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Equity Tracker Summary (Q4/13 to Q3/14)

Estimated total market £2,000m to £2,500m

of which the following activity is visible :

Seed Venture Growth

£208m £548m £1415m

Investment ¢ lusters (Q1/1 1-0Q3/14

. Westminster (211 deals) 7. Newcastle -upon -Tyne and

. Islington and Hackney (184 Tyneside (74 deals)
deals) 8. Lambeth (49 deals)

. Camden (124 deals) 9. Glasgow (46)

. City of London (107 deals) 10. Liverpool (45 deals)

. Cambrid ge and South 11. Manchester (45 deals)
Cambridgeshire (101 deals) 12. Southwark (41 deals)

. Edinburgh (98 deals) 13. Oxford (41 deals)

Technology vs non -Technology Lorenz curve: total investment

All stages

Tech VS non-tech investment

W 2014, Gini index: 0.64
W 2013, Gini index: 0.66
B 2012, Gini index: 0.69
W 2011, Gini index: 0.77

B Technology/IP-based businesses
B Non-tech businesses

1000 1200 1400 1600
Percentage of deals

800

T T T T T
20 40 60 80 100
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Investment (Em)
600
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Proportion of deals involving
UK govt / local govt funding:

2014 (@1-3) 24% (35 % previous year)
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Introduction

The British Business Bankés equity report, publis
discusses how a lack of reliable data has represented a perennial problem over the

years, hampering analysis of trends in equity markets. Typically, there has been some

aggregate d data available on venture capital investment ! some information on

investments supported by the EIS, SEIS and VCT tax reliefs, and little else.

To address the lack of data, the British Business Bank and the Department for

Business Innovation and Skills (BIS) commissioned Beauhurst ? to produce a prototype
fequity trackero that brings together investment
funds, angels, and crowdfunding platforms) into a
stage equity investment. The Beauhurst d ataset is built from the bottom up, so offers

a richness of data and a series of detailed breakdowns by stage, sector, location

investor and size of investment. There is the ability to further interrogate the data for

a range of bespoke analyses too, as will be demonstrated by a forthcoming case study

on equity crowdfunding.

This publication represents the full results of our first attempt at putting together a

Awhole of the marketodo equity tracker. Excerpts fr
includedinthe Briti sh Business Bankés equity report al ol
is publicly available. Together, we think that these provide a much more thorough

view of the market than previously available.

After the initial report the intention is to revise and develop the Equity Tracker, both
in terms of data and presentation. To this end, feedback from readers is welcome and
encouraged, both about the contents of this tracker and the accompanying analysis in

the equity report and its coverage.

Inthisrepor t, Aequity investmento is defined as any fo
excluding public markets, buyouts and investment by family or friends. The definition
incorporates business angels, equity crowdfunding, venture capital, corporate

venturingand,for | arger fAgrowtho deals, some activity of
funds. The deals reported here involve firms identified as being small or medium

sized, according to the definition of ASRKME® set o
Equity dealsarecategori s ed as either Avisibled, which means
publicly announced, or Ahiddeno, which means that

announced. All references in this paper to deal numbers, investment and activity refer
to what is visible only. Hid den deals are a particular issue at the seed stage and in
business angel activity, meaning the coverage is not comprehensive in places; this
caveat should be borne in mind when interpreting the data.

! For members of the relevant industry body (BVCA/EVCA) only

2 Beauhurst is a provider of deep data on equity investment into UK companies. For more information visit
http://about.beauhurst.com/

% http://ec.europa.eu/enterprise/policies/sme/facts -figures -analysis/sme -definition/index_en.htm
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Chapter 1: Trends in overall investment  activities
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2011 2012 2013 2014 (Q1-3)
Investment year

Total investment

Overall annual deal numbers and amounts have been increasing since 2010. *
Deal numbers have on the whole risen slightly faster than amounts, causing
a decrease in average amount invested from 2010 to 2013:

w The number of equity deals comp leted has grown at a compound annual
growth rate of 50% between 2011 and 2013 . 2014 shows continued growth so

4 The time period used to generate the summary page (Q4/13 to Q3/14) is distinct from the one used to generate the
body of the text (Q1/14 to Q3/14). Therefore, some figures in this section may appear to be different.
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far, with Q1 to Q3 deal numbers exceeding those for same period in 2013 by
23%.

The amount invested increased at a compound annual growth rate of 25%
between 2011 and 2013 . Investment in the first three quarters of 2014 is up by
almost half on the same period in 2013.

The average amount invested has decreased since 2011, reflecting the fact
that deal numbers have increased at a faster rate than the total amount
invested. However, the figure rose over the first three quarters of 2014
compared with the whole of 201 3.
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By stage of evolution

Investment and deals by stage of evolution
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Seed Venture Growth

Both seed -stage investments and growth -stage investments show continued
strong year -on-year increases. In contrast, the venture -stage lags behind,
although  with signs of increased activity in 2014:

w Most seed -stage activity is hidden, without deals being formally announced.
The strength of visible seed-stage activity appears to be rooted in an explosion

5 Beauhurst divides the equity investment market into three stages: seed, venture and growth. Buyouts and public

market deals are not included, as the focus is on e arly stage, growing companies. According to Beauhurstods t
the seed -stage encompasses pre -revenue companies who focus on R&D, product development, and initial marketing.

The venture -stage covers mainly pre - profit companies working on post -product de velopment, support of commercial

sales, and expansion of operations; these companies may already have received backing by venture capitalists.

Finally, the growth  -stage comprises profitable companies working on expansion into new countries or markets.
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of crowd funded deals. The figures for deals also seem to reflect wider trends,
such as the greater availability of seed-stage capital reported through HMRC®6 s
EIS statistics °. Notably, the number of seed-stage deals completed by angel
networks is on the decline , which may be related to the growth of

crowdfunding .

w The venture -stage saw overall investment decrease in 2013. While conditions
seem to have improved in 2014, with £405m invested up to the end of Q3/14,
year -on-year trends at the venture -stage still lag behind the increases seen
both at the seed- and growth -stages.

w The growth -stage has seen year-on-year growth, with total amount invested
in 2014 at £1.116bn up to the end of Q3.

5 https://www.gov.uk/government/collections/enterprise -investment -scheme -eis- statistics

” The link between angel network and crowdfunded investment is explore d in more detail in the forthcoming case
study on equity crowdfunding.


https://www.gov.uk/government/collections/enterprise-investment-scheme-eis-statistics
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By sector (weighted  charts)

Investment and deals by sector
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The Technology/IP -based businesses sector cont inues to dominate equity

investment in the UK, although most sectors have enjoyed strong increases
in deal and investment  activity between 2011 and the first three quarters of
2014:

w Technology/IP -based businesses 6deal numbers enjoyed strong year-on-year
growth between 2011 and 2013, rising at a compound annual growth rate of
39%. Deal numbers continued to pick up in the first three quarters of 2014,
increasing by 14% compared with the same period in 2013. Nevertheless, the
proportion of the market taken up by companies in this sector has fallen from
46% in 2011 to 36% in 2014 to date.

w Business and Professional Services investment has expanded by 54% in the first
three quarters of 2014 compared with the whole of 2013, rising to a new all-
time annual high. Deal numbers increased at a compound annual growth rate of
61% between 2011 and 2013, and have continued to rise so far in 2014.

w Deal numbers in Media have already risen to an annual high in the first three
quarters of 2014, with most of the activity recor ded at seed-stage. Investment
has already exceeded the 2013 total.

10
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w During the first three quarters of 2014, investment in Industrials reached

£180m 1 approximately double the previous yearly peak of 2013. Deal numbers
followed a similar trajectory, with a 36% increase compared with the first three

quarters of 2013.

11
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Technology  sub -sectors
g _ Investment and deals by technology sector _
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Most Technology/IP sub -sectors suffered a fall in deal numbers during the
first three quarters of 2014. The picture is somewhat brighter if we consider
invested amoun ts. Still, while Software and Life Sciences are driving the
sect ogravth, Clean Technology and Medical Technology have both lost
ground in the first three quarters of 2014 :
Software

w

The proportion of Technology/IP deals taken up by Software has increas ed from
38% in 2011 to 63% during the first three quarters of 2014. There was a 49%
increase in deals in Software between Q1/14 and Q3/14 compared with the
same period in 2013, causing activity to hit an all-time annual high. Similarly,
the first three quarters of 2014 saw investors pour a record £37 9m into
Software businesses .

Life Sciences

w Life Sciences forfeited

investment)

to Software

the top Technology sub-sector spot (in terms of

in 201 3, but has nonetheless been experiencing strong

yearly growth since then. Between Q1/14 and Q3/14, Life Sciences deals

12
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decreased by 22% compared with the same period last year, while invested
amounts increased by 50%.

Hardware

w Deals in Hardware fell by 14% between Q1/14 and Q3/14 compared with the
same period last year, while the amount invested increased by 33%.

Medical Technology

w Medical Technology deals shrank by 22% between Q1/14 and Q3/14 compared
with the same period last year. Invested amounts also went down, by 47%.

Clean Technology

w 2014 has so far been a disappointing year for Clean Technology. Between
Q1/14 and Q3/14, deal numbers fell by 13% compared with the same period
last year. Similarly, the amount invested decreased by 21% to £20m T a long
way down from the sub-s e ¢ t &98i speak in 2012.

13
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By region
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London has been the main driver of equity activity and investment  growth in

the UK since 2011. Investment elsewhere in the country has shown more
variable  performance:

w Wales, the South West and the North West have all seen increases in
investment during the first three quarters of 2014 . Wales and the North West
had previously experienced a drop in investment in 2013.

w Investment in the South East, East of England, and East Midland s in 2013 was
around the 2011 level, although the figures for the interve ning year varied
significantly, with the South East seeing a sharp rise and fall, whilst the
opposite occurred in the East of England and East Midlands .

w With the exception of 2013, the North East has seen decreasing levels of
investment year -on-year since 2011. The trend appeared still in force between
Q1/14 and Q3/14.

14
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Business stock and deal numbers

During the first three quarters of 2014, London came out on top in terms of
deal numbers, business stock and ratio of deal numbers to business stock 2.
Obser ving the rest of the UK, it is possible to see that large numbers of deals
are not positively correlated with large numbers of businesses. This
characteristic also extends down to the local authority level:

w Although the South East was the second busiest region for deal numbers in the
first three quarters of 2014, it was actually one of the weaker regions in terms
of deal number to business stock ratio (DBR).

w Scotland performed strongly in terms of DBR, coming third after London and the
North East despite falling deal numbers in the first three quarters of 2014.

w The North East registered the second high est DBR in the UK. Despite having the
second smallest business stock of all regions in the UK, deal numbers in the
North East are towards the middle of the regional distribution . A strong DBR is
in contrast to other economic indicators: the North East has the highest
unemployment rate in Britain °, and in 2013 (the most recent date available) it
had the second lowest GVA per head in the UK.

High -growth busines ses distribution

By comparing the distribution of high -growth businesses in 201 2 and the
most recent regional investment  activity figures, it appears as though
London absorbs a large percentage of activity at the expense of other
enterprise  -rich regions.

w London : ONS data shows that 22% of the U K 6high -growth businesses were
located in London. The percentage of equity deals completed between Q1/14
and Q3/14 in London was much higher, at 42%.

8 This ratio was created by dividing deal numbers in the first three quarters of 2014 by the total number of businesses

within a region. Source data: BIS Business Population Estimates 2 014, available at:
https://www.gov.uk/government/statistics/business - population -estimates -2014 .

® Reference is made to Britain as Northern Ireland has been excluded from calculations in view of the fact that data

was unavailable. Source: ONS Regional Labour Market, December 2014, available at

http://www.ons.gov.uk/ons/rel/subnational -labour/regional -labour -market -statistics/december -2014/stb -regional -

labour -market -december -2014.html

1 Source: ONS Regional Gross Value Added (Income Approach), available at http://www.ons.gov.uk/ons/rel/regional -
accounts/regional -gross -value -added -- income -approach -/december -2014/stb -regional -gva-dec-2014.html .

11 Source: ONS Analysis of High Growth Enterprises 2010 -2012, available at:  www.ons.gov.uk/ons/about -
ons/business -transparency/freedom  -of-information/what  -can-i-request/published -ad-hoc-data/business -and -
energy/november _ -2014/analysis -of-high -growth -enterprises -2010 -2012.xls

15
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South East : According to ONS data, 15% of the U K éhigh -growth businesses
were located in the South East d the second highest percentage after London.
The percentage of equity deals completed between Q1/14 and Q3/14 in the
South East was instead 9%, on a par with the East of England.

East Midlands : The ONS data shows that 7% of the U K &high -growth
businesses in 2012 could be found in the East Midlands. There is a wide
discrepancy between this figure and the percentage of equity deals completed
between Q1/14 and Q3/14 in the East Midlands, which was 1%. 12

West Midlands : The West Midlands was home to 8% of the U K dhigh -growth
businesses in 2012 , whereas the percentage of equity deals completed between
Q1/14 and Q3/14 in the region was 4%.

South West : 8% of the UK dhigh -growth businesses were located in the South
West, whilst the percentage of UK equity deals completed there between Q1/14
and Q3/14 was 5%.

12 It is worth noting that investment activity in the region has historically been low.

16
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Clusters (Q1/1 1-Q3/14)

Note: activity level detail only available for Great Britain

Cluster legend

Light activity: 1-5 deals

. Light -to-mid activity: 6-9 deals
[ Mid-level activity: 10-19 deals
B Mid-to-high activity: 20-38 deals
B High activity: 39-93 deals
. Highest activity: 94+ deals

17



Research Report

In greater detail, the following urban areas are centres of the largest GB
clusters for equity investment:

London, top 5 clusters:

Westminster @ 211 deals.

Islington & Hackney , which include Tech City: 184 deals.
Camden : 124 deals.

City of London : 107 deals.

Lambeth : 49 deals.

a s bR

There isa notable divide between inner and outer London boroughs. The

hottest areas, in terms of investment activity, appear to be in the centre and

Ai nner northo of the city. l nvest ment | evels
and eastern boroughs, whereas they fade out more gradually in the west and

south.

Other GB areas:

1. Cambridge : 80 deals in Cambridge itself, with a further 21 deals in South
Cambridgeshire  District Council.

2. Edinburgh : 98 deals - it also sits close to other clusters of activity in Glasgow
and West Lothian and North Lanarkshire Council areas.

3. Newcastle -upon -Tyne : 54 deals, with a further 20 deals in the North
Tyneside Metropolitan Borough Council and its South Tyneside counterpart.

4. Glasgow : 46 deals.

5. Liverpool : 46 deals.

6. Manchester : 45 deals T it also sits close to other clusters comprising most of
Cheshire and Liverpool.

7. Oxford : 38 deals, although Oxford arguably sits in a wider cluster extending
from the city of Bristol in the west to the Guildford Borough council in the east.

8. Leeds : 30 deals i the city is also part of a tight cluster comprising mid -level
activity areas like the councils of Bradford, Calderdale, Kirklees and Wakefield.

9. Bristol : 30 deals.

10.Birmingham : 28 deals i1 the city forms a compact cluster with Coventry, a
mid -to -high level activity hub with 20 deals, and the less-active Warwick District
and Solihull Metropolitan Borough Council.

18
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There seems to be a strong correlation between total deal numbers and
urban or university cities, but not with metrics for innovative  activity or
business start -up rates *°:

w There appears to be a strong correlation between urban centres with large
populations and deal numbers. The 15 clusters with the highest number of deals
feature 10 of the largest GB cities *. Liverpool is a strong example: while it is
one of the UK cities with the lowest ratios of both new patents and number of
businesses per head, it is the sixth largest cluster outside of London for deal
numbers. However, Leicester poses an exception as it has a large population
but sits in afi d e & d n efdlow-level investment activity.

w There is a second correlatio n between the number of deals and the presence of
established universities and research centres in a cluster. Again, population size
seems to play a role: excluding L o n d omuitigle universities, a majority of the
largest higher education institutions by student population are located among
the first 15 clusters. Oxford and Cambridge are also part of the list. A
conspicuous exception to this trend is provided by Nottingham, which is both
one of the largest student centres and the ninth largest city in GB, but features
low levels of equity investment.

w In contrast, business start -up rates and ratios of new patents over the total
population do not seem to hold a strict correlation with the investment clusters.
Hubs like Brighton and Milton Keynes - respectivel y the third and fourth GB
cities in terms of business start -up rate back in 2012 - feature only as mid- to
low -level clusters, with 11 and 6 deals respectively.

13 Source data for this analysis can be found in the Appendix (section 5).

1 This and the following analyses consider London as a single cluster.

19
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By investment  bracket

Investment and deals by investment bracket
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The smallest investment band, up to £499k, has accounted for the largest proportion
of total deal numbers in each year since 2011 whereas the investment

Investment year
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bands in the

range over £5m accounted for the smallest share of total deals. Deal numbers

recorded in the investment bands ranging from £500k and up to £4.99m tend to be

relatively similar each year .

!5 Invest ment band analysis considers a subset of total deal numbers because investment amounts were not disclosed
for all deals. Consequently, 189 deals were excluded from consideration out of a total of 779 between Q1/14 and

Q3/14, i.e. 24% of the total.
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Investors

Private equity investors have been the busiest type of investors by far in
every year since 2011. Crowdfunding activity has surged at both the seed -
and venture -stage. While local, regional , and devolved government deal
numbers have fallen slightly in 2014, devolved administrations have invested
larger amounts

w Crowdfunding activity expanded by 1171% between 2011 and 2013. The first
three quarters of 2014 have already seen an increase of 64% in activity
compared with the whole of 2013. The number of crowdfunded seed-stage deals
increased by a compound annual growth rate of 234% between 2011 and 2013,
and seed-stage activity has already almost doubled compared with last year 6s
figures.

w In the first three quarters of 2014, angel networks have seen deal numbers fall
by around one-fifth compared with the same period in 2013. Most of the
shortfall occurred at the venture - and growth -stages.

w In 2011, private equity funds participated in 56% of the overall deals, but by
the first three quarters of 2014 this percentage was down to 40 %.

21



