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To our Shareholders,

We are pleased to provide you with a copy of the annual management report of fund performance (the “MRFP”) which contains financial 
highlights and the audited financial statements for the fiscal year ended August 31, 2009. This document includes:

•	 Management discussion of material information about the performance of the Fund;

•	 Recent developments;

•	 Key financial statistics and performance measures;

•	 Summary of the Fund’s investment portfolio;

•	 Financial statements; and,

•	 Notes to financial statements.

Please note that you have opted-in to receive this document. To change your instructions regarding these reports at any time, please 
contact us at 1.800.461.4814 or email us at clientservices@vengrowth.com.

Financial statements are also available to view online at www.vengrowth.com or www.sedar.com.

Thank you for choosing VenGrowth.

Regards,

VenGrowth Private Equity Partners Inc.

Letter to Shareholders

The VenGrowth II Investment Fund Inc.



Annual Management Report of Fund Performance 	 1

Financial Highlights 	 4

Past Performance	  5

Summary of Investment Portfolio	 5

Auditors’ Report	 6

Statements of Net Assets 	 7

Statements of Operations 	 8

Statements of Changes in Net Assets 	 9

Statements of Cash Flows 	 9

Statement of Investment Portfolio 	 10

Notes to Financial Statements 	 14

TABLE OF CONTENTS

The VenGrowth II Investment Fund Inc.



The VenGrowth II Investment Fund Inc. ~ 1

Investment Objectives and Strategies
The primary investment objective of the Fund is to invest in  
small and medium sized eligible businesses with the objective of 
achieving long-term capital appreciation. The Fund’s strategy for 
meeting its investment objectives has been to invest in globally  
competitive small and medium sized businesses with proven  
and experienced management and strong track records. The  
Fund focuses on broadly diversified, predominately later-stage 
companies and has had a dominant focus on technology firms. 
The Fund has also invested in other industries as opportunities 
presented themselves. The Fund has diversified its portfolio both 
within and outside the technology space by investing in businesses  
which are either in or serve a variety of industries to ensure that 
investment returns are less dependent upon business cycles in 
particular industries.

The Fund was closed to new fund raising in November of 2004 
and, as such, does not anticipate investing in new companies. 
The Fund suspended redemptions on December 9, 2008 and 
moved to a periodic distribution model. The current primary  
objective and focus of management is on maximizing the  
profitability of the existing portfolio companies and assisting the 
Fund toward successful exits. To that end, the Fund will continue 
to provide follow on funding to existing portfolio companies in 
order to finance operations. The Fund endeavors to be an active 
equity partner that works closely with entrepreneurs in order to 
enhance shareholder value.  

Risk
The continuing global economic recession and tight credit  
markets may have an impact to portfolio companies which would 
affect the Fund’s overall risk. The current economic environment 
has also impacted the Fund’s ability to exit portfolio investments, 
impacting the Fund’s Liquidity Risk. See below for a summary:

Liquidity Risk – As a result of the current state of economic  
conditions, and the impact it has had on the Fund’s ability to  
exit investments, the Board of Directors of the Fund halted 
redemptions and adopted a periodic distribution policy, effective 
December 9, 2008. Investors will now receive funds through a 
periodic distribution of available proceeds from the disposition of

portfolio companies, rather than through weekly redemptions. To  
date, the Fund has not made any distributions. The Fund anticipates  
making a distribution before the end of 2009. For greater detail 
on the periodic distribution please see “Recent Developments”.

Portfolio Risk – Additional risk of investment in the Fund  
include the relatively large portion of private companies, industry 
concentration, and limited number of investments within the  
portfolio. The Fund had investments in 25 portfolio companies 
as at August 31, 2009 with no company having a market value 
greater than 10% of the Net Assets of the Fund.         

The Fund is suited to investors with a high tolerance for risk and 
a long-term investment horizon.

Results of Operations
Investment Activity

The Fund ended the year with investments valued at $201 million 
in 25 companies. The Net Assets of the Fund is comprised of: 9% 
in cash, marketable securities and other net assets; 11% in public 
company investments; and 80% in private company investments.   
The fair value (“FV”) of the venture investment portfolio was 
diversified across several sectors: 52% Communications, 17% 
Life Sciences, 14% Software, 12% Traditional Industries, and 5% 
Semiconductors & Components.      

Over the course of the year, the Fund completed follow-on  
investments in 9 existing portfolio companies for an aggregate  
of $23 million.

The Fund started the year with venture investments having a  
FV of $271 million and a cost of $287 million and ended the year 
with venture investments at a FV of $201 million and a cost of 
$260 million. The $70 million decrease in the FV of the venture 
investments is attributable to dispositions of investments with 
a FV of $59 million (which had a cost of $50 million), and a 
decrease in the FV of existing portfolio companies of $34 million, 
and an offset of $23 million in follow-on investments made during 
the year. Venture investments exited during the year generated 
cash proceeds of $47 million.  

The Fund incurred brokerage commissions on investment  
transactions for the year ended August 31, 2009 of $5 thousand.   

This annual management report of fund performance contains financial highlights and the complete annual 
financial statements of The VenGrowth II Investment Fund Inc. (the “Fund”). You may contact the Fund by 
calling our toll free number 1.800.461.4814, by writing us at 105 Adelaide Street West, Suite 1000, Toronto, 
Ontario, M5H 1P9 or by email at clientservices@vengrowth.com in order to request a copy of the Fund’s proxy 
voting policies and procedures, or proxy voting disclosure record. Further information can be obtained by  
visiting our website at www.vengrowth.com or SEDAR at www.sedar.com.
 
MANAGEMENT DISCUSSION OF FUND PERFORMANCE

Annual Management Report of Fund Performance 

for the year ended August 31, 2009
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Investment Performance

During the year, the Fund’s Net Assets per share for Class A 
Shares on a pricing basis decreased 20.5%. This decrease was 
due to a decline in the carrying value of the private companies 
within the venture investment portfolio over the year. The public 
company holdings were up very slightly at 1.2%, while the private 
company portion of the venture portfolio declined 18.2%. Of the 
decline in private company valuations, 91% of the decrease was 
attributable to four of the 25 private companies. A decision was 
made to discontinue funding for one company and to liquidate 
its assets. Economic conditions and other factors have impacted 
the operating performance of the three other portfolio companies, 
resulting in lower carrying values.
There were no significant changes to the Fund’s expenses during 
the year. The Fund’s management expense ratio (the “MER”) 
rose slightly to 4.87% from 4.78% (August 31, 2008).

Recent Developments
The Fund ceased redemptions and moved to a periodic distribution  
policy for all shareholders effective December 9, 2008. As a result  
of this change, shareholders are no longer able to redeem their 
investments on a weekly basis, but instead will receive returns from  
their investments in the form of periodic payments from the Fund. 
The Board of Directors for the Fund will determine the surplus cash  
available, if any, to be distributed to shareholders subsequent to the  
end of each fiscal year, starting August 31, 2009. Any distribution 
will be paid on a pro-rata basis after the completion of the annual 
audit. The amount and timing of distributions will be overseen by  
independent members of the Board of Directors for the Fund, and  
could occur more than once a year if warranted. The Fund anticipates  
making a distribution in December 2009. The Fund’s objective is 
to have a significant amount of the Fund’s value distributed within 
three years, with the larger distributions in the second and third 
years, pending an extension of the approval from the regulators.   
The Fund expects to continue to make distributions to  
shareholders until the Fund is eventually wound down and all  
the proceeds available from exits are returned to shareholders. 
The decision to move to pro-rata distributions was made in order 
to protect shareholder value at what has proved to be a very 
challenging economic time. The Fund believes the move is in the 
best interest of all shareholders. As the Fund winds down, this 
measure will help the Fund avoid liquidity problems and return 
surplus cash equitably to all shareholders. As well, the move  
allows the Fund to sell promising investments in a timeframe  
the Manager believes will optimize the value received.
To better understand contributing factors to this situation, some 
background context on venture capital investing is warranted. 
The Fund invested in innovative, early-stage Canadian companies.  
In almost all cases, the companies were private, meaning there 
is no liquid market for their shares. The Fund provided capital 
and management guidance with a view to grow these companies 

into larger, global leaders in their respective fields. Once these 
companies have matured, the Fund seeks to “exit” them in order 
to generate cash for the Fund. The timeframe to invest in a  
company, and mature it to a point where it is sufficiently large to 
begin contemplating an exit event normally takes several years.  
There are two main ways to exit a mature investment. The first 
is to take the company public on a stock exchange (referred to 
as an initial public offering or “IPO”). Typically, after a portfolio 
company has gone public, there is a ready-made market where 
the Fund can sell its shares. The second approach is to sell the 
company to a large strategic industry player (typically referred to 
as a merger and acquisition transaction or “M&A”). 
The ability to exit smaller private companies is very much  
influenced by the health of the overall stock market. During  
times of stock market volatility, there is little investor appetite to 
purchase shares in IPOs of smaller companies, as investors  
typically retreat to guaranteed investments and the perceived 
safety of larger capitalized stocks. Similarly, during times of  
volatility, larger companies tend to put acquisitions temporarily  
on hold to preserve cash.
As it appears that a global financial crisis has been averted,  
public stock markets have recouped at least a portion of their  
dramatic losses. However, concerns remain over the strength of the  
economic recovery, particularly in the US – Canada’s largest trading  
partner. At the end of September 2009, the US unemployment 
hit a 26-year high of 9.8%. And although the pace of monthly job 
losses is slowing, there are no indications yet that businesses are 
about to staff up. As a result, consumer spending, which makes 
up 70% of the US economy, is expected to remain soft.  
Both Canada and the US have recently shown mixed economic data,  
contributing to uncertainty about the strength and speed of a recovery.  
A more bullish sentiment amongst investors and corporations alike is  
required before stronger exit markets will prevail for private companies.
The recession that has characterized much of the last 24 months 
has had a profound impact on the ability of the Fund to sell  
promising investments. Since December 2007, not a single  
Canadian technology company has been able to complete an IPO.  
Merger and acquisition activity involving Canadian technology 
companies plunged 80% in 2008. Excluding the creditor-mandated  
sale of various Nortel business units, year-to-date merger and 
acquisition activity has decreased a further 23%.
The exit market for technology companies has been relatively 
weak since the severe market correction in the year 2000. Since 
then, despite that downturn, the Fund has successfully generated 
over $288 million of cash by taking several portfolio companies 
public, and selling others to larger strategic industry players. The 
Fund has mature portfolio holdings, ready to be liquidated when 
exit market conditions improve. When the markets dramatically 
dropped in the Fall of 2008, the Fund was in discussions to sell 
select portfolio holdings. Unfortunately, these discussions were 
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Management Report of Fund Performance (continued)

put on hold as prospective purchasers focused their intentions on 
managing through a recession. The Manager believes that as the 
global economy and financial markets continue to improve, this 
will translate into increased opportunities to exit portfolio holdings. 
The Fund’s objective is to achieve optimal exit values for the 
portfolio of private companies. This means balancing the desire to 
maximize the speed and size of early distributions to shareholders,  
while ensuring that fair value for investments is obtained in the 
context of the market. The Fund will also explore any other  
opportunities that might either accelerate the return of capital  
to shareholders, or provide alternative liquidity options.
Despite the difficult conditions experienced to date, many portfolio 
companies have been able to demonstrate significant progress 
including the following:
BelAir Networks Inc. (“BelAir”) builds the infrastructure for  
wireless Internet access. The company has deployed hundreds  
of its networks worldwide. It has been declared by Dell’Oro Group 
as the number one company by market share worldwide in service 
provider WLA /Wi-Fi mesh, according to the recently released 
Dell’Oro Group Wireless LAN quarterly report. The growing 
number of dual mode smartphones, such as the iPhoneTM, and 
other Wi-Fi enabled devices has driven demand for Wi-Fi access 
in high-traffic areas. Working with cable and cellular operators to 
address this demand has helped BelAir Networks achieve eight 
consecutive quarters of market share growth and leadership. 
BelAir saw its revenues grow 60% between 2006 and 2009.
SiGe Semiconductor Inc. (“SiGe”) produces radio chips that enable  
wireless connections, which are found in most of the world’s fastest  
growing consumer electronics such as leading laptops, cell phones, and  
game consoles. SiGe products are designed specifically for these 
applications, providing the un-equaled performance that is necessary  
for high-quality, user-focused applications on the go. The company  
has shipped more than 375 million semiconductor chips to leading  
consumer device manufacturers such as Apple Inc., Cisco Systems  
Inc., Dell Inc., Nintendo Co. Ltd and Samsung Electronics Co. Ltd.     
Opalis Software Inc. (“Opalis”) builds information technology (“IT”)  
process automation software for some of the largest customers in 
the world. By automating IT processes, Opalis helps its customers  
manage costs better and improve productivity. Since investing 
in the company six years ago, revenues have increased almost 
10-fold. Opalis is recognized by Gartner Group, an independent 
technology research firm, as one of the leaders in its space. 
The economic slowdown proved to be much deeper and protracted  
than most analysts had predicted, affecting virtually all industry 
sectors and geographies. Though we have seen financial markets 
recover somewhat, and the economic environment has stabilized 
to a degree, there are lasting consequences that are affecting the 
availability of credit and other sources of capital to businesses.  
The severity of the impact on the future operating results of portfolio  
companies remains to be seen.

The Fund is working closely with the management teams of portfolio  
companies to ensure that they are managing their businesses 
prudently in these uncertain economic times. At the same time, 
the Fund will continue to aggressively and diligently pursue exit  
opportunities for portfolio investments and alternative opportunities  
in order to optimize distributions or to provide shareholder liquidity.

Adoption of New Accounting Standards
Section 3862, Financial Instruments – Disclosures (“Section 3862”),  
and Section 3863, Financial Instruments – Presentation (“Section 
3863”) have replaced Section 3861, Financial Instruments –  
Disclosure and Presentation (“Section 3861”). Section 3862 
requires additional disclosure by the Fund pertaining to the nature 
and extent of risks arising from financial instruments to which the 
Fund is exposed and how the Fund manages those risks. Section 
3863 carries forward unchanged the presentation requirements of  
Section 3861 with respect to financial instruments. Both Section  
3862 and Section 3863 apply to interim and annual financial  
statements of the Fund for the fiscal year that began September 1,  
2008. Refer to note 9 of the financial statements for further details 
regarding risk management.    

Future Accounting Change
The Canadian Accounting Standards Board has confirmed 
January 1, 2011 as the date International Financial Reporting 
Standards (“IFRS”) will replace GAAP for publicly accountable 
enterprises, which include investment funds and other reporting 
issuers. Accordingly, the Fund will adopt IFRS for its fiscal period 
beginning September 1, 2011.  
The key elements of the Manager’s transition to IFRS includes the 
disclosure of the qualitative impact in the 2009 annual financial 
statements, and will include the disclosures of the quantitative  
impact, if any, in the 2010 financial statements and the preparation  
of the 2011 financial statements in accordance with IFRS. The 
Manager cannot determine that there will be no impact to the net 
asset value per share as a result of the changeover to IFRS. The 
Manager currently anticipates the impact of the application of 
IFRS on venture funds’ and the Fund’s accounting policies and 
implementation decisions will be primarily in the areas of additional  
note disclosures in the financial statements.

Related Party Transactions
VenGrowth II Capital Management Inc. (the “Manager”) is the 
Manager and Administrator of the Fund. The Manager’s fees 
are primarily based on a percentage of Pricing Net Assets with a 
portion based on cost. Of a total Fund MER of 4.87% for the year 
ended August 31, 2009, 3.46% was paid to the Manager, or to  
affiliates of the Manager. The Manager may also earn an incentive  
participation amount (the “IPA”) based on the realized gains and 
cumulative performance of the Fund, although none has been 
earned or paid in the current year.
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Management Report of Fund Performance (continued)

FINANCIAL HIGHLIGHTS

The following tables show selected key financial information about the Fund and are intended to help you understand the Fund’s  
financial performance for the past five years. The Fund commenced operations on January 10, 2000. This information is derived from 
the Fund’s audited annual financial statements.

The Fund’s Net Assets per Share

	 		  August 31,	A ugust 31,	A ugust 31, 	A ugust 31,	A ugust 31,
Class A (1)		  2009	 2008	 2007 	 2006	 2005 

Net Assets per share, beginning of period (2) (3)			   $	 5.64	 $	 7.27	 $	 7.54	 $	 7.97	 $	 8.27

Increase/(decrease) from operations 
Total revenue 				    0.07		  0.18		  0.20 		  0.12		  0.15
Total expense 				    (0.22)		  (0.28)		  (0.33)		  (0.34)		  (0.35)
Realized gain/(loss) for the period				    (0.06)  		  (0.98)		  0.14 		  (0.90)		  (0.08)
Unrealized gain/(loss) for the period 				    (0.86)		  (0.52)		  (0.23)		  0.73		  0.35 

Total increase/(decrease) from operations (2) 			   $	 (1.07) 	 $	 (1.60)	 $	 (0.22)	 $	 (0.39)	 $	 0.07  

Other:
Amortizations/recoveries/trailer fees (2) (4) 	 			   (0.03)		  (0.03)		  (0.04)		  (0.04)		  (0.37)

Net Assets per share (2)			   $	 4.54	 $	 5.64	 $	 7.28	 $	 7.54	 $	 7.97  
(1)	 This information is provided as at August 31 of the years shown. 
(2)	 Net Assets per share is based on the actual number of Class A Shares outstanding at the relevant time. The increase/(decrease) from operations is		 based on a 		
	 weighted average number of Class A Shares outstanding over the financial period.  
(3)	 On September 1, 2007 the Fund adopted Section 3855 on a retroactive basis without the restatement of prior periods. Accordingly, the beginning balance of 			 
	 Net Assets per share for fiscal 2008 has been adjusted and may not equal the closing Net Assets per share of August 31, 2007.
(4)	 On September 1, 2004 the Fund wrote off its remaining deferred sales commission balance in accordance with GAAP.
* 	 The Fund made no distributions.

Ratios and Supplemental Data

	 		  August 31,	A ugust 31,	A ugust 31, 	A ugust 31,	A ugust 31,	
Class A (1)		  2009	 2008	 2007 	 2006	 2005	

Net Assets (000’s) 			   $	 222,575	 $	 285,941	 $	 418,570	 $	 438,970	 $	 469,086
Number of Class A shares outstanding 		  49,012,137	 50,691,233	 57,518,445	 58,190,376 	 58,861,775	

Total MER (2) (4) (5)			   	 4.87%		  4.78%  		  4.79%		  4.82%  		  4.74%	

Trading expense ratio (6)				    0.00%		  0.00%	 	 –		  –		  –	
Closing Net Assets per share (1) (3)			   $	 4.54	 $	 5.64 	 $	 7.28	 $	 7.54	 $	 7.97
Closing Pricing Net Assets per share (1) (3)			   $	 4.57	 $	 5.72 	 $	 7.40	 $	 7.73	 $	 8.23   
(1)	 This information is provided as at August 31 of the years shown. 
(2)	 MER is based on total expenses for the stated period (excluding commissions and other portfolio transaction costs) and is expressed as an annualized  
	 percentage of average net assets during the period.  
(3)	 The difference between Net Assets per share and Pricing Net Assets per share is the market value bid price adjustment in accordance with CICA Section 3855 		
	 adopted since September 1, 2007 and the inclusion of deferred sales commission amounts allowed by the Ontario Securities Commission (“OSC”) in the Pricing 	
	 Net Assets per share. See Note 8 in the Notes to Financial Statements for additional information.
(4)	 When the Manager receives fees from investee companies, it reduces the management fee to the Fund in an equivalent amount so that the Fund receives the 			
	 benefit of those fees. This results in the Fund paying less than the contracted management fee for the period.
(5)	 The year 2005 has been restated to include trailer fee amounts. 
(6)	 The trading expense ratio represents total commission and other portfolio transaction costs expressed as an annualized percentage of the average net assets  
	 during the period. A trading expense ratio of 0.00% may mean that expenses were incurred but too small to reflect a percentage of average net assets. The 			
	 trading expense ratio is only provided starting in 2008.

*	 Portfolio turnover information has not been provided as venture funds invest in private companies which, on average, are held for four to six years.
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Management Report of Fund Performance (continued)

MANAGEMENT FEES

The Fund has entered into certain agreements for the provision of  
management and administrative services. A detailed description 
of the fees and related services provided is contained in the Note 
3 to the annual financial statements.  

PAST PERFORMANCE

Mutual fund returns are not guaranteed, their values change  
frequently and past performance may not be repeated nor can  
it be used as an indicator of future performance. The returns  
presented do not take into account any early redemption fees 
that would have reduced returns. 

Year-by-Year Returns

The chart below reflects the Fund’s annual performance since 
inception to August 31, 2009 for Class A Shares. The chart  
illustrates how the Fund’s performance has changed from year 
to year. The chart shows in percentage terms how an investment 
made on September 1 in the previous year would have increased 
or decreased by August 31 of the following year.  

Annual Compound Returns

The following table shows the Fund’s annual compound returns 
for one year, three year, five year and since inception as  
compared to its benchmarks Globe Retail Venture Capital Peer 
Index and NASDAQ Composite as at August 31, 2009:

Percentage 	 1	 3	 5	 Since
Return	 Year	 Year	 Year	 Inception

Class A	 (20.45)	 (16.19)	 (11.26)	 (7.85)
Globe Retail Venture  
Capital Peer Index	 (15.67)	 (6.56)	 (4.52)	 1.30
NASDAQ  
Composite ($ CDN)	 (12.42)	 (3.03)	 (1.86)	 9.88

The Globe Labour Sponsored Peer Index’s name changed to the Globe Retail 
Venture Capital Peer Index.

The Fund performed worse than its benchmark. The Fund  
has a large sector concentration in the communications area.  
The recession has been particularly difficult on earlier-stage  
communications companies. 

Globe Retail Venture Capital Peer Index is an equally weighted 
average of mutual funds within the stated asset class.  

NASDAQ Composite Principal ($CDN) is an index of over 3,000 
OTC issues with an aggregate market value of approximately 
$500 billion. 

SUMMARY OF INVESTMENT PORTFOLIO

	 Fair Value	 % of
Venture Investment Sectors	 (000’s)	 Net Assets

Communications	 $	 104,387 	 47%
Life Sciences		  34,939 	 16%
Software		  27,129	 12%
Traditional Industries		  23,804 	 11%
Semiconductor & Components		  10,965 	 5%
Total Venture	 $	 201,224 	 91%
Bonds		  10,298	 5%
Short-term Investments		  6,881 	 2%
Other Net Assets		  2,791	 1%
Cash & Cash Equivalents		  1,381 	 1%

Net Assets as at August 31, 2009	 $	  222,575 	 100%

TOP 25 VENTURE INVESTMENT HOLDINGS

Please refer to the Statement of Investment Portfolio contained  
in the attached Financial Statements for a detailed listing of all 
holdings of the Fund, page 11.
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Auditors’ report TO THE SHAREHOLDERS

We have audited the statements of net assets of The VenGrowth II Investment Fund Inc. (the “Fund”) as at August 31, 2009 and 
2008, the statement of investment portfolio as at August 31, 2009 and the statements of operations, changes in net assets and cash 
flows for the years ended August 31, 2009 and 2008. These financial statements are the responsibility of the Fund’s management.  
Our responsibility is to express an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we plan 
and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit  
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall 
financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the net assets of the Fund as at August 31, 2009 and 
2008, its investments as at August 31, 2009 and the results of its operations, the changes in its net assets and its cash flows for the 
years ended August 31, 2009 and 2008 in accordance with Canadian generally accepted accounting principles.

Chartered Accountants, Licensed Public Accountants

Toronto, Canada	  
September 25, 2009
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THE VENGROWTH II INVESTMENT FUND INC.

StatementS of OPERATIONS 	
	For the years ended August 31	 	

(in thousands of dollars, except per share amounts)	 2009	 2008

Investment Income		
Interest from venture investments	 $	 3,242	 $	 4,712 
Interest from marketable securities		  349		  2,075   
Dividends from venture investments		  –		  2,927       

			      3,591		  9,714    

Expenses
Management fee 		  4,650		  6,574 
Administration fee		   2,500		  3,567 
Distribution and marketing 		  1,544		  2,224
Office and other	  	 1,333		  1,545 
Goods and services tax	  	 519		  745
Audit fees	  	 103		  140
Shareholders’ communication		  90		  101 
Legal fees		  61		  55
Directors’ fees		  31		  29
Capital tax		  23		  –
Custodial fees		   21		  18
Transaction costs	  	 8 		  12   

		   	     10,883		  15,010    

Net investment loss for the year	  	 (7,292)		  (5,296)
Realized loss on disposition of investments		  (2,978)	 	 (53,799)
Change in unrealized depreciation of investments		  (42,594)		  (28,289)

Total results of operations	 $	 (52,864)	 $	 (87,384)

Per Class A Shares
(based on weighted average number of shares outstanding)		

Total results of operations per share	 $	  (1.07)	 $	 (1.60)  

See accompanying notes to financial statements.
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THE VENGROWTH II INVESTMENT FUND INC.

StatementS of CHANGES IN NET ASSETS 	
	 	For the years ended August 31	 	

(in thousands of dollars)	 2009	 2008

Net assets, beginning of year	 $	  285,941	 $	 418,152  

Changes during the year:		
      	Total results of operations		    (52,864)		  (87,384)  
Capital transactions:		
	 Amount paid for Class A shares redeemed		   (9,245)		  (43,132)
	 Share issue costs, net of recoveries		  (1,257)		  (1,695)

Total change for the year		   (63,366)	 	 (132,211) 

Net assets, end of year	 $	  222,575	 $	 285,941 

Realized Loss on Disposition of Venture Investments			 
	 Venture investments at cost, beginning of year	 $ 	  286,761	 $	 323,935   
	 Venture investments purchased during the year		    22,554		  48,700 

			      309,315		  372,635  
Venture investments at cost, end of year		     259,535		  286,761   

Cost of venture investment dispositions		     49,780		  85,874  
Proceeds from disposition of venture investments		   46,656		  31,557    

Realized loss on disposition of venture investments	 $	 (3,124)	 $	 (54,317)

StatementS of CASH FLOWS 	
	 	For the years ended August 31	 	

(in thousands of dollars)	 2009	 2008

Cash Flows from Operating Activities				  
Net investment loss for the year	 $	 (7,292)	 $	 (5,296)
Venture investments purchased		  (22,554)		  (48,700)
Proceeds from disposition of venture investments		   46,656		  31,557  
Change in marketable securities, net of unrealized appreciation/(depreciation)		  (4,187)		  56,314
Change in non-cash operating working capital		  (876)		  3,682

Cash flows from operating activities		  11,747		  37,557

Cash Flows from Financing Activities			 
Class A shares redeemed	  	 (9,245)	 	 (43,132)
Share issue costs, net of recoveries		  (1,257)		  (1,695)

Cash flows from financing activities		    (10,502)		  (44,827)   

Increase/(decrease) in cash and cash equivalents		    1,245		  (7,270)

Cash and cash equivalents, beginning of year		     136		  7,406    

Cash and cash equivalents, end of year	 $	 1,381	 $	 136 

See accompanying notes to financial statements.
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THE VENGROWTH II INVESTMENT FUND INC.

Statement of INVESTMENT PORTFOLIO	
	As at August 31, 2009	 	

(in thousands, except security amounts and interest rates)	

Marketable Securities					   
Issuer	 Interest rate	 Maturity date		A  mount	

Short-term interest bearing investments (cost plus accrued interest)					   

Bank of Montreal	 0.40%	 October 5, 2009	 $	 510
Bank of Nova Scotia	 0.27%	 October 5, 2009		  980
Canadian Master Trust	 0.57%	 November 26, 2009		  499 
Canadian Imperial Bank of Commerce	 0.40%	 September 30, 2009		  1,000
Diversified Trust	 0.71%	 January 25, 2010		  498 
Government of Canada	 0.23%	 November 12, 2009		  360
Government of Canada	 0.31%	 December 24, 2009		  100 
Government of Canada	 0.17%	 September 17, 2009		  550
Government of Canada	 0.13%	 October 15, 2009		  130 
Government of Canada	 0.19%	 October 29, 2009		  100
Government of Canada	 0.23%	 November 12, 2009		  454 
Ridge Trust	 0.55%	 October 5, 2009		  600
Stars Trust	 0.91%	 September 4, 2009		  400 
Summit Trust	 0.61%	 September 15, 2009		  700 

 					     6,881   

Bonds (cost plus accrued interest)			   		

Canada Mortgage and Housing Corporation	 4.00%	 December 1, 2009		  251
Canada Mortgage and Housing Corporation	 5.50%	 June 1, 2012		  4,602
Canada Housing Trust No. 1	 4.65%	 September 15, 2009		  5,383

					     10,236    
Unrealized appreciation of bonds				    62   

					     10,298    

Total marketable securities at market value (8%)			   $	 17,179  

See accompanying notes to financial statements.
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THE VENGROWTH II INVESTMENT FUND INC.

Statement of INVESTMENT PORTFOLIO (continued)	
	As at August 31, 2009	 	

(in thousands, except security amounts and interest rates)	

Venture Investments					   
Investee	 Security		   	A mount 

AppZero Corp. 		  Debenture		  $	 2,781
		  4,080,000	 Class A Preferred Shares		  4,080
		  1,920,000	 Class B Preferred Shares		  1,920
		  1,590,597	 Common Shares		  –

BelAir Networks Inc.	 8,340,425	 Class A Preferred Shares	  	 6,146
		  4,812,556	 Class B Preferred Shares		  5,206
		  1,385,185	 Class C Preferred Shares		  1,507
		  1,522,477	 Class D Preferred Shares		  1,974
		  1,773,215	 Class E Preferred Shares		  1,481
		  17,897,291	 Common Shares		  –
		  205,949	 Warrants			   –

Bridgewater Systems Corporation	 1,818,182	 Common Shares		  10,000

BTI Photonics Systems Inc. 		  Debenture			   630
		  3,145,480	 Class B Preferred Shares		  8,113
		  2,090,875	 Class C Preferred Shares		  2,709
		  2,064,353	 Class D-1 Preferred Shares		  1,558
		  2,554,754	 Class D-2 Preferred Shares		  3,428

CiF Lab Casework Solutions Inc.		  Debenture			   1,978
		  53,743	 Common Shares		  –

Espial Group Inc. 	 1,894,414	 Common Shares		  12,676

Futurecom Systems Group Inc.		  Debenture			   6,900
		  69	 Special Preferred Shares		  –

JoWood Productions Software AG	 329,126	 Common Shares		  16,925

Kleer Semiconductor Corp. 	 4,100,000	 Series A Preferred Shares		  4,273
		  5,426,138	 Series B Preferred Shares		  6,330
		  4,100,000	 Series A Special Voting Shares		  –
		  5,426,138	 Series B Special Voting Shares		  –

Liquid Computing Corporation 	 986,139,514	 Class A Preferred Shares		  3,128
		  993,625,965	 Class B Preferred Shares		  3,070
		  52,346,477	 Common Shares		  11,443
 		  2,032,111,956	 Special Voting Shares		  – 

Mobile Computing Corp. Inc. 		  Debenture			   719
			   Note			   9,174
		  1,518,722	 Common Shares		  –
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THE VENGROWTH II INVESTMENT FUND INC.

Statement of INVESTMENT PORTFOLIO (continued)	
	As at August 31, 2009	 	

(in thousands, except security amounts and interest rates)	

Venture Investments					   
Investee	 Security		   	A mount 

Nakina Systems Inc.	 10,909,081	 Class A Preferred Shares	 $	 6,208
		  7,601,555	 Class B Preferred Shares		  3,281
		  37,799,883	 Class C Preferred Shares		  6,234
		  6,058,309	 Class A Common Shares		  –

Neterion Inc.	 4,000,000	 Class A Exchangeable Shares		  9,474
		  2,256,536	 Class B Exchangeable Shares		  5,526
		  758,474	 Class C Exchangeable Shares		  2,178
		  376,081	 Class E Exchangeable Shares		  1,317
		  7,015,010	 Special Voting Shares		  –

Nexient Learning Inc. 		  Debenture			   270
		  493,805	 Class B Preferred Shares		  59
		  479,245	 Common Shares		  46
		  13,091	 Options			   –
		  294,546	 Warrants			   –
	 Nexient Learning Canada Inc. 		  Debenture			   1,361

Opalis Software Inc.	 3,600,000	 Class B Preferred Shares		  3,600
		  12,191,586	 Class C Preferred Shares		  3,289
		  213,330	 Options			   –

Novus Energy Inc.	 9,507	 Common Shares		  68

Sandvine Corporation 	 4,550,690	 Common Shares		  2,866

SiGe Semiconductor Inc. 	 1,330,944	 Class A-1 Preferred Shares		  1,520
		  5,001,148	 Common Shares		  17,019

TenXC Wireless Inc.	 33,632,931	 Series A Preferred Shares		  11,745
		  17,069,113	 Series B Preferred Shares		  2,973
		  50,702,042	 Special Voting Shares		  –
	 TenXC Wireless (Delaware) Inc.	 1		 Class A-1C Special Voting Shares		  –
		  1	 Class A-3C Special Voting Shares		  –

Truition Inc.		  Debenture			   448
		  7,034,033	 Class A Preferred Shares		  4,683
		  448,412	 Class B Preferred Shares		  –
		  1,009,859	 Common Shares		  298

VG Mezzanine I Limited Partnership	 12,643	 Limited Partnership Units		  10,970

Visual Sonics Inc.	 5,305,052	 Class E Special Shares		  8,227
		  451,409	 Warrants	 		  –

Waljon Industries Ltd.		  Debenture			   1,944
		  23,982	 Common Shares		  –
		  15,200	 Warrants			   –
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THE VENGROWTH II INVESTMENT FUND INC.

Statement of INVESTMENT PORTFOLIO (continued)	
	As at August 31, 2009	 	

(in thousands, except security amounts, interest rates and number of companies)	

Venture Investments					   
Investee	 Security		   	A mount 

Xceed Molecular Corporation 		  Debenture		  $	 7,770
		  10,288,898	 Class A Preferred Shares		  12,706
		  11,859,790	 Class A-2 Preferred Shares		  4,258
		  750,000	 Warrants			   –

Xtera Communications Inc.	 600,514	 Common Shares		  1,048
		  632,120	 Warrants			   –

Total venture investments, at cost				    $	 259,535   
Net unrealized depreciation of venture investments					       (58,311)  

Venture investments at fair value (91%)					     201,224   

Total investments					      218,403  
Other net assets (1%)					       4,172 

Net assets representing shareholder’s equity (100%)				    $	  222,575  

Venture debt instruments have maturity dates to May 16, 2011 and coupon rates up to 20%.

Venture Portfolio					   
		  Number of				    Fair 	 % of	 % of
Sectors 	 Companies		  Cost		  Value	 Cost	 Fair Value

Communications	 12	 $	 142,712	 $	 104,387	 55	 52
Traditional Industries	 6		  33,621		  23,804	 13	 12
Software	 3		  21,099		  27,129	 8	 14
Life Sciences	 2		  32,962		  34,939	 13	 17
Semiconductor and Components	 2		  29,141		  10,965	 11	 5

Totals	 25	 $	 259,535	 $	 201,224	 100	 100

				  

Venture Portfolio						   
		  Number of				    Fair 	 % of	 % of
Investment Stage	 Companies		  Cost		  Value	 Cost	 Fair Value

Early	 4	 $	 51,742	 $	 34,641	 20	 17
Later	 21	 $	 207,793	 $	 166,583	 80	 83

Totals	 25	 $	 259,535	 $	 201,224	 100	 100

See accompanying notes to financial statements.	
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(in thousands of dollars, except share and per share amounts) 

GENERAL

The VenGrowth II Investment Fund Inc. (the “Fund”) was incorporated under the Canada Business Corporations Act on October 18, 
1999, and is registered as a labour-sponsored venture capital corporation under the Income Tax Act (Canada) (the “Tax Act”) and as 
a labour-sponsored investment fund corporation under the Community Small Business Investment Funds Act, (Ontario), (the “Ontario 
Act”). The Fund commenced operations on January 10, 2000.

The Tax Act and Ontario Act require the Fund to comply with investment restrictions as to eligible investments and reserves that may  
be held by the Fund. Failure to comply with these restrictions may result in penalties and taxes to the Fund.   

VenGrowth II Capital Management Inc. is the Manager (the “Manager”) and the Administrator (the “Administrator”) of the Fund. The  
Association of Canadian Financial Officers is the Sponsor of the Fund (the “Sponsor”).  

As a result of the termination of the administration contract with Mackenzie Financial Corporation (“MFC”) in 2005, the Fund incurred 
an administration liability, payable over time. The estimated fair value of the administration liability is $1,094 (August 31, 2008, $1,242).  
Under the terms of the contract with the Manager, the Manager has indemnified the Fund with respect to the administration liability due 
to MFC. The administration liability and the administration indemnity are presented separately on the statement of net assets and are 
netted in the statement of operations. The assumptions underlying the estimated fair value are based on future net asset values and 
number of shares outstanding and will fluctuate over time. The estimated fair value will be recalculated each reporting year.

1.	 SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared by management in accordance with Canadian Generally Accepted Accounting  
Principles (“GAAP”). The significant accounting policies are as follows:

a)	A doption of New Accounting Standards

Section 3862, Financial Instruments – Disclosures (“Section 3862”), and Section 3863, Financial Instruments – Presentation (“Section 
3863”) have replaced Section 3861, Financial Instruments – Disclosure and Presentation (“Section 3861”). Section 3862 requires  
additional disclosure by the Fund pertaining to the nature and extent of risks arising from financial instruments to which the Fund is  
exposed and how the Fund manages those risks. Section 3863 carries forward unchanged the presentation requirements of Section 
3861 with respect to financial instruments. Both Section 3862 and Section 3863 apply to interim and annual financial statements of the 
Fund beginning for the fiscal year commencing September 1, 2008. Refer to note 9 for further details regarding risk management.    

b) 	 Future Accounting Change

The Canadian Accounting Standards Board has confirmed January 1, 2011 as the date International Financial Reporting Standards 
(“IFRS”) will replace GAAP for publicly accountable enterprises, which include investment funds and other reporting issuers.  
Accordingly, the Fund will adopt IFRS for its fiscal period beginning September 1, 2011.  

The key elements of the Manager’s transition to IFRS includes the disclosure of the qualitative impact in the 2009 annual financial 
statements, and will include the disclosures of the quantitative impact, if any, in the 2010 financial statements and the preparation of the 
2011 financial statements in accordance with IFRS. The Manager cannot determine that there will be no impact to the net asset value 
per share as a result of the changeover to IFRS. The Manager currently anticipates the impact of the application of IFRS on venture 
funds’ and the Fund’s accounting policies and implementation decisions will be primarily in the areas of additional note disclosures in 
the financial statements. 

c) 	 Investments

Investments are deemed categorized as held-for-trading and therefore recorded at fair value as follows:  

Investments listed upon a recognized public stock exchange are valued at their bid prices on the valuation date. If no bid price can  
be ascertained or if the securities are not quoted on an exchange, they will be valued at fair value based on management’s best  
estimate. The difference between market value and average cost is shown as unrealized appreciation (depreciation) of investments  
and foreign currency commitments. Average cost is used to determine the gain or loss on investments sold. The average cost excludes  
transaction costs.

Notes to Financial Statements   Year ended August 31, 2009 and 2008
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(in thousands of dollars, except share and per share amounts) 

1.	 SIGNIFICANT ACCOUNTING POLICIES (continued) 

d) 	 Cash and Cash Equivalents
Cash and cash equivalents are comprised of cash on deposit and short-term debt instruments with terms to maturity of less than  
90 days at acquisition. Cash and cash equivalents are deemed to be held for trading and, therefore, carried at fair value, which  
approximates their carrying amount. 

e) 	 Transaction Costs
Transaction costs, such as brokerage commissions and other portfolio transaction costs, are included in Transaction costs in the  
Statement of Operations. Transaction costs are incremental costs that are directly attributable to the acquisition, issue or disposal of an 
investment. The Fund incurred transaction costs of $8 ($12 – August 31, 2008), which includes brokerage commissions on investment 
transactions of $5 for the year ended August 31, 2009 ($0 – August 31, 2008).

f) 	D eferred Charges
The Fund calculates its Net Assets per share for the sales and redemptions of shares (the “Pricing Net Assets) in accordance with  
the relief provided by the Ontario Securities Commission which allows for the amortization of deferred sales commission (“DSC”) that  
existed at December 31, 2003. These commissions were being amortized on a straight-line basis over eight years from the date of  
issue of the related shares. Redemptions prior to eight years from the date of issue are charged an early redemption fee. The calculation  
of the Pricing Net Assets may also differ from these deferred charges in the calculation of the Net Assets per share based upon net  
assets determined in accordance with GAAP. Refer to note 8 for the deferred charges adjustment.

g) 	 Marketable Securities
Short-term interest bearing investments are valued at amortized cost, which approximates market value.

Bonds are valued on the basis of year-end market bid quotations. The difference between the market value and cost of the bonds is 
recorded as unrealized appreciation/depreciation.

Purchases and sales of marketable securities are recorded on a trade-date basis.

h)	 Venture Investments
Venture investments having quoted market values and which are publicly traded on a recognized stock exchange, and are not  
otherwise restricted, are recorded at values based on the quoted market prices as at August 31.

Venture investments in securities not having quoted market values or in restricted securities are recorded at estimated fair value.  
Fair value is determined on the basis of the expected realizable value of the venture investments if they were disposed of in an orderly 
fashion over a reasonable period of time. 

The process of valuing venture investments for which no published market exists may be estimated using valuation techniques based 
on assumptions that are not supported by observable market prices or rates. These assumptions are subject to inherent uncertainties 
and the resulting values may differ from values that would have been used had a ready market existed for the investments.   

Estimated fair value of securities based on assumptions that are not supported by observable market prices or rates as at August 31, 
2009 are $176,888 representing 79% of total net assets. Change in fair value recognized in the total results of operations during the 
fiscal year end August 31, 2009 was ($38,226). 

i) 	O ther Assets and Liabilities
The fair value of other financial assets (loans and receivables) and financial liabilities approximate their carrying amounts. For the  
purpose of categorization in accordance with Section 3862, these other financial assets and liabilities are designated in the table below: 

Assets			   Liabilities

Held for trading	 $	 219,784	 Financial		
Loans and receivables		  5,144	 at amortized cost	 $	 2,353

Total Assets	 $	 224,928	 Total Liabilities	 $	 2,353

Notes to Financial Statements (continued)   Year ended August 31, 2009 and 2008
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Notes to Financial Statements (continued)   Year ended August 31, 2009 and 2008

(in thousands of dollars, except share and per share amounts) 

1.	 SIGNIFICANT ACCOUNTING POLICIES (continued) 

j)	 Income Recognition and Expense Allocation

Interest, dividend and other income are recorded on an accrual basis.

Common expenses incurred by the Fund are allocated among the series either on a pro-rata basis by Pricing Net Assets among all 
series or to each series based on the amount of such expenses calculated by the Manager to have been actually incurred or estimated 
to have been incurred in respect of the series.      

k)	 Use of Estimates

The preparation of financial statements requires management to make estimates and assumptions that affect the reported amounts of 
certain assets and liabilities at the date of the financial statements and the reported amounts of certain revenues and expenses during 
the year. Actual results could differ from these estimates.  

2.	 NET ASSETS

The net assets of the Fund represent the issued share capital, deficit and unrealized appreciation/depreciation of investments.
The following is a description of the authorized and issued share capital:

a)	A uthorized

Unlimited number of Class A Shares issuable from treasury having, discretionary dividend entitlement, are entitled to receive notice of 
and attend all meetings of shareholders of the Fund, are entitled to vote at any such meeting, except for meetings at which only holders 
of a different class or series are entitled to vote separately as a class or series, and restrictions on transfer and redemption. (Redemptions  
were suspended on December 9, 2008). The holders of the Class A Shares are entitled to elect a minority of directors of the Fund. 

Class A Shares ceased being issued in March, 2004.  

25,000 Class B Shares, issuable only to the Sponsor of the Fund, are not entitled to dividends, however, are entitled to receive notice of 
and attend all meetings of shareholders of the Fund, are entitled to vote at any such meeting, except for meetings at which only holders 
of a different class or series are entitled to vote separately as a class or series. The holders of the Class B Shares are entitled to elect a 
majority of directors of the fund.

b)	 Issued and Outstanding     

		  September 1, 2008 to August 31, 2009	 September 1, 2007 to August 31, 2008

		  Number		A  mount	 Number	  	A mount

Class A Shares:		
Balance, beginning of year	 50,691,233	 $	 532,318	 57,518,445	 $	 575,450
Issued during the year	 –		  –	 –		  –
Redeemed during the year	 (1,679,096)		  (9,245)	 (6,827,212)		  (43,132)
Balance, end of year	 49,012,137	 $	 523,073	 50,691,233	 $	 532,318	

Class B Shares:		
Balance, beginning of year	 100	 $	 –	 100	 $	 –
Issued during the year	 –		  –	 –		  –
Redeemed during the year	 –		  –	 –		  –
Balance, end of year	 100	 $	 –	 100	 $	 –	
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Notes to Financial Statements (continued)   Year ended August 31, 2009 and 2008

(in thousands of dollars, except share and per share amounts) 

2.	 NET ASSETS (continued) 

c)	R edemption of Class A Shares

Effective December 9, 2008, the Board of Directors of the Fund halted redemptions and adopted an annual distribution policy. Investors 
will now receive funds through an annual distribution of the proceeds from the disposition of portfolio companies, rather than through 
weekly redemptions. Under the new distribution policy, the Independent Directors will make at least an annual determination subsequent  
to the end of each fiscal year of the surplus cash available to be distributed to shareholders. 

3. 	O PERATING AGREEMENTS

The Fund has entered into certain agreements for the provision of management and administrative services. 

Under the terms of the Management Agreement, the Manager is entitled to receive an annual fee of 2.0% per annum of the Pricing Net 
Assets of the Fund, plus for funding services, an annual fee of 0.15% of Pricing Net Assets up to $200 million and 0.05% of Pricing Net 
Assets over $200 million, plus for marketing and related support services, an annual fee of 0.45% of the Pricing Net Assets of the Fund, 
and the Manager has agreed that any fees earned and received from an investee business will be set off against the management fees 
otherwise payable from the Fund to the Manager. The Manager is entitled to receive an incentive participation amount based on realized  
gains and cumulative performance of the Fund equal to 20% of the realized gains and income from venture investments once a series 
of conditions have been satisfied.

The Manager is also entitled to an amount for marketing, dealer support and ancillary services of no more than 1.15% per annum of 
the greater of (i) the proceeds to the Fund from sales of Class A Shares to the extent such shares are outstanding on the date the 
fee is calculated and (ii) the Net Assets of the Fund; plus any early redemption fees received by the Fund. The fee calculation will be 
determined year to year, but not more than once in each calendar year by the Fund and the Manager, and is currently based on gross 
proceeds from sales of Class A Shares.

Under the terms of the Administration Agreement, the Administrator is entitled to an annual fee of 1% of the Pricing Net Assets of the 
Fund, plus an annual fee of 0.12% of the liquid portfolio up to $100 million and an annual fee of 0.10% of the liquid portfolio in excess of 
$100 million, all payable monthly.

4.		 INCOME TAXES	

Under the Tax Act, income taxes payable on capital gains will be fully refundable on a formula basis when shares of the Fund are  
redeemed or capital gains dividends are paid or deemed to be paid by the Fund to its shareholders. A portion of any income taxes  
payable on interest income earned by the Fund would be refundable on the payment of dividends to the shareholders.

The Fund intends to recover all of its refundable income taxes annually through the deemed payment of a dividend by capitalizing the 
appropriate amount of its income as paid-up capital of the Class A Shares. If and to the extent the Fund increases the paid-up capital 
of the Class A Shares, the holder of the shares will be deemed to have received a dividend and the adjusted cost base of the holder’s 
shares will be increased by the amount of the deemed dividend.

As of February 28, 2009, the Fund’s tax year-end, the Fund has available non-capital losses carry forward for income tax purposes 
to reduce future years taxable income of $126,134 with a maximum expiry of 2029. The benefit, if any, of these losses has not been 
recognized in the financial statements.

5. 	 Guarantee

The Fund has entered into debt guarantee agreements on behalf of three investee companies under which the Fund guarantees certain 
payments of these investee companies. The amount of the guarantees are limited to $3,094. The Fund does not believe payment under 
the guarantees are likely hence no amount has been accrued.    
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Notes to Financial Statements (continued)   Year ended August 31, 2009 and 2008

(in thousands of dollars, except share and per share amounts) 

6. 	 INDEPENDENT VALUATOR

Pursuant to the independent valuation requirements of National Instrument 81-106, as issued by the Canadian Securities Authorities 
and the Ontario Act. The Fund requires an independent review to assess whether or not the fair value of the Fund’s Class A Shares, 
as determined by the Manager, is, in all material respects, reasonable. Qualified chartered business valuators within the Valuations 
Practice of KPMG LLP, the Fund’s independent auditor, have performed this review and have concluded that the fair value determined 
by the Manager is, in all material respects, reasonable.   

7. 	 Fair Value

The basis for determining fair values of investments is as described in note 1(g) and note 1(h). The fair values of other financial assets 
and liabilities being cash and cash equivalents, accrued interest receivable, accounts receivable and other assets, and accounts  
payable and accrued liabilities approximate their carrying values.   

8.  BID PRICE AND DEFERRED CHARGES ADJUSTMENT

For investments that are traded in an active market where quoted prices are readily available, bid prices are required to be used in the 
fair valuation of investments rather than the use of closing sale prices currently used for the purpose of determining Pricing Net Assets.  
The Fund calculates its Pricing Net Assets per share for the sales and redemptions of shares in accordance with the relief provided by 
the Ontario Securities Commission which allows for the amortization of DSC that existed at December 31, 2003. These changes account  
for the difference between Pricing Net Assets and Net Assets.

	 Pricing Net Assets and Net Assets per Class A Share*

 	A ugust 31, 2009	A ugust 31, 2008	A ugust 31, 2007	A ugust 31, 2006	A ugust 31, 2005
	 Pricing	 Net	 Pricing	 Net	 Pricing	 Net	 Pricing	 Net	 Pricing	 Net 	
 	Net Assets	A ssets	 Net Assets	A ssets	 Net Assets	A ssets	 Net Assets	A ssets	 Net Assets	A ssets
 $	 4.57 	  $	 4.54 	  $	 5.72 	  $	 5.64 	  $	 7.40 	  $	 7.28 	  $	 7.73 	  $	 7.54 	  $	 8.23 	 $	 7.97
*	 Deferred charges adjustment for the year ended August 31, 2009 was $0.02 per share.

9.  RISK MANAGEMENT

The Fund’s investment activities expose it to a variety of financial risks, including market risk (including currency risk, interest rate risk 
and other market risk), credit risk and liquidity risk. The Manager seeks to minimize the potential adverse effects of these risks on the 
Fund’s performance by employing professional, experienced personnel, by ongoing monitoring of investment positions and market 
events and by diversifying the investment portfolio within the constraints of the investment objective and restrictions. To assist in  
managing risk, the Manager also maintains a governance structure that oversees the Fund’s investment activities and monitors  
compliance with the Fund’s stated investment strategy as well as securities legislation and other regulatory requirements.

(a)	 Currency Risk

Currency risk is the risk that financial instruments that are denominated or exchanged in a currency other than the Canadian dollar, 
which is the Fund’s reporting currency, will fluctuate due to changes in exchange rates. The table below indicates the foreign currencies 
to which the Fund has significant exposure as at August 31, 2009 on both of its trading monetary, non-monetary assets and liabilities. 
An example of a non-monetary asset would be interest receivable.

Foreign	 Monetary	 Non-Monetary		  % of	
Currency	 Instruments	 Instruments	 Total	 Net Assets

USD	 $	 88,260	 $	 2,307	 $	 90,567	 41%

Total	 $	 88,260	 $	 2,307	 $	 90,567	 41%

As at August 31, 2009, had the Canadian dollar strengthened or weakened by 5% in relation to all currencies, with all other variables being  
constant, net assets would have changed by approximately $4,528. In practice, the actual results may differ from this sensitivity analysis  
and the difference could be material.      



The VenGrowth II Investment Fund Inc. ~ 19

Notes to Financial Statements (continued)   Year ended August 31, 2009 and 2008

(in thousands of dollars, except share and per share amounts) 

9.  RISK MANAGEMENT (continued)

(b)	 Interest Rate Risk

Interest rate risk generally arises on interest-bearing marketable securities such as bonds and debentures. The Fund is exposed to the 
risk that the value of interest-bearing financial instruments will fluctuate due to changes in the prevailing levels of market interest rates. 
The table below summarizes the Fund’s exposure on its venture debts and marketable securities to interest rate risk categorized by the 
earlier of contractual re-pricing or maturity dates. 

	 Less than				  
	 1 year	 1-3 years	 3-5 years	 Total

Venture Debts	 28,227	 –	 –	 28,227	
Marketable Securities	 12,517	 4,662	 –	 17,179	

The Fund’s investments in private companies are not directly impacted by cyclical movements in interest rates. As at August 31, 2009, 
had prevailing interest rates changed by 0.50%, with all other variables held constant, marketable securities (and net assets) would 
have changed by approximately $375.  

(c)	O ther Market Risk

Other market risk is the risk that the value of financial instruments will fluctuate as a result of changes in market prices (other than those 
arising from interest rate or currency risk), whether caused by factors specific to an individual investment, its issuer or all factors affecting  
all instruments traded in a market or market segment. The Fund mainly invests in private companies, which may result in greater industry  
concentration and a limited number of companies. These companies may also be impacted directly or indirectly by changes in other 
market risks. 

All securities present a risk of loss of capital. The Manager moderates this risk through careful selection of investments within the  
parameters of the investment strategy and restrictions. The maximum risk resulting from financial instruments is equivalent to their fair 
value. The Fund’s statement of investments groups securities by asset type and geographic sector. 

For the Fund, the most significant exposure to other price risk arises from its investment in equity securities. As at August 31, 2009, 
had the value of these securities changed by 5%, with all other variables held constant, equity securities (and net assets) would have 
changed by approximately $8,426 (approximately 3.8% of net assets). In practice, the actual results may differ and the difference could 
be material.

(d)	 Credit Risk

Credit risk is the risk that a counterparty to a financial instrument will fail to discharge an obligation or commitment that it has entered 
into with the Fund. The Fund minimizes its credit risk on non-marketable securities by monitoring the counterparty creditworthiness and 
analyzes credit concentration based on the counterparty, industry and geographic location of the financial assets that the Fund holds. 
As at August 31, 2009 no individual counterparty exceeded 3.5% of the net assets of the Fund.       

The Fund has an established investment policy to minimize credit risk on its marketable securities which includes minimum investment 
grade requirements and limits on industry and company concentrations. All transactions in marketable securities are settled/paid for 
upon delivery using approved brokers. The risk of default is considered minimal, as delivery of securities sold is only made once the 
broker has received payment. Payment is made on a purchase once the securities have been received by the broker.  

(e)	 Liquidity Risk

The Fund is no longer exposed to weekly redemptions. Effective December 9, 2008, the Board of Directors of the Fund halted  
redemptions and adopted a periodic distribution policy under which the Fund will distribute available proceeds to shareholders from the 
disposition of portfolio companies.   
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Founded in 1982, VenGrowth is a premier Canadian 
private equity firm, managing assets on behalf of 150,000 
individual investors as well as leading pension funds, banks 
and family foundations.  Since 1982, VenGrowth has invested 
over $1.3 billion in almost 200 Canadian companies. 
For more information, please visit www.vengrowth.com

105 Adelaide Street West, Suite 1000
Toronto, Ontario  M5H 1P9
Sales:  1.877.789.7070      Client Services:  1.800.461.4814


