom operations software, was 

the target of the largest overseas acquisition ever done by an Indian technology 

business, Subex Azure.3 Previous backers included Covington Group of Funds 

and VenGrowth, along with American funds Greylock Ventures, Pequot Capital 

Management, and Sequoia. 

3 Red Herring, January 17, 2007.

Exhibit 10
VENTURE CAPITAL INVESTED BY CANADIAN FUNDS; 2001-2007
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WHERE DID VENTURE MONEY GO? 
Canadian venture capital investors’ preference for expansion and other late-

stage deals in recent years was continued in 2007. Late-stage activity as a 

whole captured 62 percent of total dollars invested, primarily as a result of the 

focus on moving domestic and foreign portfolio companies to exit.

Not surprisingly, seed, startup, and other early-stage investments took an even 

smaller share of the cash. Seed-stage and startup deals obtained 16 percent of 

all disbursements in 2007, which was on par with activity in 2006. Other early-

stage activity absorbed most of the year-over-year drop.

Exhibit 11
VENTURE CAPITAL INVESTED BY STAGE; 2007
Percent
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Investors’ reflections on private 
equity trends
INTERVIEWS WITH PRIVATE EQUITY PROFESSIONALS
In early 2008, Thomson Reuters interviewed eight senior PE professionals4 to 

gain their perspectives on the highs and lows of buyout, mezzanine, and venture 

capital deal activity in 2007 in Canada, the United States, and elsewhere, and 

to hear their thoughts on market trends in 2008 and beyond.

Perspectives on buyout and mezzanine activity

CREDIT CRUNCH CONCLUDES EXUBERANT 2007
Interviewees agreed that private equity achieved a remarkably high profile in 

Canada in 2007 as a result of the unprecedented levels of market activity that 

engaged a number of prominent Canadian businesses. Furthermore, Canadian 

buyout and mezzanine funds continued to distinguish themselves in deals that 

took them into new global venues.

However, interviewees also noted that trends differed markedly in 2007’s first 

and second halves. As in 2006, the early months of the year reflected intense 

investor activity and the breaking of new ground in the domestic market, with 

quality deal flow discovered in regions and sectors previously overlooked by 

private equity.

By 2007, however, it became clear that activity was cooling off fast given the 

near shutdown in credit supply and the growing turmoil in public markets. 

Buyout and mezzanine professionals observed that, in an increasingly 

borderless continental marketplace, the resulting chill has been felt as much in 

Canada as in the United States.

The first casualty of tighter credit was large-cap, control-stake acquisitions. 

2007 saw an extraordinary degree of PE-related lending, high leverage levels, 

and low spreads. Much of this activity fueled mega-scale publics-to-privates, 

as evidenced by the announced BCE transaction in Canada. In the short term, 

fewer examples of these transactions are likely to occur. 

4 See list in Appendix 1.
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BUYOUT AND MEZZANINE INVESTORS SHIFT GEARS
Interviewees believe that the credit shortage and reduced emphasis on large-

cap transactions led many investors to explore alternative market segments 

in late 2007. Across North America, opportunities in distressed debt and 

mezzanine activity, re-financings, restructurings, and specific sectors of 

interest, such as oil and gas and other commodity-based industries received 

fresh attention from investors.

Interviewees said that the impact of changed liquidity conditions has become 

more pervasive, moving beyond large-caps. This has become increasingly 

evident in the mid-market, which has historically accounted for the vast majority 

of Canadian-based PE deals. 

According to buyout and mezzanine professionals, while mid-cap and small-

cap deals are still getting done, the pace is slower. Indeed, they believe more 

conservative fund managers will likely hold off from undertaking new activity and 

instead focus on strategies for nurturing existing portfolio companies – at least 

until lending markets show signs of correction and stability.

Where traditional investments are available, interviewees expressed the view 

that fund managers will need to be prepared to use more equity, take minority 

positions in companies, and observe longer holding periods, among other 

things. They stated that even this activity might be limited by company values, 

which have yet to adjust to the current climate. 

CROSS-BORDER FOCUS IS HERE TO STAY
Cash-rich American funds and other foreign investors once again achieved 

a high profile in buyout and mezzanine deal activity in Canada in 2007, 

particularly in large-cap acquisitions, and interviewees believe this trend will 

continue. Deals involving CHC Helicopter Corporation and Timothy’s Coffees of 

the World in early 2008 seemed to confirm this assertion.

Interviewees viewed continuing cross-border activity as a sign of a more 

competitive North American market, where PE funds of all types and sizes play 

to their strengths. Some argued that Canadian mid-market funds retain a clear 

home advantage given their knowledge of, and access to, proprietary sources of 

quality deal flow.
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In addition, Canadian investors are finding more opportunities in the United 

States and other countries. The largest institutional captives and private funds 

already have this global reach. However, other funds are also looking worldwide, 

as the attractiveness of their investment specializations to non-resident 

businesses combines with other factors, such as a stronger dollar. 

Buyout and mezzanine professionals said recent federal tax changes, such as 

2007’s elimination of Section 116-related withholding taxes under the Canada-

United States treaty, have facilitated cross-border trends. Other government 

regulatory policy reviews should reflect the same objective of opening the 

market to competition, they said. 

PROSPECTS FOR 2008 AND BEYOND
Interviewees agreed that, the credit squeeze and other economic events 

notwithstanding, 2007 was a milestone year for buyout and mezzanine funds. 

The domestic market in particular experienced robust activity as many Canadian 

businesses, large and small, began to view private equity as a value-adding 

investment option. This bodes well for the future.

At the moment, the watchwords for investors will be caution and discipline. This 

must remain the case until the turbulence in the broader financial system has 

abated. For the foreseeable future, interviewees believe the slower pace of deal 

making apparent since the final months of 2007 will remain the status quo. 

Buyout and mezzanine professionals argued that, in this environment, 

experience counts for everything. As they implement strategies to ensure 

the performance of assets in their portfolios, Canadian investors will also 

likely work familiar sources of deal flow, adhering to time-tested buy-and-build 

practices. 

Interviewees believe that when the uncertainty lifts, fund managers will 

potentially find the market more favourable to buyers than it has been in recent 

years. At this point, third-party liquidity will also return, but on terms that more 

closely resemble those of the pre-boom period.
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Perspectives on venture capital activity

CANADIAN INNOVATION DRIVES 2007 GROWTH
The higher levels of venture capital market activity experienced in 2007 can 

be attributed largely to the quality and quantity of opportunities on offer in 

Canada’s emerging technology sectors. Interviewees argued that dynamic local 

sector clusters and entrepreneurial communities have attracted more attention 

from risk investors, both at home and abroad.

Venture capital professionals said this explains rising activity across all major 

sectors of interest – communications and IT, biopharmaceuticals and other life 

sciences, and, increasingly, environmental technology. Key urban locales, such 

as Vancouver, Toronto, Waterloo, Ottawa, and Montréal, are being recognized 

globally as fast-maturing innovative hubs, spawning a number of promising 

startups. 

Not surprisingly, interviewees observed, global awareness of technological 

strengths has led to still greater foreign investment. This trend became clear 

in 2007 as American venture capital funds greatly expanded their role in deal 

activity, most often by co-investing with Canadian partners. 

Canadian venture capital fund managers believe that young companies with 

the best prospects for rapid growth will increasingly rely on cross-border 

partnerships. For this reason they, like other PE investors, welcomed recent 

federal action to remove cross-border tax barriers, such as non-resident tax 

filing requirements. 

DESPITE GROWTH, KEY MARKET GAPS OPEN UP
In 2007, increased American and other foreign activity helped offset 

comparatively weak domestic activity in Canada. In fact, yearly disbursements 

by Canadian venture capital funds have for some time been flat on a national 

basis and in decline in some regional markets.

Interviewees believe that this trend has serious implications for the market, 

today and in future. A slower pace of domestic activity, for instance, can 

undermine deal sizes in Canada, which are currently, on average, well below 

those in the United States. This is a concern, as deal capitalization is a major 

competitive factor for technology startups.
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In addition, Canadian investors are essential to activity in key market segments 

and sectors. For example, they have been responsible for most new investment 

and most investment in companies at the earliest stages of development. 

Thomson Reuters data have shown a significant falling off in this activity, 

irrespective of broader trends. 

Venture capital professionals said these gaps would ultimately decrease the 

overall market’s capacity for continuous, comprehensive growth. They also 

stated that only increased Canadian-based activity is likely to provide a remedy, 

since foreign investors tend to emphasize follow-on and later-stage deals.

FUNDRAISING ENVIRONMENT POSES MAJOR CHALLENGES
Deteriorating supply conditions, due to steadily declining venture capital 

fundraising since 2001, are at the root of slower domestic investor activity. 

Thomson Reuters data show that Canadian trends are at odds with those in the 

United States, where new fund commitments have been on the rise.

Interviewees argued that this situation must change – and soon. The Canadian 

market needs strong, well-capitalized funds operating locally and able to fully 

leverage high-growth opportunities. This is best achieved by focusing on an 

array of top-tier balanced and specialty funds with the resources to deploy more 

capital, take advantage of cross-border synergies, and weather market cycles. 

An increase in suppliers is essential to achieve this objective. Successful 

venture capital fundraisers are already adopting alternative strategies, such 

as tapping foreign institutional sources. However, it is critical that domestic 

sources – such as corporations, pension funds and other institutional investors, 

and retail investors – also be more available. 

Interviewees said that in a still-evolving market ecosystem in Canada, public 

policy has a continuing catalytic role to play. For instance, governments in 

British Columbia, Ontario, and Québec have recently demonstrated initiative in 

their fund-of-funds programs. 

PROSPECTS FOR 2008 AND BEYOND
Like their buyout and mezzanine counterparts, venture capital professionals 

believe that events in early 2008 present immediate challenges. For instance, 

economic uncertainty – and especially the volatile conditions now apparent in 

public markets – might delay and adversely influence the pricing of a number of 

exit-related acquisitions and IPOs. 
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Canadian general partner teams accumulated invaluable experience during the 

market slowdown of 2001-2003, as well as during the subsequent period of 

renewal. Interviewees said they must apply these lessons in the months ahead 

by helping portfolio companies prepare strategically for a changing market. 

Interviewees noted that a vital resource in these circumstances is more 

seasoned technology entrepreneurs. Increasingly, venture-capital-backed 

portfolios in Canada comprise company managers with business-building 

experience. This will be a major factor in long-term performance outcomes. 

Venture capital activity has been a boon to the Canadian technology sectors 

and to the economy. However, the gains to date will be lost if supply-side 

problems go unsolved. Interviewees agreed that market players and public 

policymakers must come together to address this issue with the same energy 

recently shown in reducing cross-border tax barriers. 
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Conclusion
Thomson Reuters’ survey findings and other data indicate that Canada’s PE 

market had a banner year in 2007. To a significant extent, major – and in some 

cases, record-breaking – activity occurred, partly because foreign investors are 

increasingly attracted to domestic deal opportunities. In addition, Canadian 

investors were flexing their muscles worldwide. 

As 2008 progresses, a mood of caution prevails among market players, 

resulting in fewer deals getting done. Activity is unlikely to revive until 

fundamental issues in international capital markets are resolved and overall 

economic indicators start to improve. 

Senior PE professionals interviewed for this report confirmed the nature of this 

market change. However, they also expressed confidence in longer term trends 

involving Canadian fund managers. This confidence is rooted in their belief that 

investors are drawing on the experience they gained during the market’s period 

of remarkable growth and development over the past few years. 
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ARC Financial Corporation

Argosy Partners Ltd.

AVAC Ltd.

Avrio Ventures Management 
Corporation

Banyan Capital Partners

BDC Subordinate Financing

BDC Venture Capital

BEST Funds

Birch Hill Equity Partners 
Management Inc.

Brightspark Ventures

Brookfield Asset Management Inc.

C.A. Bancorp Inc.

CAI Managers & Co. LP

Callisto Capital LP

Canterbury Park Management Inc.

Capimont Inc.

Capital Benoit Inc.

CDP Capital – Private Equity Group

Celtic House Venture Partners

Chrysalix Energy Management Inc.

Clairvest Group Inc.

Covington Group of Funds

Crown Capital Partners Inc.

CTI Capital Inc.

Desjardins Capital de risque

Discovery Capital Corporation 

EDC Equity Fund

EdgeStone Capital Partners Inc.

Fairhaven Capital Partners

FondAction

Fonds de solidarité des travailleurs 
du Québec (FTQ)

Garage Technology Ventures 
(Canada)

GeneChem

Genesys Capital Partners Inc.

GrowthWorks

GTI Capital Inc.

HSBC Capital (Canada)

Hydro-Québec CapiTech

Imperial Capital Corporation

iNovia Capital

Integrated Asset Management Corp.

Ironbridge Equity Partners 
Management Inc.

Jefferson Partners 

JLA Ventures

JovFunds Management Inc.

Kensington Capital Partners

KERN Partners Ltd.

Killick Capital Inc.

Kilmer Capital Partners Ltd.

Appendix 2
DATA CONTRIBUTORS TO PRIVATE EQUITY CANADA 2007
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Latitude Partners Inc.

Lawrence Asset Management Inc.

Lion Capital Corporation

Lombard Life Sciences

Lumira Capital Corporation

Manulife Capital

Manvest Inc.

McKenna Gale Capital Inc.

McLean Watson Capital Inc.

MMV Financial Inc.

New Brunswick Investment 
Management Corporation

NorthRock Capital Partners

Novacap 

OMERS Capital Partners 

ONCAP Management Partners LP

Onex Corporation

Orchard Capital Group Inc.

Pangaea Ventures Ltd.

PenderFund Capital Management 
Ltd.

Penfund

Perseis Private Equity Partners Inc.

PFM Capital Inc.

Primaxis Technology Ventures Inc.

PRIVEQ Capital Funds

Propulsion Ventures Inc.

RBC Technology Ventures Inc.

Richardson Capital Limited

ROI Management Ltd.

Roynat Capital

Skypoint Capital Corporation

SpringBank TechVentures GP Inc. 

Summerhill Venture Partners

T2C2 Capital

TD Capital Mezzanine Partners

TD Capital Private Equity Investors

Teachers’ Private Capital 

Tech Capital Partners Inc.

TELUS Ventures

The Turtle Creek Group

The Walsingham Fund

TorQuest Partners Inc.

TriWest Capital Partners

VanCity Capital Corporation

VenGrowth Private Equity Partners 
Inc.

VentureLink LP

Ventures West Management Inc.

Victoria Park Capital Inc.

Wellington Financial LP

Westcap Management Ltd

XPV Capital Corporation

Yaletown Venture Partners Inc.

Yellow Point Equity Partners LP
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