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In brief

The UK's cohort of fast-growth companies is vibrant,
dynamic, innovative and inventive. As they emerge from the
pandemic, fast-growth founders are prioritising expansion
and are hungry to scale up, but there are challenges ahead
that they and wider stakeholders need to address.

EY's survey of fast-growth companies was conducted in May
2021. It collected insights from 505 founders and leaders
of companies in the UK. It asked about attitudes to post-
pandemic recovery, challenges and opportunities in growing
their businesses and the role of large corporates in

their success.

Fast-growth companies are defined using eight criteria or
triggers. These are: raising equity investment; attending
an accelerator; undergoing a management buy-out or
buy-in; receiving a large innovation grant; appearing on a
high-growth list; spinning out of an academic institution;

or scaling turnover or headcount by 10% or 20% each year
over a three-year period.

78%

of fast-growth
companies grew revenue
during the pandemic

84%

of founders are
optimistic about their
growth prospects in the
year ahead

12%

believe their business
is currently in a good
position to exit

65%

identify that funding is
the biggest constraint
to growth

31%

of fast-growth
companies struggle to
agree terms for working
with large corporates

53%

of companies are
planning to expand
operations overseas
in the next year
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Strong performance
during the pandemic
sets up a bright future

Companies need to capitalise on recent success to
accelerate their growth

Fast-growth companies are emerging from the pandemic in a position of strength. They

now have the opportunity to push on and drive their growth agendas. A total of 78% of
fast-growth companies grew revenues during the pandemic and 22% grew revenues by

more than 100%. During the pandemic, not all sectors fared equally with SaaS and Fintech
seeing the highest growth, with 91% of companies experiencing upside to revenue and 28%
upside of over 100%. The success of these sectors was driven by the rapid adoption of digital
services by consumers and businesses as a result of the lockdowns and people working

from home.

This success positions fast-growth companies to take advantage of the post-pandemic
rebound. Levels of optimism are high, with 84% of respondents feeling positive about
their company's growth prospects over the next 12 months. This confidence reflects both
their digital DNA, which means not having legacies that might hold back more established
companies and their agility to pivot to the new normal. Exploiting these advantages will
enable them to grow market share.

Optimistic prospects for
revenue growth

How do you feel about the revenue prospects of your business over the next
12 months?
% agree*

6% 1%

Pessimistic | | Highly pessimistic

10%
Neutral

40%
Highly optimistic

44%
Optimistic

*Figures have been rounded to the nearest whole number.

What was the revenue growth of your
business in the last 12 months?

Less than 0% 22.4%
More than 100% 22.4%
0% to 10% 21.6%
20% to 50% 21.4%

50% to 100% [12.3%

*Figures have been rounded up to the nearest decimal place.




There is a low willingness
to exit and few founders
are about to do so

With an unfavourable environment for exits, founders must perceptions that they need to rebuild first prior to exit. Alternatively, and more likely, it
signals a desire to accelerate growth and build on what they have before parting with
double down on growth

their company.

Despite their relative success during the pandemic, there is a reluctance among founders Pla nS to eXit

to exit their businesses. Only 3% expect to exit in the next year and around a quarter (26%)

within the next three years. As a consequence, the majority are likely to focus near-term When do you expect to exit?

efforts on building the business. 40 37%
There are various reasons driving a reluctance to exit and they are both positive and 35

negative. On one hand only 23% of respondents believe that current market conditions 20

mean it is a good time to exit. Macroeconomic uncertainty, as well as the emergence of a 2 23%

new normal, where working and consumption patterns have changed, all combine to é * 21% X

foster hesitancy. g 20 16%
Despite this hesitancy, investors still appear keen to target fast-growth companies. 15

A sizeable majority (37%) of respondents agree that valuations are strong, driven no doubt 10

by the relative success of fast-growth companies and the desire of investors and corporates

3%
to identify future options to drive growth as they themselves rebound from the pandemic.

mmm  No plans to exit ===  Within 1 year mmm 1-3 years
mmm 3-5 years More than 5 years

v

Perhaps most telling is the stat that only 12% of fast-growth respondents believe their
business is currently at a point where it makes sense to exit. In part, this may reflect

*Figures have been rounded to the nearest whole number.



Fundraising remains
a major challenge
for founders

Widening the options provides more routes to
financing growth

In light of the reluctance to exit and the desire to grow the business, attention
naturally shifts to funding as a way to finance growth and investment. The
challenge here is that 65% of respondents cite funding as representing the
biggest constraint on growth and yet securing funding is a vital skill that all
founders need to master. The single biggest obstacle, according to 63% of
respondents, is simply finding suitable investors.

Founders need to explore the widest possible set of potential investors and
funders. Currently, their horizons seem to be too narrow. While 92% are open
to investors from the UK, only around half are considering investors from the
US (52%) or Europe (49%) and just 12% are considering investors from Asia
Pacific. In the current economic climate, founders should not be shying away
from international options and should be actively looking at the alternatives.

Challenges in fundraising

Finding suitable investors 63%

Distraction from the business/finding time 58%
Empirical proof-points of the business
Articulating a compelling investment case
Agreeing terms with investors

Economic uncertainities

Pandemic uncertainities

Knowing where to start

Crowded market

Other %|

= |
=
N
=x

*Survey participants were able to select up to three options, meaning they may be
represented in multiple options.

*Figures have been rounded to the nearest whole number.

Location of possible investors

UK 92%

North America 52%

Europe 49%
Asia Pacific (excl. China)
Undecided

China

Africa

South America 0%

*Survey participants were able to select up to three options, meaning they may be
represented in multiple options.

*Figures have been rounded to the nearest whole number.



Working with large corporates is
desirable but challenging

Fast-growth companies and large corporates need to learn
from each other to collaborate better

Fifty seven percent of fast-growth companies want a supplier relationship with large agreeing contractual terms (31%) and agreeing shared outcomes and objectives (23%). The
corporates and 55% want to partner with them. They understand the advantages and indeed  challenge then is seemingly the fine print of getting the relationship started. On the one

the imperatives of working with large corporates to drive growth. At the same time large hand fast-growth companies need to invest in talent and capabilities to get contracts over
corporates recognise the benefits that fast growth companies can bring to their own growth  the [ine while on the other large corporates need to ensure their procurement processes are
and innovation agendas. not overly cumbersome and take into account the relative lack of scale and maturity of what

Yet working together effectively continues to be a problem. The single biggest challenge, could be their future partners.

according to 44% of respondents, is finding the right corporates. Also high on the list are

The barriers to Working Identify the right corporates

Selling into the business

Wit h Ia rg e Co rpo rates Agreeing contractual terms
Agreeing shared outcomes and objectives

Aligning working practices and styles

Scaling up to meet demand

Fee/rewards negotiations

Integrating with other 3rd parties

Mitigating partner risks

Other

*Survey participants were able to select up to three options, meaning they may be represented in multiple options.
*Figures have been rounded to the nearest whole number.




Focus on the UK shows
a reluctance to build
back-office overseas

Consider all international options to balance control
with flexibility

Forty five percent of fast-growth companies already have some level of international
operations. In addition, 43% of early-stage companies have international operations.

Despite the international footprint, as companies expand their activities, they will inevitably
invest in their back office operations. The range of functions and services will grow in line
with the business and as many as 53% of companies are planning to expand internationally
over the coming year.

The preferred locations for expanding back office services is the UK, with 63% looking at this
as an option moving forwards. There is a stated desire to tap into local talent and to retain
control and line of sight over functions. What is revealing is the preferences, or lack thereof,
for international locations. The longstanding outsourcing of back office functions to Asia
Pacific is seemingly much less attractive to fast-growth companies, with Europe and North
America above them in the list of preferences. By retaining closer control over the back
office, not only are fast-growth companies overlooking the traditional cost advantages of
Asia Pacific, but they are potentially missing out on the flexibility that such options

can bring.

In conclusion, companies need to explore the full range of options for
international back offices. There are a range of companies offering a wide
menu of managed services options that allow companies to retain close
control but also feature the ability to flex as they grow.

Preferred back office locations

In which territories does your business plan to expand operations/
functions over the next 12 months?

Finance

Product
development

North America

Asia-Pacific




Ensuring employee wellbeing
creates healthier businesses

As companies grow, they need to focus on talent

Almost half (47%) of fast-growth companies see the recruitment of talent as a constraint
on the growth of the business, but at the same time recognise that securing the right
skills is critical to growth. The importance of focusing on the workforce should not

be underestimated, especially in the current situation. The pandemic has had major
consequences for the workforce, with 60% of fast-growth companies reporting a negative
impact on employee wellbeing. This is important because wellbeing is intrinsically linked
to productivity.

Employee wellbeing
and productivity

Indicate the extent to which COVID-19 has impacted your
business in the following areas (wellbeing and productivity)?

Positive

Just under 10% of fast-growth companies reported that the pandemic had a positive
impact on employee wellbeing. Among this small group however, 79% found that it had

a positive impact on employee productivity, a far higher figure than the 36% reported by
all respondents in aggregate, demonstrating a clear correlation between wellbeing and
productivity. Moving forward, boosting wellbeing is a clear route to boosting productivity.
Fast-growth companies should be devoting time and resources to their people for the
longer-term benefit of the business.

No impact

Negative

*Figures have been rounded to the nearest whole number.



What does this mean for the future
of fast-growth companies?

1

Capitalise on the post-pandemic rebound by
developing a strategy that accelerates growth

Fast-growth companies have performed well and are
optimistic about their post-pandemic prospects. At the same
time the reluctance to exit and the desire to access funding
demonstrates a commitment that augurs well for this
generation of fast-growth companies.

Incumbents are unable to adapt to the changing landscape
as effectively as fast-growth companies and so the latter
must use their core agility to gain market share and lay the
foundations of their long-term business models.

10

2

Explore the widest outlook to source what
the business needs to grow

Founders need to look as widely as possible for the partners,
funding and talent they need to enable their business to
thrive. Not only should they look closer to home but also
explore wider international options.

At the same time, they must also consider the nuance of
the options available to them. Traditional models are in
flux. It is imperative that fast-growth companies not only
consider all the options but also play their part in educating
stakeholders about what fast-growth companies need and
how to make these relationships sustainable and successful.

3

Future business models need to be defined
and implemented today

The future success of fast growth companies will be defined
by how well they put in place their business models to
execute their strategies. With so much management
attention and resources devoted to growth, it is easy to take
the eye off the fundamentals of business building.

Successful founders will spend time defining and nuancing
their ideal operating model of the future. For example, they
will look closely at different talent models and talent pools,
figuring out what their support looks like in the long-term.
They will think about the kind of partnerships to provide
the foundation of their future operating model and they will
invest in those relationships from day-one.



4

Fast-growth companies and large corporates
need to work together to work well

The interdependencies of fast-growth companies and large
corporates are clear. The former are keen to access the
scale, resources, customer base and expertise of larger
partners, while the latter will benefit from access to the
innovation, agility and quick growth of this new generation
of companies. Forming these relationships naturally

comes with challenges, from finding the right partner and
agreeing terms to aligning working styles and finding shared
outcomes. Attention, commitment and investment are vital
in all elements of these relationships, including experience
and expertise, funding and resources, inclusive procurement
policies, dedicated liaisons and management time.

5

Investing in the people agenda is essential
to driving skills, capabilities and productivity

Although fast-growth companies are typically small in
terms of headcount and may frequently rely on contingent
workers, it is never too soon to think about the people
agenda. Getting it right can act as a catalyst for growth
while failure to do so can put a brake on the business.

Specific efforts to develop skills and capabilities, as well

as making clear strides towards better wellbeing, will not
only boost the health and satisfaction of the workforce but
will also contribute to increased productivity. With talent
shortages likely to be a constraint for a significant number
of fast-growth companies, making people a priority will be
critical to staying ahead.
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The UK is perfectly placed as a world leader of
the digital economy. The strength and dynamism

Summary

The UK's vibrant, fast-growth companies will be the engine for of the latest generation of fast grow’[h Companies

uture nnovation. demonstrates the UK’s ahility to be a truly global

The pandemic has left fast growth founders optimistic about their future. .
Many of these companies are emerging from the pandemic in a position of fOI'CG. Bllt the SUCCESS Of these faSt gI‘OWth companles
strength. To the very core, these are digital businesses that mostly also offer depends on their ablhty to seize the Opportunity and
technology based solutions and services. Not only were they able to adapt c 0 o 5

quickly to the pandemic but they were able to thrive. Fast growth companies translate thelr vision and energy 1nto the long—term
were ideally placed when the pandemic shifted the world of work, leisure, execution of their Strategy and Operating model.

entertainment and education to digital.
Praveen Shankar

EY UK&I Technology, Media
and Telecommunications Leader

Now they need to exploit the inevitable, post-pandemic rebound. They face a
challenge to devote sufficient time and resources to build a business today,
which doesn't just deliver their long-term vision but accelerates it. They need
to broaden their horizons as they make the right choices about funding,
identifying the right partners and uncovering and onboarding the right talent
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For more insight into
fast-growth companies

please contact:

Praveen Shankar

EY UK&I Technology, Media

and Telecommunications Leader
pshankar@uk.ey.com

Richard Goold

EY Global Head of TMT Law and
UK&I Head of Fast Growth
rgoold@uk.ey.com

Anna Faelten

EY UK&I Partner, Mergers and
Acquisitions, Technology, Media
and Telecommunications
afaelten®@uk.ey.com
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Debbie O'Hanlon
EY UK&I Private Leader,
dohanlon@uk.ey.com

Martyn Whistler

EY Global Lead Analyst,
Media and Entertainment
mwhistler@uk.ey.com

EY | Building a better working world

EY exists to build a better working world, helping to create
long-term value for clients, people and society and build trust
in the capital markets.

Enabled by data and technology, diverse EY teams in over
150 countries provide trust through assurance and help
clients grow, transform and operate.

Working across assurance, consulting, law, strategy, tax and
transactions, EY teams ask better questions to find new
answers for the complex issues facing our world today.

EY refers to the global organization, and may refer to one or more, of the member
firms of Ernst & Young Global Limited, each of which is a separate legal entity. Ernst &
Young Global Limited, a UK company limited by guarantee, does not provide services
to clients. Information about how EY collects and uses personal data and a description
of the rights individuals have under data protection legislation are available via ey.com/
privacy. EY member firms do not practice law where prohibited by local laws. For more
information about our organization, please visit ey.com.

Ernst & Young LLP

The UK firm Ernst & Young LLP is a limited liability partnership registered in England
and Wales with registered number OC300001 and is a member firm of Ernst & Young
Global Limited.

Ernst & Young LLP, 1 More London Place, London, SE1 2AF.
© 2021 Ernst & Young LLP. Published in the UK.
All Rights Reserved.

EYG no. 007539-21-UK
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Oy Inline with EY's commitment to minimize its impact on the environment, this

document has been printed on paper with a high recycled content.

Information in this publication is intended to provide only a general outline of the
subjects covered. It should neither be regarded as comprehensive nor sufficient for
making decisions, nor should it be used in place of professional advice. Ernst & Young
LLP accepts no responsibility for any loss arising from any action taken or not taken by

anyone using this material.

ey.com/uk




