DEAL VOLUMES DECREASE BUT
INVESTORS HAVE CAPITAL READY
FOR AMBITIOUS BUSINESSES
Growth Capital Update – a review of Q2 2020
According to our research into UK private companies
raising between £1 million and £20 million of growth
equity capital each, 161 British businesses raised £779
million of growth capital in the second quarter of
2020: an average deal size of £4.84 million.
In Q1 2020, we saw 180 deals, with an average deal size
of £5.15 million. In our experience, Q2 is normally
busier than Q1 which comes after the Christmas and
New Year break. The Q2 figures illustrate a clear
decline in the number of deals completing and the
amount of growth capital being raised.

optimism of the UK’s growth capital scene.
“Although deal volumes have fallen slightly, the majority
of investors we speak to have capital ready to deploy. If
you’re an ambitious team poised for growth, now is a
great time to be approaching the growth capital
community,” says John Cowie, Head of Growth Capital.

We are not at all surprised to see this reduction in
activity, given that the UK was in lockdown because of
Coronavirus for most of this period. What is surprising
is that the decline quarter on quarter is only between
10% and 15%, indicating that the UK’s growth capital
market has held up markedly better than the M&A
market, where declines of c. 40% or more, depending
on sector, have been reported.
Deal-doing under lockdown conditions is difficult.
Meetings between investors and management teams
over video call are not entirely satisfactory because
chemistry between investor and investee is an
essential component of a successful transaction.
Commercial due diligence is also harder when
conducted remotely, although we have heard tales of
drones deployed to fly through manufacturing
facilities, and other innovative workarounds.
Rather than being discouraged by the decline in
activity, we think the fact that so many transactions
did in fact complete is testament to the resilience and

Regarding the types of deals that were most common
in Q2 2020, later-stage VC overtook early-stage VC in
terms of number of deals for the first time in over two
years, albeit only by one transaction. Together, earlystage and later-stage VC accounted for c. 66% of all
deals by number and 75% by aggregate value,
demonstrating the continued willingness of
institutions to back UK opportunities.
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ACTIVE INVESTORS
Innovate UK was the dominant deal-doer in Q2 2020,
involved in a total of 14 deals in the quarter. Scottish
Enterprise and Oxford Sciences Innovation were also
extremely active, with seven deals apiece. Innovate UK
and Scottish Enterprise are both government-backed
bodies with a brief to support specific parts of the UK
economy and encourage job creation. It is not
surprising to see them come to the fore during this
period – their activity should be seen as part of the

overall package of governmental support to UK
businesses.
Innovate UK backed businesses involved in the
healthcare, alternative and renewable energy, and
software sectors; Scottish Enterprise focused on
healthcare and energy; while Oxford Sciences
Innovation invested in information technology and
healthcare.
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IT DEALS CONTINUE TO BE MOST POPULAR
Information technology was the most popular sector
for investors last quarter, accounting for 40% of all
transactions. In Q2 2020, IT significantly increased its
share, accounting for 49% of deals by volume and 53%
by value.
“The increasing proportion of IT and tech growth
capital deals reflects the Coronavirus crisis driving
change,” says Paul Winterflood, Corporate Finance
Director. “Investors are always looking for scalable
platforms underpinned by a high-quality core
proposition. The last six months have required
innovation and this has led to new markets forming
and expanding. Those companies with technologydriven solutions are able to do this quickest, attracting
investment in the process driving this trend.”
Deals in this space included:

“The increasing proportion of
IT and tech growth capital
deals reflects the Coronavirus
crisis driving change,” says
Paul Winterflood, Corporate
Finance Director.

Investment in the B2C space was the second most
popular sector, accounting for 16% of transactions
completed. Deals in this space included:

OUTLOOK
In our Q1 report, we suggested that we expected deal
numbers to fall because of the significant impact that
Coronavirus was likely to have on businesses
throughout the UK. That report was produced as we
were only a couple of weeks into lockdown, so it was
impossible to judge just how prolonged the economic
impact of Coronavirus might be.
We are now three months on and, while some sectors
have started to open, few are at full strength and
some remain resolutely closed. Against that backdrop,
it is rather encouraging that transactions have
continued to complete, and that declines in volumes
and deal values are only in the order of 10% to 15%.
In part, this is explained by there being no real let-up
in investor appetite. Institutional investors still have

large pools of so called dry powder to deploy, and are
therefore at pains to say they are still open for
business. They are especially keen to support their
portfolio companies in their growth plans but are also
looking for new platform deals.
If anything is dampening activity, as far as they are
concerned, it is the apparent shortage of new deals
coming to market. Would-be investee companies may
have delayed launching their investment rounds, for
fear of market uncertainty and how that might impact
on valuations. However, we would hope that, as
businesses continue to recover, shareholders looking
for growth capital will gain in confidence and start to
approach investors who are keen to see new
opportunities.
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As businesses continue
to recover, shareholders
looking for growth capital
will gain in confidence
and start to approach
investors.

To find out how we can help you get
investment-ready, please contact us.

CONTACT US
If you’re an ambitious entrepreneurial business with
revenues of at least £1 million and are looking to scale,
get in touch for an initial discussion. We can work with

you to assess the best action and then assist with
finding the right partner. Contact us to find out more
about our raising finance and growth capital services.
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METHODOLOGY
Moore Kingston Smith has analysed transactions by
UK-based companies that involve the issue of less
than 50% of equity share capital to third parties and
funds raised of between £1 million and £20 million.
Accordingly, these numbers do not include senior
debt and mezzanine debt fund raisings and smaller
fund raisings by companies and start-up funding

unless more than £1 million is raised. Start-up funding
is generally significantly less than this amount.
The research aims to capture all transactions by UK
companies that fall within the criteria. Inevitably there
will be transactions that have taken place but have
not been captured. The research is based on data
extracted from Pitchbook.
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