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A challenging environment for UK
companies

As we approach mid-2025, life remains challenging for many UK companies and
their shareholders, and - as a broad generalisation - consensus suggests little will
change in the foreseeable future.

So, are we now facing a real risk of the UK economy stagnating due to lack of
funding? If that is the case, who is going to take the initiative and avert such a crisis?

Business life must continue, despite the macro environment providing limited
visibility and the distractions of political tensions taking centre stage on a regular
basis. This is hardly a background for inspiring confidence. Those of a more
optimistic persuasion may point out that the UK stock market indices show signs of
stability and the US indices have almost recovered their initial 2025 losses.
However, feedback from the UK private company sector raises broader concerns,
and this will be the focus or the rest of this article.

Despite the ambitious determination of the UK’s entrepreneurial talent, most
emerging companies are reliant on external funding - at least until they reach a point
of having better control of their destiny. The UK, rightly, has gained a reputation for
its depth of such talent and initiative; it remains critical to our future that we
encourage these businesses to pursue their ambitions. Sometimes, however, the
timing is challenging. Running a business can feel like the world is against you -
which is how the management of many private companies feel right now. It may also
not be surprising that many owners of established private businesses are asking
“what is the point of carrying on for the next five years?” If we are in danger of losing
economic momentum, this issue needs to be recognised and addressed. Importantly,
are companies addressing these funding challenges in the most effective manner?

Let's examine this in more depth:

Right now, many ambitious entrepreneurs are complaining that they cannot find
investors. In more optimistic “blue-sky” times, funding for both public and private
growth companies is often not an issue. Indeed, for example, public offerings may
be oversubscribed, and investor participation requires an immediate decision - and
only a limited amount of knowledge. In short, this investor attitude reflects a “RISK
ON” (investors are willing to take on higher-risk investment in pursuit of greater
returns) world where - rightly or wrongly - optimism reigns supreme and the failure
to participate means passing up on an opportunity to make “easy money”.

Today, the situation could not be more different. From an investor perspective, we
are in a "RISK OFF” (investors are pessimistic or uncertain, preferring to seek safety
in lower-risk investments) environment, and it may be far easier and less risky to do
absolutely nothing while waiting for the outlook to improve and/or opportunities to
provide better value. Unlike in times of optimism and high investor confidence,
today’s investors are reluctant to commit new capital, especially as many are
suffering disappointment with existing holdings. It is imperative, therefore, that
entrepreneurs understand the need to ensure that dialogue with the buy-side
recognises the reality of the situation.
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From the corporate viewpoint, management’s key focus is on running the business.
However, it is also critically important for management to appreciate expectations of
shareholders and prospective investors. As highlighted already, in times of economic
expansion and growing profits, this may not be too challenging. Today, the boot is
on the other foot - and it is imperative to retain shareholder confidence as well as
to broaden investor support.

Companies need to be in sync with their
shareholders

So, a crucial question for owners and directors is: “Are you in sync with your
shareholders?” You should be, but evidence might suggest to the contrary. Also, do
not forgot they are the owners of the business!

This question highlights the material dislocation that can exist between the needs of
investors - be they existing shareholders or potential new sources of capital - and
corporates.

In a November 2024 article, we addressed the growing issue of ROOM Risk - the
potentially disastrous consequences of “running out of money”. This problem has
not gone away; “cash is king”.

However, here are three broader questions related to investor communications:

1. Are your shareholders and prospective investors receiving the
information they need?

» It goes without saying, all such communication must be clear and follow
regulatory requirements. However, do your presentations meet the
requirements of the audience in terms of supplying information that is required
to raise capital? If, as a Board, you believe that supplying more and more
fundamental information is the route to goal, then you might think again. Many
investors, after all, primarily want to assess risk/reward rather than “know
more”. They want to be able to understand the key risks and challenges as well
as opportunities. At the risk of stating the obvious, investors want to make
money not run the company. Today, besides analysing the P&L, there is an
increasing focus on the Balance Sheet.

2. Do you believe your shareholders trust you to achieve the
goals you have laid out?

» Investing is often about confidence in personnel as well as appreciating
opportunities. With private businesses, there is little or no opportunity for
investors to trade out of positions. If shareholders believe in management and
feel, in return, that their expectations are understood, then a strong and
constructive relationship may mean that shareholders can support management
in additional ways to providing capital.

3. Are you confident that your current valuation is realistic?

» Fair value assessments, by their nature, are open to subjective opinions. While
there are established valuation guidelines, there are no “right answers”. The only
proof is that when a transaction occurs between informed and experienced
parties, the price reflects the market. Many Boards may believe that, as they
know their business better than anyone else, their valuation opinion is “right”.
They may also be concerned that raising new equity at a depressed valuation
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will upset existing shareholders. This, however, is not an attitude that reflects
the real world, and the failure to raise capital by ignoring what investors would
be prepared to pay can have disastrous consequences. Obtaining an
independent valuation is to be encouraged and will improve directors’
understanding of how to progress their business.

In conclusion, it is imperative that Boards understand and accept the fundraising
pressures in a “RISK OFF” world. There is often funding available for appropriate
situations at a price, but corporates must understand the needs of their investors in
order to obtain the funding they require.

Of course, markets and economies all demonstrate cyclical elements, which are
largely beyond the control of participants. However, when sentiment changes, and
confidence begins to increase, the “RISK ON” world will re-emerge. While the timing
of this change in attitude is not possible to predict, it is often “darkest before dawn”
- and right now it is looking fairly dark. It is not time to give up hope but rather to
find effective financial solutions to keep our entrepreneurial spirit alive.

If you would like to explore Hardman & Co's services for UK private companies,
including presentation guidance, valuations and growth strategy planning, please do
not hesitate to contact us.

Contact details
If you would like more information, please contact:

Richard Angus ra@hardmanandco.com

Anneli Késs ak@hardmanandco.com

Richard Angus is the Head of Business Development at Hardman & Co.

He has more than 30 years of City experience. His primary area of focus has been
US equity capital markets, and he has been involved predominantly in the
development of growth companies. Richard has experience on both the buy and
sell sides. Having worked for M&G as a fund manager, Richard then worked for US
investment banks Alex Brown & Sons and Furman Selz. Latterly, Richard was
Managing Director and Head of Institutional Sales for Europe at FBR & Co.
Besides being involved in many public flotations, Richard’s experience includes
pre-IPO capital raises.

Richard joined Hardman & Co in September 2014. He holds a BA (Hons) in
Economics from the University of Liverpool and is a Chartered Accountant.
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Disclaimer

Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly
available sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman & Co as to the
accuracy, adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions or results obtained
from use of such information. Neither Hardman & Co, nor any dffiliates, officers, directors or employees accept any liability or responsibility in respect of the
information which is subject to change without notice and may only be correct at the stated date of their issue, except in the case of gross negligence, fraud or
wilful misconduct. In no event will Hardman & Co, its affiliates or any such parties be liable to you for any direct, special, indirect, consequential, incidental damages
or any other damages of any kind even if Hardman & Co has been advised of the possibility thereof.

This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to buy
or sell any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not constitute
investment advice. However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be made available. A full
list of companies or legal entities that have paid us for coverage within the past 12 months can be viewed at http://www.hardmanandco.com/legals/research-
disclosures. Hardman may provide other investment banking services to the companies or legal entities mentioned in this report.

Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal entities
which pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or legal
entities covered by this document in any capacity other than through Hardman & Co.

Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. \We may provide
investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their past
recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of
possible outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies and legal entities but has no
scheduled commitment and may cease to follow these securities, companies and legal entities without notice.

The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or
use would be contrary to law or regulation or which would subject Hardman & Co or its affiliates to any registration requirement within such jurisdiction or country.

Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative
and involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance may
be volatile; they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or appropriate
for all investors. Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s particular circumstances and may be
subject to future change. Each investor’s particular needs, investment objectives and financial situation were not taken into account in the preparation of this
document and the material contained herein. Each investor must make his or her own independent decisions and obtain their own independent advice regarding
any information, projects, securities, tax treatment or financial instruments mentioned herein. The fact that Hardman & Co has made available through this
document various information constitutes neither a recommendation to enter into a particular transaction nor a representation that any financial instrument is
suitable or appropriate for you. Each investor should consider whether an investment strategy of the purchase or sale of any product or security is appropriate for
them in the light of their investment needs, objectives and financial circumstances.

This document constitutes a ‘financial promotion’ for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and
accordingly has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or
otherwise, without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice.
This notice shall be governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of
Capital Markets Strategy Ltd and is authorised and regulated by the FCA under registration number 600843. Hardman Research Ltd is registered at Companies
House with number 8256259.

(Disclaimer Version 8 - Approved January 2025)

Status of Hardman & Co’s research under MiFID I

Hardman & Co’s research is paid for by the companies, legal entities and issuers about which we write and, as such, falls within the scope of ‘acceptable minor
non-monetary benefits’, as defined in the Markets in Financial Instruments Directive.

The FCA Handbook (COBS 2.3A.19) states: ‘An acceptable non-monetary benefit is one which:[...] (5) consists of: [...] (b) written material from a third party that
is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, or where the third party firm is contractually
engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly disclosed in the material and that the material
is made available at the same time to any firms wishing to receive it, or to the general public.’

The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available.
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