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“n UK early-stage businesses have received record backing over
"' thelast decade, but it's the next step that will keep the cycle of * ;%
L life going for VCs. David Prosser looks at exit opportunitiesand. .«
@ where M&A will come from '




he UK’s venture capital

(VC) firms are down, but

very definitely not out. The
macroeconomic and geopolitical
uncertainties of the past 18 months,
from tensions over trade tariffs to war
in Iran, have curtailed investors’ appetite
for risk. But while that has put the brakes
on VC activity — both in terms of raising new
money and progressing through the cycle with
existing investments — there are now tentative
signs of better times to come. On exits in
particular, there is undoubtedly potential for an
increase in activity — and that means M&A.

First, the bad news. Research by the British
Business Bank paints a gloomy picture on new
funding, with general partners (GPs) surveyed
by the Government-backed investment bank
warning of tough conditions. Seven out of 10
GPs described the environment for fundraising
as “poor” or “very poor” and just one in 20 were
upbeat about the prospects for raising cash in the
current market landscape.

That said, one reason fundraising was down
last year is that several large firms had closed
sizeable funds in 2024, says Karim Palant,
director of external affairs at UK Private Capital
(formerly the BVCA). He also points out that VC
investment activity remained robust in 2025.
“VC funds are now responsible for quite a large
share of the money being deployed into British
companies,” says Palant.

Indeed, a study from HSBC Innovation




‘We haven't
felt a sense of
normal for a
considerable
time, and that

Banking UK and Dealroom reveals $23.6bn of

VC investment went into British businesses

last year — 35% up on 2024 and the first annual

increase in UK VC investment since 2021. A good

chunk of this money came from ‘mega-rounds’

— investments of $100m or more — mostly

into businesses in the fintech and artificial

intelligence sectors. Data from Beauhurst also

suggests something of a recovery for early-stage

founders, with the number of companies securing

their first-ever round rising markedly in 2025.
But for there to be a sustained increase in

fundraising — and thus future investment activity

creat.es. — blockages in the system need to ease. A relative
uncertainties lack of exits of late is a key sticking point.
in all markets’ “From the pandemic through to war in Iran, we
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Chief economist, time, and that creates uncertainties in all
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are considering long-term horizons,” says Matt
Adey, chief economist at the British Business
Bank. “It makes it much harder to meet the price
expectations of both buyers and sellers, so it’s
only been very high-quality companies that have
been able to exit.”

Keeping it clean

Six years after launching its first venture capital
vehicle, Clean Growth Fund announced its first
exit in May. The cleantech-focused VC firm has
sold its stake in residential heating business

Rendesco to private equity investor Pioneer Point Partners,

which has assumed majority control of Rendesco with a
£100m investment to scale the business.

Rendesco works with residential property developers - it has
contracts with Cala Homes and Telford Homes - to install and
operate clean heat and hot water networks. Its technology and
operating model enables housebuilders to incorporate
ground source heat networks at a lower cost than other
low-carbon solutions, meaning they can ultimately reduce
household energy bills. The company currently provides
heating and hot water to more than 10,000 UK homes.

Clean Growth Fund led a £6m funding round for Rendesco
in 2024, investing alongside Eurazeo and Aviva Ventures, all
of whom sold their stakes to Pioneer Point. This was Clean
Growth Fund's first sale since its launch in 2020, underlining
the difficult environment for exits.

"We're into year seven now, so we're at a place where we're
starting to think about exits and look for opportunities for
different companies in the portfolio,” says Clean Growth Fund
managing partner Beverley Gower-Jones OBE (pictured).
"The whole system has got clogged up, so we've got to get
the cycle going - the way to do that is to get some exits done;
that is now overdue.”
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Could this situation be set to improve, paving
the way first for distributions and then for
investors to re-commit to new funds?

The out door

While half the GPs in the British Business Bank
survey described their current level of exit
opportunities as poor or very poor, more than
one in five were much more positive — and more
than two thirds of GPs thought the availability of
exit opportunities would increase over the course
of this year.

“The feeling among investors is they haven’t
seen distributions for some time. So they’re
now less hung up on getting the perfect exit,
if they can get some sort of distribution today
and start to see the system unclogging,” says
Beverley Gower-Jones OBE, managing partner of
the Clean Growth Tund — a VC firm specialising
in cleantech investment opportunities that
launched its first fund in 2020 and has just
announced its first exit (see ‘Keeping it clean’
box). “They’ve held on for exits for as long as
they’re comfortable with,” she says, — though
more exits doesn’t necessarily mean easier exits.”

Certainly, the mix of available exit options
appears to have changed for the foreseeable
future. VC funds that might once have regarded a
stock market listing as their route to a profitable
exit have had to accept that initial public offerings
(IPOs) have reverted to being a real challenge. IPO
activity, particularly in the UK, remains muted,
with investor appetite for risk limited by the
uncertain environment. Data from EY reveals
there were 23 IPOs on UK markets during 2025
— and just two in the first quarter of this year. For
comparison, 2021 — the strongest year for [POs
since 2007— recorded more than 120.

That leaves VC funds pursuing deals with
strategic buyers and private equity (PE) acquirers.
In some cases, they’ve pursued secondary deals,
selling all or most of their stake to another
VC fund to realise their investments, rather
than waiting for the time to be right to sell the
whole business.

“The mix has clearly changed,” says Palant.
“There were no exits from private capital-backed
firms via the IPO route at all in 2024, though
in 2025 we saw a small number of firms list in
London. Options such as trade sales and sales to
investors, including PE, can also work well.”

Trade sales are often driven by larger
corporates looking to acquire intellectual
property or secure access to talent. In the
pharmaceuticals sector, for example, Sanofi paid
$1.6bn last year for VC-backed Vicebio — largely
to access the technology it has developed to
support vaccine discovery. Amgen’s recent deal
for Dark Blue Therapeutics (see ‘Into the Dark’
box) was driven by similar motivations.

Examples of sales to investors include high-
profile political consultancy Ilint Global, run by
former Labour cabinet minister James Purnell.
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The consultancy, which raised VC funding from
Global Capital Partners in 2021, sold a majority
stake to Cinven in December 2025, as part of

a deal that saw the PE investor take majority
control of Flint.

“The majority of exits now come from
corporate acquisitions — around 70% of exits last
yvear — with a PE buyout as the other main route,”
says Ben Morrison, a senior economist at the
British Business Bank. “We don’t yet have good
visibility of 2026 data, but the UK experience is
in line with the global picture.”

Art of VC deals?

All of this points to an exit environment where
deals require careful negotiations between buyers
and sellers, rather than a take-it-or-leave-it
offer of the business to the market via an IPO,

as might once have been the default. And,
inevitably, that brings complexities — both for
the VC funds seeking to exit and the strategic
buyers or investors interested in acquiring VC-
backed companies.

For buyers, the challenges are “rarely just
commercial”, warns Patrick Molyneux, head of
venture fundraising advisory at KPMG. “Many
businesses have strong growth, but need to
transition to repeatable profitability and cash
discipline. Management teams may not vet be
geared for institutional governance, and legacy
cap tables, preference stacks and investor rights
can complicate both decision-making and new
investment,” he adds.

From the seller’s perspective, the key is to
be deal-ready, says Josef Fuss, a partner at law
firm Winston Taylor. “In the current market,
where risk aversion is heightened, the majority
of processes are taking longer than in the past,”
he says. “What can really impact the deal is not
having done your homework — nobody wants to
start fixing legal issues that could have been fixed
previously in view of the other side’s lawyers.”

Tuss adds that common legal issues in early-
stage companies include uncertainty about
intellectual property rights, as well as issues with
enterprise management incentive and other share
option schemes.

Sellers should recognise that strategic buyers
and financial investors (including VC-backed
buvers) often have different motivations for
doing a deal and, as a result, will prioritise
different areas in diligence. A corporate acquirer
focused on securing intellectual property, for
example, might place particular emphasis on
the strength and defensibility of the target’s IP
portfolio, its ongoing R&D pipeline and the key
personnel driving innovation. By contrast, a VC-
backed buyer would be more likely to focus on
scalability, growth potential, unit economics and
the robustness of the management team.

“Where PE is now looking at these businesses,
its focus is more likely to be on the line of sight
through to profitability,” says Howard Palmer,
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Into the Dark

Dark Blue Therapeutics pioneers a new
generation of precision medicines at
the cutting edge of cancer treatment.
The company’s advances - particularly
the new treatment it has developed for
leukaemia - have attracted attention
from a series of potential suitors. In
March, US pharmaceuticals giant
Amgen announced the acquisition of
the company.

The deal has been highly profitable
for Dark Blue’s backers. Formed in
2020 with the support of Oxford
Science Enterprises (OSE), the spin-out
vehicle that helps academics at Oxford
University to commercialise their
research, the company raised £75m of
finance in 2022. That funding round
was led by VC firm Forbion, with
backing from OSE and the
pharmaceuticals companies Bristol
Myers Squibb and Evotec.

Four years later, Amgen has agreed
to pay up to $840m (£615m) for the
whole company. The deal is structured
with a series of earn-outs that will be
triggered when Dark Blue hits agreed
research and development milestones,
as well as commercial targets.

Dark Blue chair Edwin Moses says
the company had also discussed
further funding deals with VC and PE
investors before concluding the Amgen
sale represented the best option.
Amgen will integrate the company into
its existing research and development
operations, which includes hubs in
Cambridge and Uxbridge.



head of the emerging companies
and M&A team at Winston Taylor. “VC-
backed businesses are typically loss-making
at the beginning, but potential PE buyers will
be looking at how quickly the business plan can
deliver profitability and for how much additional
investment — and whether the business has hit
its previous milestone targets.”

Whoever the buyer may be, the current
exit environment — with caution to the fore
— is giving rise to some potentially awkward
discussions around risk. “To get greater certainty
into processes, we recommend clients address
risk allocation at the earliest stage possible —
focusing on how risk is shared between buyer
and seller, as that often plays into price and
certainty of execution,” says James Maynard,
a partner in the corporate team at law firm
Burges Salmon.

Variety show

‘While every deal is different — and the relative
desires of buyer versus seller to push the
transaction through will be a key factor —
acquirers are generally less willing to take on
more of the transaction risk. One example is
the increasing prominence of performance-
based releases such as earn-out clauses in deal
structures, with buyers making chunks of the
purchase price dependent on the business hitting
agreed targets.

Similarly, sellers may find strategic buyers
more inclined to offer stock to the value of some
or all of the purchase price, with less cash on the
table. Although that can increase their upside,
assuming the buyer rises in value over time,
it comes at the cost of short-term liquidity,
depriving the VC firm of cash to reinvest. There’s
also the risk of the buyer’s stock losing value.

Warranties can be another difficult area.
Buyers of companies are used to sellers
providing assurances about the business and
its assets and liabilities, with these warranties
included in the purchase agreement. But venture
capital investors are reluctant to provide such
assurances — they may lack the necessary day-
to-day visibility of operations to be confident
providing a warranty, or simply be determined
to close the book on an investment once the exit
is completed.

“Institutional investors tend to be wary of
standing behind any of the business warranties,
so you’re often asking the management team
to do so,” says Palmer. Management may
be reluctant to take on that responsibility,
particularly if they feel the deal favours the VC
backer or that they are not receiving meaningful
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‘Venture debt
adds another
layer of
complexity
and may
need to be
restructured’

Patrick Molyneux
Head of venture
funding advisory,
KPMG

consideration on the sale. “We’re now seeing
transaction insurance being put in place more
often, and that’s something that needs to be put
on the table pretty early in a process with a buyer.
There also needs to be a discussion about who
bears the cost of that insurance,” he adds.

Acquiring a VC-backed company can also
bring complications relating to different groups
of shareholders, who may have bought into the
business at different times and on different
terms. The small print of the liquidation
preference — the clause in the company’s
investment agreement that determines the order
and priority of payments to shareholders when it
is dissolved — is all-important.

Some shareholders, for example, may have
negotiated multiple preference rights, where
they are entitled to receive a multiple of their
original investment — twice or three times their
money back, say — before other shareholders get
a share of the sale proceeds. Waterfall structures,
setting out different entitlements to returns for
different share classes, work similarly. These can
lead to difficult conversations with investors who
feel they’re losing out — potentially including a
management team the buyer is keen to retain.

There may also be lenders to accommodate.
“Venture debt adds another layer of complexity
through intercreditor arrangements and
covenants,” says Molyneux. “In some cases, debt
needs to be restructured or taken out as part of
a transaction if it constrains both future funding
and exit optionality.”

In short, there is plenty of room for delay
and argument. “A complex capital table, with
ratchets and multi-preference layers, adds a
layer of difficulty to navigate, and that can slow
the process, or even create unhelpful gaps in
valuation between some sellers,” warns Maynard.
In an ideal world, he suggests, shareholders
would agree how to resolve potential conflicts
and differences ahead of any sale process, perhaps
through a conversation led by the largest VC
investor: “Problems are always solvable but that’s
better done in advance.”

Advisers will play a critical role in helping to
find such solutions. But, on the sell side, different
classes of shareholders will need to decide
whether to appoint their own legal and corporate
finance advisers or whether one set of advisers
can serve their collective interests. The latter
arrangement makes for a simpler deal process,
but may not be tenable where there is scope for
conflicts between the different groups.

The bottom line is that while there is good
reason to expect more exit activity not every deal
announced will make it to completion, given the
nuances of selling a VC-backed business to new
owners, whether strategic or investor. As Clean
Growth I'und’s Gower-Jones points out, there are
“any number of reasons” why these deals can fall
through. “That’s why we were so pleased to get
our first exit away,” she adds.
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GLOBAL INVESTMENT AND M&A [C
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VC investment in private
companies in 2025 by nation

and region

Number Deal value
London 5é4 £4,189m
Scotland 133 £757m
South East 107 £376m
East of England 88 £658m
South West 71 £397m
North West 62 £133m
Yorkshire and the
WHERE VCS Humber | al £l¥m
ARE LOCATED East Midlands 38 £45m
Number of VC firms West Midlands 37 £209m
by natien and region -
North East 32 £32m
SOURCE: BEAUHURST |
Wales 26 £23m
Northern Ireland 23 £90m
SOURCE: ERITISH BUSIMESS BANK AND BEAUHURST
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