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Forward

"The government’s aim is to make Britain the best place in Europe to do 

business. The tax advantaged venture capital schemes continue to be an 

important part of meeting this aim, providing valuable support to small and 

growing businesses seeking finance to develop and grow."

The Rt Hon David Gauke

“These schemes play a crucial part in ensuring that early stage businesses 

have access to much needed investment, without which many future UK 

successes would not progress beyond an idea. These companies are the 

lifeblood of the UK economy and play a key role in job creation and economic 

growth. The EIS and SEIS have helped to secure the UK’s reputation as a 

world leader in innovation.” 

Christina Stewart-Lockhart - Director General, EIS Association

“The Enterprise Investment Scheme has helped several small companies 

secure early stage funding to grow into large multinational companies. Both 

Cazoo and Zoopla have previously used EIS for funding.” 

Robert Herring - Director of Esper Wealth
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Introduction
Investing can often be very perceived as very complex, with a seemingly endless list of options available to 

investors. Yet in its simplest term, investment can be broken down to two key elements. These two key 

elements are risk and return. 

As Incentive Theory explains, people are motivated to take actions that result in a reward and will avoid an 

action that may result in a punishment. Translating Incentive Theory into the investment world, any 

investment of a higher risk classification needs to offer a better potential return to motivate prospective 

investors’ to participate.

As you will see, one aspect of investing that has historically done very well is Private Equity. Over a 25 year 

period this area of the markets have consistently outperformed all the major stock market indices. Though 

Private Equity is a huge asset class that offers several options to investors.

One area of Private Equity that has done very well is Venture Capital. The reason for this lays in two parts. 

Firstly, it is easier to a small company go gain rapid growth compared to a larger organisation. Secondly, 

and perhaps more importantly, there are ways to take advantage of the  risk verses return trade-off. 

This brochure focuses on several investment initiatives that have been set-up to reduce an investor’s risk, 

whilst simultaneously improving an investment’s potential ROI. 

This guide is a collection of articles that explain the different schemes available to UK residents that to take 

advantage of the risk verse return trade-off.

In our first article we lift the lid on Private Equity and Venture Capital. We explain what these investment 

terms are and how they work. We then explain why investors should actively seek to invest in this often 

misunderstood area of the financial markets in the pursuit of superior returns.

Next we take a look at the government’s flagship venture capital scheme. The Enteprise Investment 

scheme (EIS) has helped several companies raise the capital they need to grow and prosper. From an 

investor’s perspective, the scheme offers an exceptional tax structure that help investors mitigage a lot of 

the risk, whilst potentially magnifying investment returns.

Our third article, explains the governments most recent venture capital scheme. The Seed Enterprise 

Investment Scheme offers even better tax reliefs to qualifying investors. We feel that this scheme is an 

essential element of the government’s strategy of incentivising investors to participate in start-up 

businesses. 

Our final article in this guide explains the structure of Venture Capital Trusts (VCTs). VCTs are another 

governments scheme that offers tax reliefs to participating investors. As you will see, the tax relief offered 

through this scheme is not as generous as the other two schemes. However, participating investors have a 

lot more flexibility in the companies they can invest in.

By the time you have finished reading this guide you should be better acquainted with the various venture 

capital schemes at your disposal within the UK. More importantly, you should be better equipped to 

understand how you can use them to reduce risk and to increase your ROI.
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Is venture capital the best asset class?
Many savvy investors consider venture capital to be the best asset class in the marketplace. Yet for some investors, 
these two simple words incite fear and terror. The mere mention of the name is enough to make them shake in their 
boots. In this article, we lift the lid on the crazy world of private equity and venture capital and explain why you 
should actively seek out both types of opportunities.

Private equity and venture capital are different, though both involve investing in private unlisted companies. Firstly, 
we will take a look at private equity before moving on to venture capital. Then finally we will explain how both forms 
of investment can play their part in turning a good idea into a multinational conglomerate, making investors 
seriously rich in the process.

What is private equity?

Private equity is a broad term that can involve various scenarios. Most commonly, it involves buying stakes in mature 
private listed companies and eventually taking them public, i.e. helping companies to float on a stock exchange. 
Though sometimes private equity firms get involved with the aim of the company selling out to a larger company at 
some point in the future. The selling company can be either a listed or an unlisted company.

Who are the key players?

Private equity investment is made by institutional investors such as pension funds, hedge funds, investment banks 
and large private equity (PE) firms funded by high-net-worth and sophisticated investors (HNW & SI). Because private 
equity involves large scale direct investment often to gain influence at board level, the industry is dominated by 
companies with deep pockets.

Typically institutional investors prefer to entrust specialist Private Equity firms to make the investment on their 
behalf. This is mutually beneficial as the private equity firm can focus on identifying companies that if given more 
investment can use the funds to expand and increase profitability.
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Management oversight

Most private equity investment is not just about giving money to the best companies. Quite often these highly 
experienced private equity professionals are able to exert influence over the existing board they are investing in and 
guide the existing directors to make business decisions which will result in better profitability to the company.

PE professionals are notoriously ruthless and will ensure that the directors of the recipient company make business 
decisions solely for commercial reasons as opposed to sentimental ones.

Long-term investment

Private equity is often playing the long game. Frequently PE firms hold positions in companies for several years. 
Consequently, many HNW & SI who invest in PE firms are expected to be tied in for a considerable time, sometimes 
five years plus. Though PE firms usually target returns back to clients for between 4 to 7 years. This is why this 
investment is suited to professional investors. Many PE firms will not entertain a client for less than £100,000. Whilst 
some firms have far more exclusive entry levels, putting it out of reach for the average person.

Investment returns

Investment returns in private equity are exceptional. It is one of the few markets that have outperformed all the 
major indices over the long term (25 years). The chart below shows how PE has performed against the major 
American indices over the past 20+ years. As you can see PE has delivered over 50% better returns per annum. The 
power of compounding has resulted in PE delivering a 9 times return on equity over 21 years compared to 4 times for 
American indices. In contrast the FTSE 1000 has effective stayed the same over this time period.
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These illustrated returns have factored in PE fees, which are significant. PE tends to attract the best talent and PE 
firms often do a lot of research before marking an investment. So in reality the return on capital made by the firms 
they invest in is far higher.

Types of private equity

It should be noted that PE can be split into various categories by location eg World, US, Europe, Asia, etc. And PE can 
be split into sectors such as Healthcare, Real Assets, Retail, etc. Though most commonly PE is split into the type of 
deals the PE firms undertake. There are generally seven types of private equity deals and we list them below:

1. Growth capital

This is about investing in mature companies with proven business models. A PE firm may restructure the company’s 
operations or get the company to enter a new market. Though it can also be about using finance to fund an 
acquisition.

2. Buyout

This involves buying a mature company that is already generating significant and steady cash flows. PE firms make 
buyouts when they believe that they can extract value by holding and managing a company for a period, then 
exiting the company once it becomes more profitable. Usually, buyouts involve securing large sums of debt capital 
to fund the buyout.

3. Debt/Mezzanine Finance

Quite often larger private companies seek to raise capital without giving up equity as the owners are confident in the 
long-term prospects of the company. One way of raising finance is through a bond raise. However, once this has 
been done the bondholders have the first charge over the company’s assets. This is where mezzanine finance comes 
in. Some PE firms are happy to lend money with little security in the pursuit of higher yields. Though, this involves 
more risk for the PE firm so they need to do a lot of due diligence to be confident in the borrower’s ability to repay 
any loan.

4. Fund of Funds

Investments are made in PE funds rather than directly in the equity of companies. By investing in a fund of funds, 
investors have diversification which hedges their risk.

5. Special situations & distressed funds

This involves targeting companies that would benefit from restructuring or a turnaround. Investments usually profit 
from a change in the company’s valuation as a result of the special situation. (i.e. company spin-off, asset stripping, 
tender offers, bankruptcy proceedings.

6. PE Real Estate

PE firms can target real estate companies and make changes to the company’s portfolio by either buying or selling 
assets or renovating existing ones.

7. Venture Capital.

We discuss this at length in the next part of this article. Venture Capital is about investing in start-ups and young 
companies, with little to no track record. The preferred route is holding a stake in the company until it goes public 
via an IPO.
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Private Equity in action

Softbank invested $20 million in Alibaba back in 1999. Fast forward to 2014 when Alibaba went public and the return 
of equity resulted in $50 billion profit.

Private Equity is big business with approximately $4 trillion under management.

What is venture capital?

As discussed earlier, Venture capital (VC) is a form of private equity that focuses on investing in start-up businesses 
with a long-term investment timeframe.

Whilst VC can be risky for investors who put up the funds, the potential for high returns is an attractive payoff. For 
new companies or ventures that have a limited operating history (under two years), venture capital is becoming an 
increasingly popular avenue for raising money, especially if they lack access to capital markets, bank loans, or other 
debt instruments.

The main downside for the company is they are often giving up on a large percentage of equity. Usually, companies 
offer various lines of funding. At each line of funding, the company will raise the price of its shares. Consequently, 
early fundraising rounds are where investors can enjoy the best investment return. It is not uncommon for early-
stage investors in successful growth companies to experience a 100 times return on capital.

What are venture capital funds?

Venture capital funds manage pooled investments in high-growth opportunities in start-ups and other early-stage 
firms and are typically only open to HNW & sophisticated investors.

Venture capital has evolved from a niche activity at the end of the Second World War into a sophisticated industry 
with several players. It is anticipated that this sector will continue to grow.

Uniqueness of venture capital

The biggest difference between venture capital and other private equity deals is that venture capital tends to focus 
on emerging companies seeking substantial funds for the first time, whilst private equity tends to fund larger, more 
established companies that are seeking a cash injection or a chance for company founders to sell some of their 
holding before going public.

Market size

American VC backed companies raised nearly $330 billion in 2021. This is almost double the previous record of $166.6 
billion set in 2020. In the UK, the venture capital market has been consistently growing year on year.

Private equity firms don’t typically participate in the smallest fund raising rounds. This is because these companies 
are looking at spending billions of pounds or dollars each year so they prefer to target investments that allow them 
to put in larger amounts of funds. Consequently, there is an opportunity for HNW & SI to bridge the funding gap.

HMRC

In the UK, the government has incentivised HNW & SI to participate in start-up businesses. Since 1994, the UK 
government has run the Enterprise Investment Scheme which offers excellent tax breaks to qualifying UK investors. 
To date, the scheme has helped over 33,000 companies raise more than £24 billion through the scheme.

More recently, the UK government has introduced the Seed Enterprise Investment Scheme. This gives even more 
generous tax breaks to qualifying investors. Many venture capitalists consider Seed EIS as the most generous VC 
scheme in the world. The image below outlines the key tax benefits of both schemes. The biggest benefits are 
income tax relief, loss relief, and Capital Gains Tax exempt returns. You can find out more about these schemes by 
clicking on the appropriate links in the text above.
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For SEIS-qualifying companies, the majority of their investment is covered by HMRC. A 45% rate taxpayer only has 
27.5p risk exposure in the pound. Whilst an EIS-qualifying company only has 38.5p risk exposure for 45% tax rate 
earners. Conversely, all returns are exempt from CGT. Unlike typical private equity deals, investors can participate in 
EIS and SEIS investments at very modest entry levels.

EIS in action

Revolut (a 2015 fintech start-up) raised £1,030,000 from 433 investors on a round of funding through EIS in 2016. This 
means the average investment was just under £2,400. Two years later, the company was valued at 19 times what 
these investors paid for these shares. Fast forward to July 2021 and Revolt had an $800 million funding round that 
valued the company at $33 billion.

Advantages and disadvantages of Venture Capital

VC provides funding to new businesses that do not have access to stock markets and do not have enough cash flow 
to take on debts. This arrangement can be mutually beneficial:

• Businesses get the capital they need to fund and grow their operations.

• Investors gain equity in promising companies often with tax incentives.

In later rounds when private equity firms participate, the growth company will be able to leverage the experience of 
these PE firms to help perfect their business model and target more cost effective forms of capital finance.
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Key stages of venture capital
Revolut (a 2015 fintech start-up) raised £1,030,000 from 433 investors on a round of funding through EIS in 2016. This 
means the average investment was just under £2,400. Two years later, the company was valued at 19 times what 
these investors paid for these shares. Fast forward to July 2021 and Revolt had an $800 million funding round that 
valued the company at $33 billion.

Advantages and disadvantages of Venture Capital

There are different types of Venture capital. Each definition can be divided according to where the company is in its 
development. Typically, the younger a company is, the greater the risk for investors. Below we list the key stages of 
VC:

• Pre-Seed. This is the earliest stage of business development when the founders try to turn an idea into a
concrete business plan. The directors may employ in a business accelerator to secure early funding and
mentorship.

• Seed Funding. This is the point where a new business seeks to launch its first product. Since there are no
revenue streams yet, the company will need VCs to fund all of its operations.

• Early-Stage funding. Once a business has developed a product, it will need additional capital to ramp up
production and sales before it can become self-funding. The business will then need one or more funding
rounds. These rounds are often called Series A, Series B, etc.

Investor Profiles

For small businesses, funding is initially provided by angel investors and high-net-worth and sophisticated 
investors.

Angel investors are experienced investors who have amassed their wealth in a multitude of ways. Angel investors 
are either retired business executives or entrepreneurs who have sold out of their own business empire.

These investors are looking for start-ups that have:

1. Experience. They want to see that the management team has expertise in the sector they are working in.

2. Good business plan. A business plan offers investors an insight into the directors’ vision of the future. The plan
must be well thought out and factors in contingencies for the external environment.

3. Undertaken due diligence. Prospective investors need to know that the management team has fully
researched the sector they are operating in.

4. Exit strategy. Investment is about making a good return on equity and the owners must have an
understanding of their route to market, to allow investors to exit.

Is venture capital the best investment class?

In our opinion, the answer is a resounding yes. If you are able to successfully identify a company that is primed for 
rapid growth you can experience phenomenal gains.

Jeff Bezos invested $250,000 in Google in 1998. Had he still kept all those shares from that funding round his equity 
position would be worth almost $5 billion today.

For UK investors there have been several companies that have raised funds from the Enterprise Investment 
Scheme that have gone on to become billion pound companies. Early stage investors have seen exceptional 
returns on capital. Furthermore, the majority of the investment risk has been offset by income tax relief and loss 
relief. These tax breaks are not available once a company reaches a certain level of maturity.

However, all investment carries risk and venture capital is considered speculative despite generous tax breaks. This 
is why it is important to invest in venture capital with a disciplined strategy.

Lietotājs
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Venture Capital Process

A lack of funding is the main obstacle preventing promising start-ups from going on to become multinational 
conglomerates. This is why early-stage business owners must understand how to use finance to scale their 
businesses.

First step

The first step for any business looking for funding is to devise a business plan. This plan should concentrate on 
showing the competitive advantage of the business, explaining how and why people will use their products or 
services.

Utilise tax efficient schemes

The plan should show how investors’ funds will be spent, to make the company cash flow positive. If you are 
looking at getting favourable tax concessions such as EIS or SEIS funding, the business plan needs to be tailored to 
the requirements of HMRC. This is to attain advanced assurance for that line of funding. This makes an investment 
more favourable to prospective qualifying investors.

Snare private equity

Once the first few funding rounds are completed and you have utilised all your tax allowances your business should 
be of a size where private equity firms will look into your business. They will review your business plan and 
undertake due diligence to see whether the business can be scaled successfully, through a large injection of 
capital.

Have different funding rounds

Once due diligence has been completed, the PE firm will pledge capital in exchange for equity in the company. 
These funds can be provided all at once, but usually, the capital is provided in rounds. At each round, the PE firm 
will pay a higher price for the shares as the company starts to gain traction and becomes more valuable.

Exit strategy

The company needs to find a way for early-stage investors to successfully exit the company. The optimum route to 
market could be a merger, an acquisition, or listing on a stock exchange through an initial public offering (IPO).

Further information

One of the other benefits of VC is that it is not completely correlated with the major stock markets. If used correctly 
this type of investment will allow you to diversify risk from your existing portfolio whilst potentially improving your 
return on investment. This is especially the case If you are utilising the generous tax breaks available from certain 
venture capital schemes.

If you are a qualified investor who is interested in venture capital or private equity and would like to know more 
about how these investments work, you should contact investor relations who will happily send you a free brochure 
that will deepen your knowledge in this area of the markets.

Lietotājs
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What is the Enterprise Investment Scheme?
Since its inception in 1994, the Enterprise Investment Scheme has proved to be an astounding success. The scheme 
has successfully bridged the funding gap between early-stage growth companies and investors by offering 
significant tax breaks.

To date, the scheme has helped raise investment for over 32,965 companies, raising £24 billion in the process. Yet 
interestingly, many investors still haven’t heard about this government-backed scheme.

In this article, we take a look at the Enterprise investment scheme and explain its benefits and pitfalls to prospective 
investors.

What is the Enterprise Investment Scheme?

The Enterprise Investment Scheme or EIS Scheme for short is a government-backed scheme that helps early-stage 
qualifying UK companies raise funds to expand their business.

How does it do this?

The scheme gives major tax breaks to investors who buy shares in qualifying early-stage companies. These benefits 
include:

• income tax relief
• tax-free growth
• capital gain deferrals on other investments
• inheritance tax relief
• loss relief

As an investor receives lots of tax breaks by investing in EIS qualifying schemes, they are more likely to invest. This 
then potentially offers a win-win for the company and investor. The company can raise funds more swiftly and the 
investor has a better investment due to the tax breaks on offer.

Why does the government offer such good incentives?

The government is entrusted with several functions. One of those functions is to generate economic growth. The 
government recognises that one of the best ways to create growth is by helping smaller companies grow. When a 
company grows it is more likely to employ more staff, and generate more profits. Furthermore, it helps the workforce 
indirectly.

• Employing more staff. This is good for the economy as increased jobs reduce unemployment which is a burden
on the state.

• Generating more profits. As a company records more profits the government receives more revenue through
corporation tax. This income is used to fund pensions, education, health and many other important services.

• Workforce quality. Talk business states “As more jobs are created, more employees gain experience, often
making a step up in seniority because start-ups look for cost-effective talent. This means that even if those
companies do not perform as expected, or fail, there is a net gain for the British economy in its access to a more
experienced and skilled workforce.”

EIS analysis

The government has calculated that the loss of tax from investors (who invest in EIS schemes) is more than 
compensated by the increased revenue these companies will generate for the economy in the longer term. City AM 
has recently estimated that the cost to the government in tax relief alone between 2009 to 2019 exceeded £3 billion. 
Yet the scheme has been going since 1994 and has been kept on by both Labour and Conservative governments. The 
reason for this is simple: “it benefits the economy by supporting innovation, which in turn increases productivity, 
creates jobs, and boosts growth. Our research suggests that in the long term it makes the Treasury money.”
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What are the benefits of EIS for the investor?

The benefits to the investor are huge. Below we explain the various tax benefits related to Enterprise Investment 
Scheme.

Income tax relief

With an EIS qualifying investment, you receive income tax relief at 30%. This means for a £10,000 investment you 
can claim £3,000 in income tax relief irrespective of how the investment performs. The enclosed government link 
shows you how to make a claim.

You can invest up to £1 million in EIS qualifying schemes and receive full relief. For knowledge-intensive industries, 
this investment amount rises to £2 million in any given tax year.

Tax free growth

All EIS qualifying investments are exempt from capital gains tax (CGT). This means all profit goes directly to the 
investor without any tax on your profits.

Under current rules, normal investments are subject to either a 10% or 20% capital gains tax depending on your 
income, once you’ve breached your capital gains tax allowance. For certain investments like property CGT is levied 
at a higher rate. You can find out about Capital Gains Tax, here.

Capital gains tax deferrals

A gain made on the sale of other assets (eg property, equities, etc) can be reinvested in EIS shares and deferred 
over the life of the investment. There’s no upper limit on the value of gains that can be deferred.

So if an asset was sold for £40,000 and cost £10,000, this would result in a gain of £30,000. This £30,000 would need 
to be reinvested in EIS-qualifying shares in order to defer the gain.

There are time constraints too. To qualify for deferral relief, the reinvestment needs to be made either up to 12 
months before, or up to three years after, the original gain was made.

The chart shows the number of companies that raised through EIS 
each year and the amount of funds raised. (Image source: Gov.uk)

Lietotājs
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The gain will be deferred until the earliest of any of the following events:

• The EIS shares are sold.
• The company ceases to be EIS-qualifying within three years of investment.
• An investor ceases to be a UK resident within three years of investment.

When the deferred gain comes back into charge, it’s subject to capital gains tax at the relevant rate at that time.

A deferred gain that comes back into charge can be deferred again if it’s reinvested into a new EIS-qualifying 
investment. If the investor dies owning EIS shares, the gain will be eliminated.

Inheritance tax relief

EIS shares qualify for Business Property Relief (BPR). This means they can be passed down to beneficiaries free of 
inheritance tax, providing they have been held for at least two years at the time of death.

Loss relief

If shares are disposed of at a loss, the investor can elect that the amount of the loss (less Income Tax relief) can be 
set against income of that year or the previous year. This avoids a situation where the loss is set against capital 
gains, allowing far more flexibility.

The table below shows how you can offset losses on an EIS-qualifying investment of £100,000. When offsetting the 
loss you can choose to offset against either income tax or capital gains tax. Usually offsetting against income tax 
will provide you with the most tax relief.

In the above example, an investor who invests £100,000 into an EIS-qualifying investment will receive £30,000 back 
from claimed income tax relief. Should the investment completely fail the investor can claim back the loss against 
income tax. An additional ratepayer would be eligible to claim back 45% of the £70,000 loss. This in effect reduces 
losses to £38,500 on a £100,000 investment.

Lietotājs
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EIS in action

In the table below we provide an example of three scenarios of investing £10,000 in an EIS-qualifying company.

What are the rules?
There are several restrictions imposed on companies wishing to raise funds through this scheme. We list the key 
considerations below.

• Companies must be less than seven years old to qualify for raising under the EIS scheme.
• Companies cannot raise more than £5 million per annum under the scheme. There is also a maximum raise of

£12 million for any company over its lifetime.
• Companies must operate in a qualifying trade
• Any company wishing to raise finance through EIS needs to have a full-time presence in the UK as well as

having gross assets less than £15 million.

Otherrules must be followed for the investor to maintain the EIS benefits. These include:

• An investor must hold the shares for a minimum period of 3 years unless the company fails.
• An investor needs to be a UK resident throughout the duration of the investment
• The investor has to have a risk to capital. Otherwise, it would be seen as a tax avoidance scheme.

How do I get involved?
You can invest directly with the company that wishes to raise the funds. Alternatively, shares in the company may 
be offered to you from an investment firm or crowdfunding platform.

Lietotājs
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Should I invest in the Enterprise Investment Scheme?

This depends on you. If you don’t mind taking investment risks in pursuit of higher returns, then an EIS-qualifying 
scheme may be a benefit to you. This is because you can write off a large percentage of any losses, as well as 
benefiting from returns free from capital gains tax. These benefits are more pronounced for higher earners due to 
these underlying tax breaks.

However, just because an investment is EIS-qualifying it doesn’t mean that you should stampede towards any 
offering. It is important to remember that investments in small unlisted securities are speculative by nature and 
carry other risk considerations.

One important consideration is to understand that your capital is tied up for a minimum of three years before you 
can exit from your investment. Even then, you need to be sure that the company you’re considering investing in 
has an exit strategy in mind. Popular exit strategies include floating the company on an exchange or selling the 
company to a private equity firm.

Important questions to ask
Another important consideration is to understand the business model and financial solvency of the firm. Typical 
questions experienced investors ask are:

• Is the company forecasting strong growth?

• Are the forecasts realistic?

• Is the company cash flow positive? Or is it pre-revenue?

• What is the cost of sales?

• What are the experiences of the directors?

• Do the directors possess financial knowledge? i.e. Do they understand cash flow, income statements and
balance sheets?

• Is the sector I’m investing in likely to perform well in the next few years?

• Does the company already have advanced assurance from HMRC?

If you are inexperienced as an investor, you should also speak with an accountant or an investment manager who 
can provide you with independent advice.

What other options are there?
Various investment schemes offer tax benefits to UK investors. SEIS-qualifying schemes offer considerable tax 
incentives as do venture capital trusts.
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What is the SEIS scheme?
We take a look at the SEIS scheme and explain how it differs from the Enterprise Investment Scheme for 
companies and investors.

The SEIS scheme stands for Seed Enterprise Investment Scheme. It is commonly referred to as seed investment. 
The SEIS scheme was introduced in April 2012 to give additional tax incentives for investors in start-up businesses.

The scheme is very similar to the Enterprise Investment Scheme (EIS) that has been in existence since 1994. The 
scheme provides excellent tax breaks to investors in the scheme. These tax breaks incentivise investors to 
participate in growth companies. To date over £24 billion has been raised collectively from both schemes, with over 
32,000 UK companies receiving funding.

Why has the government introduced SEIS?

The Enterprise Investment Scheme has proved to be very beneficial in helping raising funds for early stage 
investors. However, the government has recognised that it is harder for start-ups to gain funding compared to 
companies with a 12 month trading history.

How much can a company raise under SEIS?

As the SEIS scheme is designed for start-ups, the scheme is quite restrictive in what it can raise. The maximum any 
firm can raise under this scheme is £150,000. Though the chancellor has extended this limited in his mini budget in 
September 2022. From April 2023 the limit rises to £250,000. Any company that wishes to raise more should use the 
SEIS scheme first and then raise any surplus funding from the EIS scheme. This is because seed offers better tax 
breaks to investors, so it is in their interest to secure them the best possible deal.

How much has SEIS raised?

To date the SEIS scheme has raised £1.4 billion in funds for 13,800 companies. In 2020 to 2021, 2,065 companies 
raised a total of £175 million of funds under the SEIS scheme. Funding has slightly increased by 4% from 2019 to 
2020 when 2,070 companies raised £169 million. The chart below shows the funds raised from this scheme since its 
inception.
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What are the rules for the SEIS scheme?
From a company perspective these are the requirements of obtaining SEIS status.

• Carries out a new qualifying trade.
• Is established in the UK.
• Is not trading on a recognised stock exchange at the time of the share issue.
• Has no arrangements to become a quoted company or a subsidiary of one at the time of the share issue.
• Does not control another company unless that company is a qualifying subsidiary.
• Has not been controlled by another company since the date of your company being incorporated.
• The company and any of its subsidiaries must:

1. Not have gross assets over £200,000 when the shares are issued.
2. Not be a member of a partnership.
3. Have less than 25 full-time equivalent employees in total when the shares are issued.

Other rules must be followed for the investor to maintain the SEIS benefits. These include:

• An investor must hold the shares for a minimum period of 3 years unless the company fails.
• An investor needs to be a UK resident throughout the duration of the investment.
• The investor has to have a risk to capital. Otherwise, it would be seen as a tax avoidance scheme.
• An investor can invest a maximum of £100,000 in an SEIS scheme. Though this increases to £200,000 from

April 2023. Alternatively they can use an Advanced Subscription Agreement with a longstop of 6 months. This
means investors can put in up to £200,000 in seed now and still qualify.
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What are the benefits to the investor?

The tax breaks to investors are considerable. They offer the same benefit as the EIS scheme in respect to tax free 
growth, loss relief and inheritance tax relief. However, there are better incentives in respect to income tax relief.

Income tax relief

With an SEIS-qualifying investment an investor receives tax relief at 50%. This is much higher than the 30% 
offered from EIS.

CGT reinvestment relief

When you dispose of an asset and make a gain you usually pay Capital Gains Tax for the tax year in which you 
dispose of the asset. Reinvestment relief enables an individual who has disposed of an asset – that would give 
rise to a chargeable gain – to treat a maximum of 50% of the gain as exempt from Capital Gains Tax, where they 
have reinvested all or part of the amount of the gain in qualifying SEIS shares.
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If you get SEIS Income Tax relief on an acquisition of shares, then you can claim reinvestment relief as well. You 
cannot get reinvestment relief unless you also get SEIS Income Tax relief. To get full reinvestment relief you must 
invest in qualifying SEIS shares at an amount at least equal to the chargeable gain.

SEIS in action

The table below shows a £10,000 investment in a company. There are three case examples case one is your return 
when the company triples in value. Case 2 is when the company breaks even and case 3 is your return if the 
company fails.

How do I get involved?

You can invest directly with the company that wishes to raise the funds. Alternatively, shares in the company may 
be offered to you from an investment firm or crowdfunding platform.

Should I invest in the SEIS?

This depends on you. If you are prepared to take some risks to achieve above average returns then this is 
something that you should consider. The benefits are that the majority of potential losses are offset against income 
tax relief and loss relief, whilst any gains are exempt from capital gains tax. This makes it very attractive for 
investors. The SEIS is considered by many as the UK’s best investment scheme.

However, just because an investment is SEIS-qualifying it doesn’t mean that it is a good investment. You would still 
need to do some due diligence first.



esperwealth.com |  21

A Guide to Blockchain Technology And Real Estate

Important questions to ask

Below we enclose a list of questions that experienced investors ask:

• Is the company forecasting strong growth?

• Are the forecasts realistic?

• Is the company cash flow positive? Or is it pre-revenue?

• What is the cost of sales?

• What are the experiences of the directors?

• Do the directors possess financial knowledge? i.e. Do they understand cash flow, income statements, and
balance sheets?

• Is the sector I’m investing in likely to perform well in the next few years?

• Does the company already have advanced assurance from HMRC?

• Do the company directors fully understand the rules to protect my tax benefits from being clawed back?

• Will the company be raising additional funds after SEIS? And if so how will any extra lines of funding affect
my underlying share in the company?

Investor Profiles
Just like EIS investments, SEIS are often complex. Usually these investments are best suited to high-net-worth 
and sophisticated investors. So if you are inexperienced as an investor, you should speak with an accountant or 
an investment manager who can provide you with independent advice.

It is worth noting if you have a CGT bill to pay you can potentially acquire shares in a SEIS company at very little 
cost to yourself as the 50% income tax relief is added to the 50% CGT reinvestment relief. The resulting 25% left 
can then be offset against your rate of tax. Furthermore, any returns from the underline investment are tax free.

If you would like to know more about this scheme then contact us today.
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Are Venture Capital Trusts a good 
investment?
Venture Capital Trusts VCTs are tax efficient funds that allow for investment diversification. They offer investors 
considerable tax breaks. In this article, we take a look at the benefits on offer and ask the question are VCTs a good 
investment scheme for qualifying investors?

What are Venture Capital Trusts?

A VCT is a company whose shares trade on the London stock exchange just like Shell, AstraZeneca, or Lloyds 
Banking Group. Though instead of investing in oil, pharmaceuticals, or banking, a VCT aims to make money by 
investing in other companies.

Venture Capital Trusts are structured similarly to investment trusts in that they are closed ended investment funds. 
However VCTs are unique in that they only invest in very small companies which are looking for additional 
investment to expand their business.

VCTs are one of three major venture capital schemes that the UK government offers tohigh-net-worth and 
sophisticated investors. The other two schemes are the Enterprise Investment Scheme (EIS) and the Seed 
Enterprise Investment Scheme (SEIS).

This is a vital area of the economy, and without funding from venture capitalists many companies we consider 
household names would never have been able to grow their businesses.

What types of companies do VCTs invest in?
Venture Capital Trusts invest in young innovative companies that meet the VCT criteria to allow them to retain their 
generous tax reliefs.

All recipient companies have common characteristics. They are young entrepreneurial companies who are aiming 
to grow.

The three types of VCTs

VCTs differ according to their investment focus.

• Generalist VCTs. These invest in a wide range of small, usually unquoted companies in different sectors. The
idea is to reduce risk by diversifying, so if one sector suffers setbacks, another might shine. This is the most
common form of VCT.

• Specialist VCTs. These focus on one sector, such as fintech or telecoms. The lack of any sector diversification
means they have a higher risk profile compared to other VCTs.

• AIM VCTs. These invest in new shares issued by AIM-quoted companies. The Alternative Index Market (AIM)
was set up by the London Stock Exchange in 1995. AIM offers additional flexibility for companies that do not
wish to, or cannot meet the more, stringent and expensive listing requirements of the main stock market. AIM
listed companies are not always small or start-up companies, although many will be. AIM VCTs typically target
tax-free growth as well as income.

What is the qualifying criteria for companies?

HMRC has strict criteria a company must satisfy to qualify for VCT funding:

• It must carry out a ‘qualifying trade’. Most trades are included; the main exclusions are businesses HMRC
doesn’t believe to need extra support, such as land dealing, financial activities, forestry, farming, running hotels
and energy generation.
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• It must be relatively small. Typically with gross assets of £15 million or less and fewer than 250 full-time
employees.

• It must be relatively young. Usually less than seven years old.

What are the tax benefits of venture capital trusts?
The tax reliefs available through VCTs are generous. Below we list the tax reliefs available to qualifying investors.

• Income tax relief. VCTs qualify for 30% income tax relief. This means the net spend is 70p in the pound.

• Capital gains tax exempt. Investments into VCTs are exempt from capital gains tax CGT, assuming an
investor holds shares for a minimum period of five years.

• Tax free dividends. This is a benefit to high income earners. As an example, a VCT that pays a 5% dividend
means a 40% taxpayer would have to find an investment with a yield of 8.33% to match the dividend payment.
And this excludes the fact that the investor only had to pay 70p in the pound to receive this yield through a
VCT.

Comparing the three venture capital schemes

The table below gives an overview of the key features of the three venture capital schemes on offer in the UK.
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Are VCTs a good investment?

Yes. Venture Capital Trusts offer good tax breaks. Another benefit of this scheme is an investor can diversify risk. 
Typically, VCTs invest on average in 20 companies at a time. So if some of the companies are unsuccessful the 
fund can absorb the losses.

However, the other two venture capital schemes offer superior tax relief. Both EIS and SEIS offer loss relief 
whilst VCTs don’t. Consequently, if a company fails in a VCT that company’s loss costs an investor 70p in the 
pound. Although, this is generally absorbed by other companies which outperform. In contrast, the maximum 
risk exposure for a 45% taxpayer in EIS and SEIS is 38.5p and 27.5p in the pound respectively. If an investor is 
using either of these schemes to mitigate a CGT bill then their risk exposure is lower still.

Famous companies that have raised capital through VCTs

Zoopla, Gousto, and Cazoo have all used VCTs to raise capital. Interestingly all three of these companies have 
also used EIS to raise equity finance too. This shows that companies who understand finance can utilise 
venture capital schemes to attract the necessary investment to scale their company. Whilst from an investor’s 
perspective venture capital schemes are a way to generate significantly higher returns due to the tax breaks on 
offer.

At Esper Wealth we are targeting rapid growth. This is why we are using venture capital schemes to offer our 
equity investors a better investment. Venture capital schemes help investors by reducing the risk and 
potentially increasing the returns on investment. You can find out more about our equity offering by clicking 
on the link provided.
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