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Québec’s VCs Cautious but
Ready for Opportunities
Introduction
Welcome to our first edition of the Québec Venture Capitalist ("VC")
Confidence Survey, produced by Samson Bélair/Deloitte & Touche in con-
junction with Réseau Capital, Québec’s venture capital association. Québec's
venture capital industry is a major catalyst for economic development in
Québec, and Réseau Capital, the association that represents it, is an accurate
reflection of Québec’s dynamic VC industry.

This survey provides a comprehensive snapshot of Québec VCs’ expectations
for the next six months in:
• Economic and market climate;
• Deal activity; and
• Investment focus.

The VC industry, under a lot of pressure following the boom years of the late
1990s and the subsequent bursting of the valuation bubble, finds itself in the
spotlight as it sets its course for the near and medium term. 

Some fear that the new mood of caution will result in small- and medium-sized
companies missing out on important opportunities and thus discouraging a
new generation of ideas. In fact, less than half of our total respondents expect
to spend the majority of their time focusing on new investments, as most plan
to spend more time managing their existing portfolio companies. 

Despite a significant decrease in investments made in the IT and
Communications sectors, Québec's VCs have not lost their willingness to
make investments entirely. They now are turning their attention to the Life
Sciences industries, and positive signs are also discerned in the manufacturing
sector. Québec VCs, who still have substantial pools of capital to invest, will
gravitate to become more reflective about the innovation process and concen-
trate on their areas of expertise.

This report aims to isolate results obtained from Québec’s VCs for purposes of
analyzing the Québec VC industry. Reference can be made to Deloitte &
Touche’s Quarter 4, 2001 Canadian Venture Capital Association, for survey
results pertaining to the whole of Canada.
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Highlights
Although the following highlights are
derived from the survey results
obtained from Québec VCs, they dis-
play a strong correlation with the sen-
timent of VCs across Canada.
• Québec VCs have lots of cash avail-

able for new deals, which combined
with lower entry valuations, should
lead to signifiant investment oppor-
tunities.

• Due to their negative outlook for the
economy and desire to make fewer
investments, Québec VCs plan to
spend more time assisting portfolio
companies to re-engineer their busi-
nesses and monitor their cash flow.

• 44% of Québec VCs expect the deal
sizes to get larger, compared to only
24% of Canada as a whole. This
would contribute to reduce the cur-
rent gap in deal size in Québec vs
Canada, if realized as expected.

• M&A activity is expected to
increase, as the IPO market is virtu-
ally non-existent, for the time being.
Also, more companies are expected
to seek this route as an alternative
source of liquidity for economic
survival and/or enable a rapid com-
mercialization of their products or
services.

• As recent breakthroughs in biotech-
nology are creating numerous
opportunities, VCs are looking to
make investments in Life Sciences
companies to replicate the high
returns generated by the IT and
related fields of the late 1990s.

Results
Our survey shows that confidence lev-
els for a speedy economic recovery are
very low, with 50% of respondents
expecting the economic climate to
decline over the next six months. 

This negative outlook translates into
72% of Québec respondents unwilling
to increase their volume of invest-
ments (68% for all Canadian VCs) and
56% believing the size of the invest-
ment will either decrease or remain the
same, (77% for all Canadian VCs).
This can be explained by Québec VCs
completing more deals compared to
other provinces, but generally at lower
dollar amounts. 

Regardless of the negative economic
sentiment, most VCs still have sub-
stantial funds available to invest. In
fact, 81% of respondents have more
than a third of their original funds still
available. A majority of these VCs
(59%) expect most of their remaining
funds to be used for new investments
rather than be held back for follow-on
investments, with a further 36%
expecting 25%-50% of funds available
to go to new investments.

The dichotomy that 72% of Québec
VCs will not increase their deal vol-
ume, yet 59% of them are keeping
their cash for new deals is explained
by the fact that many large Québec
VCs are evergreen in nature.
Generally, in Québec the rate of new
capital formation is higher than the
rate of investment. Therefore, reserv-
ing funds for future follow-on rounds
is not as critical because most funds
have a constant flow of new money to
invest and are not limited to their ini-
tial funds raised.

However, the bar for companies seek-
ing capital is getting higher. In addition
to products and sales, investors are
looking for companies that have com-
plete management teams, to be cash
flow positive within nine months, and
operate in an existing market.

As reduced number of deals and dol-
lars are a natural outcome of the pres-
ent economic environment, 57% of
VCs will spend the majority of their
time with their existing portfolio com-
panies, either revising their business
models, assisting in setting-up strate-
gic alliances or monitoring their cash
flow. 
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Chart 4. During the next six months, I expect the volume of 
transactions to:

Increase Decrease Remain the Same
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Chart 2. During the next six months, I expect the overall 
economic climate to:

Improve Decline Remain the Same
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Chart 7. Of the remaining funds available for investment, 
I expect the percentage that will be retained for follow-

on investments in portfolio companies to be:

<50% 50-75% >75%



Because the valuations have decreased
substantially in the public market, they
are down on the private equities as well.
Fifty-seven percent (57%) of respon-
dents expect exit valuations to decrease,
while 38% expect them to remain the
same. These lower valuations are creat-
ing opportunities for the patient VC
who can identify the new business idea
backed by the strong entrepreneurs. 

However, entrepreneurs and companies
seeking capital should not delay the
process in the hope of a quick improve-
ment in market conditions, if that capi-
tal is required to fully develop their
business.

At 321 financings completed in the first
nine months of 2001, Québec continues
to be home for much of the transaction-
al activity in the Canadian industry
(40% of the aggregate). Québec-based
firms were also the recipients of $792
million, or 21% of the total amount
invested in Canada (second to Ontario
at 41% for 218 deals), which remains on
par with trends over the last two
years(1).

(1) Macdonald & Associates Ltd. (November 2001)

Seventy-five percent (75%) of respon-
dents expect foreign investment in the
VC market in Canada to decrease or
stay the same. Although Québec is still
the leader in terms of start-ups financed,
it is definitely behind when it comes to
attracting funds from outside the
province. 

There are some positive signs however.
For instance, almost one third of
Québec VCs will spend most of their
time focusing on new investments,
while 44% of VCs expect the size of
each funding round to increase and 
33% expect it to remain the same.
Therefore, an increase in market confi-
dence should not take long to translate
into increased investment activity.

The number of private companies creat-
ed in the 1990s will be reduced through
M&A driven consolidation, a key step
in clearing the stage for the next gener-
ation of innovators. Unsurprisingly,
68% of respondents expect to see more
liquidity events through M&A than IPO
over the next six months. 

As Québec VCs proceed to systemati-
cally reduce their exposure to the
Communications and IT related sectors,
they, similar to all Canadian VCs,
appear eager to fund companies with the
next biotechnology breakthroughs. Our
survey found that 53% and 59% of
respondents respectively, expect to see
an increase in investments in the
Biotech and Medical industries. The
manufacturing sector is also showing
positive signs with 40% of respondents
expecting an increase in activity, while
only 21% foresee a decrease.
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Chart 11. During the next six months, I expect to spend the 
majority of my time focusing on:

New Investments Raising New Funds Portfolio Management

Recommendations for
Survival
• Carefully reduce non-contributing

overhead costs and exercise stricter
cash management practices (i.e.
shorten collection cycle of receiv-
ables).

• Sell or spin-off non-core assets in
order to raise cash to reduce debt obli-
gations or invest in profitable and
growing core businesses.

• For start-ups, revise business model
to begin earning revenues as soon as
possible.

• Due to lower interest rates, consider
debt whenever possible, as an alterna-
tive cost-effective source of financ-
ing.

• Capitalize on existing strategic part-
nerships to share costs on projects or
generate alternative sources of cash,
such as the sale of licenses or of the
technology outright.

Chart 8. During the next six months, I expect foreign 
investment in the Venture Capital market in Canada to:
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Chart 5. During the  next six months, I expect the size of 
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Chart 12. Over the next six months, I expect the 
numbers of transactions in the sectors listed below to:

0%
10%
20%
30%
40%
50%
60%
70%
80%
90%

Increase Decrease Remain the Same

5% 57% 38%

0%

10%

20%

30%

40%

50%

60%

Chart 3. During the next six months, I expect exit valuations 
to:

Increase Decrease Remain the Same



Economic Activity Deal Activity Investment Focus

VC Confidence Survey: Detailed Results – Québec
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Chart 1. During the first six months of 2001, Canada’s venture 
capital industry posted strong results, I expect this trend to:
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Chart 5. During the  next six months, I expect the size of 
each funding round in which we participate to:
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Chart 9. At the present time, the percentage of total 
funds raised invested in portfolio companies is:

<33% 33-67% >67%
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Chart 2. During the next six months, I expect the overall 
economic climate to:
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Chart 6. During the next six months, I expect to exit 
more investments through:
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Chart 10. During the next six months, I expect the 
amount of time spent with portfolio companies to:

Increase Decrease Remain the Same
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Chart 3. During the next six months, I expect exit 
valuations to:
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Chart 7. Of the remaining funds available for investment, I 
expect the percentage that will be retained for follow-on 

investments in portfolio companies to be:

<50% 50-75% >75%
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Chart 11. During the next six months, I expect to spend 
the majority of my time focusing on:
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Chart 8. During the next six months, I expect foreign 
investment in the Venture Capital market in Canada to:
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Contacts
Deloitte & Touche Corporate Finance initiated this survey and collected results from October 18 through October 31 2001. The VC Confidence Survey
is conducted on a quarterly basis.

For more information about this survey or to find out more about how Samson Bélair/Deloitte & Touche can assist the deal intitiation and execution
process, please contact us.

We welcome suggestions for issues to be addressed in future VC Confidence Surveys.

The following represent the Samson Bélair/Deloitte & Touche Corporate Finance professionals in Québec:

Martin Castonguay
(514) 393-5014
mcastonguay@deloitte.ca

Serge Dubois
(514) 393-5323
sdubois@deloitte.ca

Nicolas Panagis
(514) 393-5310
npanagis@deloitte.ca

Alexandre Baril
(514) 393-5116
abaril@deloitte.ca

Gilles De Montigny
(514) 393-5478
gdemontigny@deloitte.ca

Jacques L. Drouin
(514) 393-5441
jdrouin@deloitte.ca

Allen M. Shulman
(514) 393-5326
ashulman@deloitte.ca

Corporate Finance
Montréal
Partners

Vice President and Directors

Jean-Claude Arsenault
(450) 463-8088
jearsenault@deloitte.ca

Paul Grimard
(418) 549-6650 ext. 2244
pgrimard@deloitte.ca

Jean Blouin
(418) 624-3333 ext. 352
jblouin@deloitte.ca

Other regions of Québec

Diane Chaine
(819) 694-1225
dchaine@deloitte.ca

Martin Gagné
(450) 774-4000 ext. 316
margagne@deloitte.ca

Michel K. Landry
(418) 624-5360
milandry@deloitte.ca

Marc-André Nadeau
(450)463-8029
mnadeau@deloitte.ca

Vice President and Directors

Partners

Doug McDonald
Co-Chair
416-601-4661
dmcdonald@deloitte.ca

Michael Badham
Co-Chair 
416-601-4664
mbadham@deloitte.ca

Harold Bridge
Executive Vice-President
416-601-5722
hbridge@deloitte.ca

Jim Horvath
Executive Vice-President
416-601-5729
jhorvath@deloitte.ca

Brent Wyatt
Executive Vice-President 
416-601-6264
brwyatt@deloitte.ca

Canada
Toronto

Greg Pollard
Executive Vice-President
403-267-1796
gpollard@deloitte.ca

Jeremy Webster
Executive Vice-President 
780-421-3651
jewebster@deloitte.ca

Susan Mingie
Executive Vice-President
613-751-5295 
smingie@deloitte.ca

Peter Day
Executive Vice-President 
604-640-3123
pday@deloitte.ca

Calgary Edmonton Ottawa Vancouver



About Deloitte & Touche Corporate Finance
Deloitte & Touche Corporate Finance provides deal initiation and lead financial advisory services for private equity and venture capital firms as well as growth companies. Main service areas
include acquisitions, sales/divestiture, and corporte finance advisory. Deloitte & Touche Corporate Finance has a presence in all key global and U.S. financial centres.

Samson Bélair/Deloitte & Touche is the largest professional services firm offering assurance and advisory, tax, financial advisory services and management in Québec. Some 1600 people reg-
ularly use their expertise to serve clients from all sectors of the economy. Outside Québec, the firm operates as Deloitte & Touche with over 5,400 people in more than 44 locations across the
country. Our firm's professionals have been developing effective business solutions for Canadian and international companies for more than 150 years. We are dedicated to helping our clients
and our people excel, and have been recognized as one of the 35 best companies to work for in Canada by Report on Business magazine. Our firm is part of Deloitte Touche Tohmatsu, a
global leader in professional services with more than 92,000 people in over 130 countries. 

www.deloitte.ca

About Réseau Capital
Réseau Capital, the Québec Venture Capital Association, has more than 550 members from investment companies and professional firms. Its mission is to advance the development of the
industry and its members through training, information, networking and promotion of their interests.  By helping to create an environment conducive to equity financing of businesses, Réseau
Capital is proud to contribute to the economic growth of its members and their portfolio companies. In comparison with the major international venture capital associations, Réseau Capital is
noted for the size of its membership, the quality of its services and the investment activities of its members.  

The survey contains general information only and Deloitte & Touche is not, by means of this publication, rendering accounting, business, financial, investment, legal, tax or other professional advise or services. This survey
is not a substitute for such professional advice or services, nor should it be used as a basis for any decision or action that may affect you or your business. Past performance is not necessarily indicative of future results. In
additionne, prediction of future events is inherently subject to both known and unknown risks, uncertainties and other factors that may cause actual results to vary materially. Before making any decision or taking any action
that may affect you or your business, you should consult with a qualified professional advisor. Deloitte & Touche shall not be responsible for any loss sustained by any person or entity that relies on this publication.

© 2001 Samson Bélair/Deloitte & Touche. Samson
Bélair/Deloitte & Touche refers to Samson Bélair/Deloitte &
Touche S.E.N.C. and related entities.


