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THE EIS EVOLUTION

HE ENTERPRISE investment scheme, or
the EIS, is a shape-shifter. Unveiled by
the government back in 1993, the
scheme was designed to help small,
promising companies access finance by
offering generous tax breaks to investors (you can
claim income tax relief of 30 per cent when you
buy shares in EIS-eligible companies).
The EIS has gone through various phases over
the years. One example is the changing stance on
renewable energy projects.
For years, the government had actively used the
scheme to attract investors to renewables, but in
2015, it decided to stop these projects from
benefiting from EIS perks. This was partly
because the tax breaks had driven down the
cost of renewable energies, making it easier
for the industry to survive without subsidies.
The government also moved the goalposts
to prevent misuse of the EIS. Luke Lang, cofounder of Crowdcube, says that the scheme
had been abused by fund managers and
investors who were exploiting the tax
benefits. In fact, there were reports back in
2017 that EISs was helping wealthy
investors avoid paying tax.
The government’s Patient
Capital Review sought to make
sure that the EIS was doing what it set out to
achieve, and recommended a number of
rule changes – ultimately marking a very
clear shift towards growth, and away from
capital preservation strategies.
“The result of this is that EIS
investment is now a clear driver in
supporting the growth of the UK’s
most promising companies and
unlocking the power of our worldleading science and innovation,”
says Daniel Rodwell, chief executive
at GrowthInvest.
“As such, the EIS market has effectively come full
circle: the focus of the scheme has returned to its
original stance, and it seems a period of stability
will follow, with no wholesale changes to the
scheme itself.”
But that’s not the end of it, because more reform
is in store for April 2020. One change includes
making sure that at least 80 per cent of funds are
invested in “knowledge-intensive” companies.
From April next year, fund managers will also
have to submit annual statements to HMRC to
show that they meet the conditions, and the
Treasury will extend the window of time that fund

How are incoming changes set to affect
investors? Katherine Denham finds out

managers have to allocate money to companies,
increasing it to two years from one year.
Ultimately, these changes will ramp up the risk
profile, as well as the potential investment
returns. “Changes to the EIS rules mean that
investment is being focused into younger
businesses at a much earlier stage of their
development, and investors’ capital is fully at
risk,” says Guy Ranawake, investment director of
the infrastructure team at Ingenious.
With that said, bear in mind that increased risk
could lead to greater opportunity for lifechanging returns.
Lang expects the changes to have a positive
effect on the sector, provided investment goes
into the right businesses. “By investing in
knowledge-intensive companies, it provides
further opportunity to support innovative
companies.”
Given the increased risk, Rodwell says that
investors need to accept the possibility that
they could lose a significant portion of their
investments (albeit the tax relief is designed
to limit losses on bad outcomes).
Some providers like Ingenious are
offering “unapproved” EIS fund options,
which are not limited to investing a
minimum of 80 per cent of funds in
knowledge-intensive firms. These are
likely to have a lower risk profile than
approved EIS funds, but tax relief is
only available from the date the fund
manager invests in each company, rather
than the date you subscribed your funds.
So how should investors prepare for
these changes?
First, you should consider the level of risk you
want to take by considering how much you can
afford to lose. One way to manage risk is by
investing across a number of different EIS funds.
It’s not only important for investors to learn
about the fund managers and their track records,
but GrowthInvest’s Rodwell recommends that
they should seek to understand the investee
companies that will sit within any given portfolio.
“Investment within this asset class should only
ever form a small portion of a client’s portfolio,”
he adds.
As fund managers wrap their heads around
next year’s changes, you have time to consider
the impact that this reform will have on your
portfolio. One thing is certain: EIS investing will
revert back to helping the brightest of British
companies shine through.
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EMV Capital wins ‘EIS
Newcomer of the Year’

E

MV Capital (www.emvcapital.com) was
recently awarded ‘Best EIS Newcomer
2018’ at the EIS Association Awards for
its differentiated investment strategy in the
knowledge-intensive space. The award
judges commended EMV Capital for its
‘innovative approach working together with
industrial corporate venturing teams …
resulting in… reduced time to market and
return of capital to investors’.

WHO IS EMV CAPITAL?

Based at Canary Wharf’s Level 39, EMV
Capital invests in companies spanning
multiple technology horizontals in the
industrial high-tech, energy transition, smart
cities and mobility sectors. Corporate
relationships are key to the investment
strategy. Since 2013 the EMV Capital team
has co-led or joined investments with the
participation of the likes of ABB Ventures,
Evonik, Zeiss, Flextronics, Philips Lighting
(Signify), alongside multiple family offices.

Investments are in both UK, and non-UK
companies with a strong UK growth focus,
including: London-based Q-Bot (www.qbot.co), a robotics and automation company
in the construction industry; and Tel Avivbased Pointgrab (www.pointgrab.com), a
machine vision company targeting the UK
market with an advanced facility
management sensing solution.
Corporate connections are key for
industrial SMEs to scale but are often difficult
for small players to access successfully. Early
corporate involvement can help validate a
company’s technology and market,
accelerate the development path, provide
access to corporate resources, routes to
market, and potentially an exit channel. EMV
Capital’s experience can help the Fund
portfolio companies approach and build
relationships with corporates at an earlier
stage than would otherwise be possible.
According to Dr. Ilian Iliev, Managing
Director of EMV Capital:

with corporates to help the portfolio
companies scale and expand internationally
faster than through a traditional EIS
investment strategy.”

WHAT ARE THE DIFFERENTIATORS OF
THE EMVC EVERGREEN EIS FUND?

Investing in knowledge-intensive UK SMEs
requires a unique investment selection,
structuring and management approach. In
the current EIS environment, traditional
strategies may be insufficient, restricting
internationalisation of companies due to
limited access to global pools of capital. By
contrast, EMV Capital’s approach combines
the EIS Fund into a broader investment
platform alongside non-EIS investment
sources and corporate investors. For target
companies, EMV Capital can provide an
investment solution from early-stage
investment through to exit.

“We don’t invest in blue-sky projects.
Instead we look to companies with proven
technologies ready for scale-up. Our maxim
‘Backing Ambition, Investing in Execution’

refers to our strong focus on codevelopment with portfolio teams to
support their vision with strong execution
strategies post-investment. We work closely

You can read more about EMV Capital on
www.emvcapital.com/eis_fund.
Subscriptions to the EMVC Evergreen EIS Fund
can be made directly through EMV Capital, or
EIS investment platforms such as Wealth Club,
Growth Invest, and Kuber Ventures. EMV
Capital is exclusive advisor to the EMVC
Evergreen EIS Fund. The fund is managed by
EIS Fund specialist Sapphire Capital Partners.
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HOW VCTS CAN BE
USED TO BUILD THE
NEXT ARM IN THE UK
DRAPER ESPRIT
William Horlick

Partner, Draper Esprit VCT

W

hen Venture Capital Trusts
were launched in 1995, their
purpose was simple: enable
SMEs to raise risk equity finance. It’s
easy to see why. In 2018, small
businesses made up 99.3% of the
private sector in the UK and 60% of all
private sector jobs. SMEs play an
important role in the economy, and so
incentivizing investors to put their
money behind them makes a lot of
sense.
But if you dig further into the data, you
can find something very interesting.
While small businesses are clearly
important, there’s a subset of them
which truly punch above their weight.
The vast majority of companies in the
SME category employ 10 people or less,
but a small group of around 30,000
companies, employ more people than
the FTSE 100 and are growing at around
20% a year. These are the companies
that VCTs were created to grow: high
growth, high risk, but with the potential
to build companies which can compete
globally.
The question of why the UK have not
yet produced a company of the size of
Google, Facebook or Uber has often
been posed. As Eric Schmidt, Chairman
of Alphabet, once said “The UK does a
great job of backing small firms and
cottage industries, but there’s little
point getting a thousands seeds to
sprout if they are left to wither or
transplanted overseas… if you don’t
address this, then the UK will continue
to be where inventions are born, but
not bred for long-term success.”
Many suggestions have been offered.
Lack of ambition, has been cited, as
has the willingness of entrepreneurs to
sell out early, and, most recently, the
government published the Patient
Capital Review stating that “companies
struggle to scale up because of a lack of
finance.” The problem is not that
startups don’t have seed money (early
stage investment), it’s that they don’t
have money to scale. To compete
against companies born in the US and
China, companies need cheque sizes to
enable them to gain market share.
Are VCTs the only solution to this?
Absolutely not. But can they help? Yes I

Entepreneurs need
to be connected to
world class talent,
advice and expertise
believe they can. Partly, this is by
ensuring that VCTs are supporting the
kind of companies which have the
ambition to go big. But of course, this is
not just about the money.
Entrepreneurs need to be connected to
world class talent, advice and
expertise.
It is for this reason that in January this
year, Elderstreet VCT re-named itself
Draper Esprit VCT. Draper Esprit is a
long established VC, which invests in
high growth technology companies
across Europe to enable them to scale.
They have backed entrepreneurs at
some of the fastest growing startups
right now; Graphcore, Transferwise and
Perkbox, naming just a few. They took a
30% stake in Elderstreet VCT in 2016,
but this move signals the move to fully
align our strategy with one which
enables high growth technology
companies to flourish. We will be
investing alongside their plc and EIS
funds (which was the highest
performing EIS fund according to
Martin Churchill’s The Tax Efficient
Review). And by combining their
networks, growth capital strategy and
expertise in building companies of
scale, we believe we can now provide a
platform that enables companies in the
UK to compete globally.

READ MORE ONLINE
Read more online at
www.draperesprit.com

T FIRST glance, venture
capital trusts (VCTs) and
enterprise investment
scheme (EIS) funds seem
like peas in a pod.
They are both governmentbacked tax wrappers, and they
both let you invest in risky young
companies. They also come with
the same 30 per cent income tax
perk, meaning that if you
invested £10,000, you would get
£3,000 back on your tax return.
As such, both vehicles are
useful for higher-rate taxpayers
looking to reduce their income
tax bill.
Madeleine Ingram, director at
Calculus Capital, points out that
both are helpful for investors
who want to save for retirement
as tax-efficiently as possible, but
who have used up all their taxfree pension allowances.
With the government lowering
pension thresholds and
tightening buy-to-let rules, both
EIS funds and VCTs are becoming
increasingly popular. But they
each have some distinct features
that may make one more suited
than the other to individual
investors. So let’s unravel the
differences.

INCOME STREAM

VCTs are listed on the stock
market, and are akin to
investment trusts in that they
have a closed-ended structure,
explains Alex Davies founder of
the Wealth Club. This means
that the trust managers don’t
create new shares to respond to
demand from investors (as they
do with open-ended funds), and
every so often the VCT will open
to raise new money to deploy to
new investments.
A trust manager chooses to
invest in unquoted and Aimlisted companies on your behalf.
When you invest, you buy shares
in the trust, meaning that you
get exposure to the entire
portfolio. This typically
comprises somewhere between
30 to 70 companies, says Davies.

“When you invest in VCTs, you
normally also get access to much
more established and profitable
companies than with EIS funds,”
he adds, pointing out that VCTs
operate under more relaxed rules.
Some big differentiating
factors separate the two vehicles:
you can invest up to £200,000

Patently, these
arrangements
are not for the
nervous investor,
but can be useful
tax planning tools
each tax year into VCTs (it’s an
eye-popping £2m for the EIS), and
you must hold the investment for
at least five years to benefit from
tax relief (for the EIS, it’s a
minimum of three years).
VCTs are essentially the go-to
tax wrapper for those who want
a steady stream of income.
“What makes VCTs special is
that any dividends they pay are
completely tax free,” Ingram says.
“This makes them particularly
useful for those looking to
generate extra income without
increasing their tax bill.”
Historically, some VCTs have
paid very attractive dividends. In
fact, Davies says dividends of up
to 10 per cent are not unheard
of – though most typically target
dividends of five per cent.

So while EIS funds are a good
option if you’re happy to leave
your pot of money growing for a
few years, VCTs are better if you
want the returns to trickle back
to you over time.

THE GROWER

Rather than investing in a trust
listed on a stock exchange, with
the EIS you invest directly into a
particular company or group of
companies chosen for you by a
discretionary manager.
Many investors prefer to invest
in a professionally managed EIS
fund, which invests in a
portfolio of six to eight
qualifying companies. Given
that EIS funds are less
diversified than VCTs, they tend
to be more risky.
Another important point to
bear in mind is that EIS shares
aren’t tradeable, meaning you
can’t simply decide to sell your
investment. You instead have to
wait for a suitable exit, such as
when the business is sold or lists
on a stock exchange like Aim.
“While you might strike lucky
and get an exit shortly after
three years, most typically take a
lot longer,” says Davies. So with
all this in mind, investors
should be comfortable with a
long-term investment horizon.
Unlike its VCT cousin, the EIS

WEIGHING
UP YOUR
OPTIONS
Katherine Denham compares two
popular tax-efficient investment schemes
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doesn’t offer tax-free dividends.
So rather than offering a regular
yield, the EIS is primarily used to
generate long-term growth.
However, the EIS does offer
three extra perks.
Loss relief is the main benefit.
This means that if the value of
one of the EIS-eligible companies
you’re invested in falls, you can
cushion the blow by offsetting
this loss against taxable income
from the current or previous tax
year. This relief is calculated by
multiplying the value of your loss
by your tax rate.
“Loss relief is available even
when the rest of the portfolio is
in profit,” says Ingram. “This
function helps reduce the risk of
the underlying investment.”
She also points to another
distinct benefit of the EIS:
investments are free of
inheritance tax after they have
been held for more than two

WHICH VCTS AND EIS
I WOULD BUY TODAY
WEALTH CLUB
Alex Davies is the founder of
Wealth Club, the UK’s largest non
advisory broker of VCTs and EIS.

Maximum investment
Income tax relief
Capital gains defferal
Tax free dividends
Tax free growth
Inheritance tax relief
Loss relief

VCT
£200,000
30 per cent
No
Yes
Yes
No
No

EIS
Up to £2m
30 per cent
Yes
No
Yes
Yes (after two years)
Yes
Source: Wealth Club

years. This makes them a
valuable tool for investors who
are worried that a hefty
inheritance tax bill will erode
the value of their estate, leaving
less to loved ones when they die.
The benefits don’t end there.
Davies explains that if you have
any chargeable capital gains,
such as from the sale of a
property or from receiving a
generous bonus, you can defer
the gain for as long as you are
invested in the EIS, potentially
indefinitely.
Davies explains: “Say you have a
capital gain of £100,000,
resulting in a £20,000 capital
gains tax bill. Invest £100,000 in
an EIS fund and you would not
only get £30,000 income tax
relief, but you could also defer
your £100,000 gain, which would
only become payable if and when
you sell your EIS shares.”
If you die before realising the
EIS investment, the capital gains
liability would die with you.
The bottom line is that the EIS is
more tax efficient than VCTs.

IT’S A WRAP

While VCTs and EIS funds are
becoming more popular, Liz
Alley, divisional director of
financial planning at Brewin
Dolphin, warns that they come
with a high investment risk.
Indeed, smaller businesses are
statistically more likely to fail, so
there should be a limit to how
much you invest. In fact, the rule
of thumb is that VCTs and EIS

funds should make up around 10
per cent of your total portfolio.
“Patently, these arrangements
are not for the nervous investor,
but can be useful tax planning
tools in certain circumstances,”
Alley adds.
But broadly speaking, VCTs are

If you don’t need
the income now,
the EIS will be the
best option
the simplest and arguably less
risky option. “If income is your
main consideration, VCTs are
the winner,” says Davies.
By comparison, the EIS is more
tax-efficient, has a more
generous allowance, and is an
excellent growth vehicle.
The Wealth Club founder adds:
“If you don’t need the income
now, and are looking to build up
a pot for the future, EIS funds
are far more attractive.”
With all that said, investing in
one of these schemes doesn’t
prohibit you from investing in
the other. So if you have enough
wealth to go around, and you
want income as well as growth,
you can choose both.

T

ax pressure in Britain has reached a
49-year high.
Higher earners have arguably been
hit the hardest. Not only has their tax
burden increased, but many of the
traditional avenues to invest tax efficiently
have been blocked. The tightened
restrictions on pensions and crack down
on buy-to-let are examples.

tomorrow’s winners. Two examples that
have recently come to fruition are
Watchfinder, the online marketplace for preloved luxury which was sold to Swiss luxury
goods group Richemont SA and
Chargemaster, the UK's largest electrical car
charging firm, which was acquired by BP.

WHERE COULD EXPERIENCED
INVESTORS TURN?

This fund focuses on university spinouts:
companies that commercialise ideas from
university research. It’s a thriving sector –
Cambridge University alone has spun out
15 companies valued more than $1bn –
and Parkwalk is one of the most
experienced investors. It works with twelve
universities and manages funds in
conjunction with the tech-transfer
departments of Cambridge, Oxford and
Bristol Universities.

Two of the last tax-efficient investments left
are Venture Capital Trusts (VCTs) and the
Enterprise Investment Scheme (EIS).
Both are government-backed schemes
designed to incentivise private investment
in young and dynamic small companies.
The reward for investors is the potential to
back the next £1 billion company in the long
term, whilst receiving significant tax reliefs
in the short term. This potential reward is to
counter the higher risks investing in smaller
companies typically entails.

HOW MUCH TAX COULD YOU SAVE?

With both VCTs and EIS, you could get up to
30% income tax relief.
Returns (normally paid as dividends in the
case of VCTs) are tax free. Moreover, with EIS
you benefit from potential inheritance tax
relief and could defer capital gains from the
sale of other assets.
Annual allowances are generous:
£200,000 in VCTs and up to £2m in EIS.
These could be valuable to investors
caught by the restrictions on pension
contributions.

WHERE TO INVEST?

Below are some offers I would choose
today – you can see more at
www.wealthclub.co.uk and decide for
yourself.

OCTOPUS TITAN VCT

This is the largest VCT. It has a great record
of spotting and nurturing rising stars and
achieving high-profile exits, including sales
to the likes of Amazon, Google and
Microsoft.
Zoopla, the first VCT-backed £1bn
company, Secret Escapes, graze.com, and
Tails.com all received funding from
Octopus Titan VCT.

PARKWALK OPPORTUNITIES EIS
FUND

DEEPBRIDGE TECHNOLOGY GROWTH
EIS

This fund invests in three main sectors:
energy and resource innovation, medical
technologies, and high-growth IT-based
technologies. To pass the test and receive
funding, the companies must have
intellectual property or patented products.
A recent successful investment is Sky
Medical which invented and produces a
device, gekoTM, that helps blood
circulation in the calf and is used by the
NHS to reduce the risk of deep vein
thrombosis.

AN IMPORTANT CAVEAT

Popular offers have already come and gone
– the Northern VCTs, for instance, filled up in
just 11 days. If you plan to invest in VCTs or
EIS this tax year the sooner you act, the
wider the choice. Leave it a couple of weeks
and you might miss out.
This is a financial promotion issued by
Wealth Club Ltd, authorised and
regulated by the Financial Conduct
Authority. It’s not advice nor a personal
recommendation to invest. If unsure, seek
advice. The product mentioned are high
risk and illiquid and only for high net
worth or sophisticated investors. Tax
rules can change and benefits depend on
circumstances.

PROVEN VCTS

ProVen has also always specialised in
growth capital deals – and generated great
returns in the process. From a company
that creates jewellery worn by the Duchess
of Cambridge, to a leading online retailer of
spectacles and contact lenses, the ProVen
VCTs have a long history of backing

READ MORE ONLINE
Read more, watch video interviews
and apply online at
www.wealthclub.co.uk/cityam

CITYAM.COM

WEDNESDAY 27 FEBRUARY 2019

FEATURE

25

EIS SPECIAL

Y
TINY FIRM,
BIG REWARD
Luke Graham looks at how investors can manage
the risks from investing in startups and Aim stocks

OU HAVE some cash saved in a
rainy-day fund. You’ve invested sensibly in a diverse
portfolio that contains a mix
of low-cost trackers and wellmanaged investment funds. But now
you want to add a bit of excitement to
this financial cocktail.
If this describes you, then there are
a few ways to go about it, but we’re
going to explore two options: investing in scaleups listed on the UK’s Alternative Investment Market (Aim),
and backing startups through the enterprise investment scheme (EIS).
Let’s start with Aim. This is an index
of the country’s smallest companies

with the potential for rapid growth.
Since Aim’s launch in 1995, more
than 3,000 companies have been listed
on the index, raising £60bn in new investment capital to fund their growth.
Since 2000, more than 100 stocks that
originally listed on Aim – including
Domino’s Pizza, specialist insurer Hiscox, and self-storage supplier Big Yellow – have gone on to become
stalwarts on the larger mainstream
markets such as the FTSE 250.
The kinds of companies that list on
Aim are often smaller, more nimble,
and are innovating using technology.
£ CONTINUED P26
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Calculus Capital – EIS, A
Look Beyond the Tax Reliefs
Y

ou might argue that the most
attractive thing about Enterprise
Investment Scheme (EIS) funds are the
raft of tax benefits that accompany them.
They are certainly generous, including 30%
Income Tax relief on investment, successful
exits free of Capital Gains Tax and loss relief
to help with downside protection. But focus
too much on the tax and you might miss
one of the most rewarding and exciting
aspects of EIS investing.
Those tax benefits exist because
investors are putting their capital at risk.
Small unquoted companies by their nature
are higher risk than their large listed
counterparts but they have the potential to
provide impressive investor returns. And
on top of that they can affect
transformative change to an industry and
society.
Calculus Capital’s multi-sector EIS fund
invests in businesses that are not only
solving key business challenges but

changing the world of science and
addressing an array of societal problems.
Some of our portfolio companies have
developed ways to tackle sustainability and
public health challenges. Weedingtech, for
example, produces a herbicide-free, nontoxic weed control foam system in use by
municipal authorities around the world,
including New York, London, Munich and
Barcelona.
Others are working towards economic
goals, such as addressing productivity
problems. Active Ops and its ‘Workware’
workforce management platform is now
being used by businesses across the globe
to boost efficiency and lower costs.
And then there is Blu Wireless
Technology, a Calculus portfolio company
that was named by the European
Commission as a ‘key innovator’ for its
contribution to research on 5G networks,
the future of ultra-fast internet. The
company has recently won UK government

contracts for 5G trials and will play a pivotal
role in the coming 5G revolution. ARM are a
co-investor alongside Calculus.
In vital industries such as healthcare and
pharmaceuticals, Calculus investors are

driving progress that could well contribute
to saving lives and improving quality of life.
Take Axol Bioscience, for instance.
Countries across the developed world are
facing demographic timebombs – rapidly

ageing populations that will mean a much
higher prevalence of age-associated
diseases such as Alzheimer’s. Axol
Bioscience is supplying some of the world’s
leading researchers with the necessary
human cells, including live human neurons,
for studies which may one day prove vital in
the battle against such diseases.
Synpromics is another portfolio company
at the forefront of health sciences. Its
ground-breaking, patentable technology
drastically simplifies gene protein
production in laboratory settings. The
technology is already being used by
researchers looking at cures for rare genetic
lung and eye diseases.
The EIS market is growing in size and
public awareness at a time when social
good has never been more pertinent for
business.
It goes without saying that any
investment is first and foremost about
getting the best possible return on capital.
Of course, that principle is fundamental to
our funds. But our EIS fund (and our VCT)
offer something else in abundance too: an
opportunity to help build a better future.
Calculus EIS Fund and Calculus VCT are
open for investment.
To find out more visit:
www.calculuscapital.com
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You’ve likely heard of some notable
Aim stocks, such as the online fashion
retailers ASOS and Boohoo. Also look
at tonic water maker Fevertree: shares
in the Aim-listed company have risen
by more than 390 per cent in the last
three years, compared to just 17 per
cent growth by the FTSE 100 market.
While Fevertree has handsomely rewarded its investors, not every stock
will have that much success, and there
are plenty of Aim-listed companies
that have collapsed or failed. In fact,
the Aim index has struggled recently
– it experienced sharp drops from October to December, though has stabilised in January and February.
While many markets suffered volatility at the tail end of last year due to

economic and political fears caused by
Brexit and US-China trade wars,
among other factors. Aim was particularly afflicted – the index fell 11 per
cent in the course of what was later
dubbed “Red October”.
All this is to show that investing in
Aim can be highly rewarding, but also
potentially high risk, and so may not
be suitable for the faint-hearted.
“If Red October made your innards
queasy, you’re not thinking long term
enough for this type of investment,”
warns Tom Britton, co-founder of investment platform SyndicateRoom.
“The truth is that backing an early
company is a long-term game that will
have many ups and downs.”
It’s possible to mitigate some of the
risk of investing in individual shares
by instead placing your money into

an Aim-based fund or tracker, which
will spread your investment among
the hundreds of stocks listed on the
index, rather than concentrating all
your investment in just one or two
companies. And if you invest in funds
within an Isa wrapper, you’ll also receive some additional benefits, such
as tax-free dividends.

GET IN EARLY

Another idea for adventurous investors is to look at startups and
smaller private companies that
haven’t yet listed on Aim.
Thanks to crowdfunding platforms
such as Crowdcube, Seedrs, and SyndicateRoom, ordinary investors can
help back these kinds of companies in
return for equity in the business.
These startups and private compa-

LESS WALL

STREET,
MORE YOUR
STREET.
You don’t have to be a seasoned expert to invest.
With our ISAs, we do a lot of the hard work so you don’t have to.

Discover Stocks & Shares ISAs at Aviva.co.uk/ISAs
The value of your investment can go down as well as up,
so you could get back less than you invest.

nies are risky because they’re at an
early-stage of development, so may not
have many resources or might be running at a loss. If you invest, then you
probably won’t be able to trade or sell
the shares as they are private companies. But by joining the business at the
bottom floor, you stand to make a decent profit if it does eventually list on
a stock market or gets acquired by a
larger rival.
For instance, Crowdcube investors
who backed digital advertising company Bidstack in 2015 were rewarded
when it listed on Aim in June last year.
If they’d sold their shares at this point,
they would have made a potential five
times return on their investment.
Still, some investors may be hesitant
to back this type of company due to
the risks involved. But thanks to the
EIS, their investment will have some
valuable extra protection.
EIS is a government scheme intended
to encourage investors to back small,
higher-risk companies. Businesses
must apply for the EIS, and if they
qualify they can sell shares that come
with a range of tax benefits.
First, EIS shares offer income tax relief of up to 30 per cent of the amount
invested – so if you invest £1,000 into
an EIS-eligible company, you can
claim £300 off your tax return.
EIS shares are also exempt from capital gains tax and inheritance tax.
And finally, EIS shares offer loss relief. This means that if the company
goes under, you can claim your lost
investment (minus any tax relief
you’ve already claimed) against your
income tax bill.
“The attractive tax reliefs available
under the EIS offer investors an incentive to balance the risks associated
with investing in ambitious, earlystage companies, and are vital for
stimulating investment in these businesses,” explains Luke Lang, cofounder of Crowdcube. “Over £316m
has been raised on Crowdcube by
businesses that qualify for the EIS.”

TAKE IT EIS-Y

There’s an old investment saying that
is worth remembering: don’t let the
tax tail wag the investment dog. It
means that you shouldn’t make fi-

nancial decisions based solely on how
it will affect your taxes.
As a sensible investor, you should be
aiming to back sound firms that you
think will grow and deliver a return
on your investment, rather than taking risky bets on a business that will
ultimately fail to deliver, just because
its shares offer tax incentives.
Having said that, the EIS does offer
a protective cushion to investors who
want to invest in small, riskier companies. In addition, the EIS helps these
businesses to grow and prosper by encouraging more investment into
them, meaning that they are more
likely to succeed.
“The EIS has been an extremely positive initiative to encourage the flow
of capital for the early-stage businesses in our portfolio,” says Reece
Chowdhry, founder of RLC Ventures.
“By reducing the downside risk for
investors, we have seen an increase of
60 per cent in capital flow into those
portfolio companies who qualify for
the EIS scheme.”
To further mitigate the investment
risk of backing small companies,
there are several EIS funds available
on the market. These funds spread investors money among several EIS-eligible companies in order to reduce
the overall risk. One such provider is
Draper Esprit, which has raised
£100m through EIS.
“High-growth tech companies are
now staying private for longer. It’s
simply getting harder to gain access
to this asset class,” says Richard
Marsh, partner at Draper Esprit. “We
have enabled investors to gain access
to them, while also ensuring that the
startups have the capital that they
need to compete internationally.”
Investing in startups and Aim shares
can often feel like riding a rollercoaster – their value can rise and fall
sharply in a short space of time.
However, rollercoasters can be exciting as well as scary. And there are
ways to take the edge off the highs
and lows by investing in Aim or EIS
funds and claiming any tax relief. Just
make sure that you have your eyes
open to the possible risks – you might
make a huge return, or you may lose
your whole investment.

WEDNESDAY 27 FEBRUARY 2019

CITYAM.COM

FEATURE

27

INVESTING
ADVERTISING FEATURE

SMART ISAS:
A RETURN
TO THE
‘GLORY DAYS’
OF HIGHER
RETURNS?
Octopus Choice
explains why now
could be the time
for investors to
consider a higher
risk investment

I

n 2017, for the first time, the
amount of money deposited in
stocks & shares ISAs overtook the
amount deposited in cash ISAs. And
in 2018, according to HMRC, the
gap continued to grow (HMRC, Individual Savings Account (ISA) Statistics, August 2018).
It seems years of record-low interest
rates may have finally taken their toll
on the popular tax wrapper, perhaps
leading some savers to sacrifice the security of a cash ISA for a higher return,
but higher risk alternative. The introduction in 2016 of the Personal Savings
Allowance may have only served to accentuate the drain, too, leaving many
less well-off savers – a group statistically much more likely to have a cash
ISA – having no need for one whatsoever (The Times, September 2018).
But though the tide may be turning,
cash ISAs still account for £270 billion

of the UK savings market. Consider,
too, the long-term nature of ISA saving,
where dipping into your ISA could result in a potential loss of the tax benefit. In this context, should investors
consider taking on more risk to target
higher returns?

A CREDIBLE ALTERNATIVE TO
VOLATILE STOCK MARKET
INVESTMENTS

But, for some, no matter how low the
rate, the volatility of the stock market
is simply too much to shoulder. In this
context, could another ISA, the Innovative Finance ISA (IFISA), come to the rescue?
The IFISA allows interest earned
through eligible peer-to-peer lending
products to be included within the taxfree wrapper. It was launched on the
back of dramatic growth in the sector
– which saw over £3.7 billion of transactions in 2017 alone (source: Orca,
2017).
Though yet to quite break the mainstream – on launch, only a handful of
the large peer-to-peer providers were in
a position to offer one – it could still
have a bright future ahead. Some bigger names, such as Octopus, are now
getting involved, and experts have predicted an influx of 400,000 investors
entering the sector on the back of it by
2022 (source: Intelligent Partnership,
February 2017).

Should investors
start thinking about
whether they could
take on more risk to
try and target
higher returns?

Our own lending
platform, Octopus
Choice – which has
been available with
an ISA wrapper
since the summer
of 2017 – could
help investors target inflation-beating
returns
(around 4% a year)
but with less of the
ups and downs of
the stock market.
So far, we’ve had
over £290 million
invested with us.
Clearly investors’
capital is at risk,
and they may get
back less than they
put in. But because
all loans are secured against property at conservative
‘loan to value’ ratios, the investment
could create a less volatile income,
compared to a portfolio of equities.
However, it is important to remember

that peer-to-peer investments
are not protected by the Financial Services Compensation
Scheme (FSCS).
Also, be aware that the Octopus Choice ISA isn’t a flexible
ISA. Any withdrawals that you
make from this year’s money
will still count towards your
ISA allowance. Tax treatment
is subject to change and
depends on individual circumstances.
As investors begin to consider how they can better put
their ISA money to work, now
could be the time to consider
if a higher risk investment
is right for you. And for those
who find the choppy waters
of stocks and shares too tough
to bear, could a propertybacked innovative finance ISA
provide the answer?
£To find out more, visit
octopuschoice.com or speak to your
financial adviser.

We do not offer investment or tax advice. This financial promotion has been
commissioned by Octopus Choice, a trading name of Octopus Co-Lend Limited,
which is authorised and regulated by the Financial Conduct Authority (No.
722801). Registered office: 33 Holborn, London EC1N 2HT. Registered in England
and Wales No. 08913299.

28

FEATURE

WEDNESDAY 27 FEBRUARY 2019

CITYAM.COM

ADVERTISING FEATURE

HOW MANY
STARTUPS
SHOULD YOU
INVEST IN?

Francesca
O’Brien, Head of
Private Markets,
SyndicateRoom
discusses investing
in startups

E

arly-stage investing has a
reputation for being highly
risky, and for good reason:
the majority of startups fail
in their first five years. But
industry data shows that investing
in startups can also be highly profitable – if you’re smart about it.
According to The Alternative Investment Report by NESTA and Intelligent Partnership, an early-stage
portfolio should contain at least 28
investments in order to have a 95%
chance of securing at least one 10x
investment. But that’s not all you
can do to maximise your chances of
bagging a successful exit.

THE ONLY FREE LUNCH
IN FINANCE

A broad portfolio of investments
spanning different stages, levels of
liquidity, sectors, sizes and types has
a reduced chance of containing
highly correlated investments, where

macro factors such as housing market changes, unemployment or general market performance can affect
all investments in one fell swoop.
By building a portfolio of uncorrelated investments across multiple
sectors, you reduce your chances of
a single sector experiencing a negative change and it bringing down
your entire portfolio; think, for example, of how a shift in oil prices
can affect a vast number of investments within that sector.
But how can an investor achieve diversification when their knowledge
might span just one or two sectors?

THE PROBLEM WITH
TRADITIONAL EIS FUNDS

Traditionally, EIS funds are structured
with a fund manager, an investment
review process or committee, and potentially an advisory board. It is the
role of this small team to source, review and select investments.
The level of sector-specific knowledge
and time needed to review each and
every opportunity mean that typical
EIS funds tend to gain exposure to a
very limited number of sectors or industries – often just one – well below
NESTA’s suggested minimum portfolio
size of 28.

THE ULTIMATE IN EIS
DIVERSIFICATION

Fund Twenty8 is the first and only
fund to automatically build you a di-

Fund Twenty8
is accepting
investment until
1st April 2019

versified portfolio of at least 28 EISeligible early-stage investments,
across a broad range of sectors, targeting a return of over 20% IRR including up to 30% EIS tax relief for
eligible investors.
£ 28+ EIS-eligible investments
per fund
£ Up to 30% EIS tax relief
£ Unparalleled cross-sector
diversification
£ Targeted IRR of 20%+
Nested within SyndicateRoom, the
UK’s premier equity investment
platform, Fund Twenty8’s algorithmic approach draws on data from
the investment decisions of sophisticated Lead Investors to determine
which companies to back.
The Fund is therefore structured to
exploit the benefits of investment
diversification and any applicable
tax reliefs, and to leverage the investment skills of a wide selection of
Venture Capitalists and Business Angels by joining in opportunities on
SyndicateRoom and the private
rounds of established lead investors.
Now in its fourth year, Fund
Twenty8 has:
£ 426 investors
£ Invested a total of £8.54m
£ Diversified over 58 investments
£ Across 13 sectors
Fund Twenty8 is accepting investment
until 1st April 2019.
For full details of Fund Twenty8’s

investment strategy, fee structure and
existing portfolio, visit
www.syndicateroom.com/fund-twenty8
Risk warning: Investing in early-stage
businesses involves risks, including
illiquidity, lack of dividends, loss of
investment and dilution, and it should be
done only as part of a diversified
portfolio. SyndicateRoom is targeted
exclusively at sophisticated investors
who understand these risks and make
their own investment decisions.
Tax relief depends on an individual’s
circumstances and may change in the
future. In addition, the availability of tax
relief depends on the company invested
in maintaining its qualifying status.
Past performance is not a reliable
indicator of future performance. You
should not rely on any past performance
as a guarantee of future investment
performance.
Full risk warning available at
www.syndicateroom.com/risk-warning.
This message has been approved as a
financial promotion by Syndicate Room
Ltd, which is authorised and regulated
by the Financial Conduct Authority (No.
613021). Investments can be made only
on the basis of information provided in
each respective investment opportunity.
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HAVE A
BREAK,
GET A TAX
WRAP

The EIS has cost the government £3bn
in tax relief, so John Glencross looks
at why it has become more generous

T

HE ENTERPRISE investment
scheme celebrates its silver jubilee this year. Announced by
the then chancellor Ken
Clarke in the Autumn Budget
in 1993, the scheme was launched at
the beginning of 1994.
The benefits of the EIS have remained generous – in fact, they’ve become more generous. Until April 2011,
the up-front tax relief was 20 per cent.
Today it is 30 per cent.
Those aren’t the only benefits: your
investments are free of capital gains
tax, you get loss relief, and your pot becomes inheritance tax free after two
years. By investing via the EIS, you also
have the option of deferring capital
gains on assets outside of the wrap.
Compare that with what has happened towards pensions in recent
years – just a decade ago you could put
£255,000 into your pension each year.
Now it is £40,000, and only £10,000 for
the highest earners.
Since 1994, 27,905 companies have received investment of over £18bn via
the EIS. It is estimated that, in the past
decade alone, the EIS has cost the
Treasury over £3bn in tax relief.
So why does the government continue to offer EIS investors such generous tax breaks?
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 actually makes the
Treasury money.
Statistics show that the UK punches
above its weight in terms of enterprise
creation. According to OECD figures,
the UK created more than any other
European country in 2015 (the latest
available figures).
In 2017, 382,000 businesses were
launched in the UK – down marginally
from a high of 414,000 in 2016 (perhaps
not helped by Brexit uncertainty).
The long-term trend is very positive.
There has been a substantial rise in
the number of business launches in
Britain over the last decade, and that
compares favourably with what is happening in the US, which is often seen
as the home of the entrepreneur.
Take the decade to 2016: the
number of businesses created in Britain rose by
62 per cent in that
time, while the number of new firms in
the US actually fell
by 22 per cent.
Entrepreneurship requires capital, and I have no
doubt that the growing popularity of the
EIS and the funding it
makes available is a factor in Britain’s entrepre-

neurial revival.
Many of our European competitors
envy us these schemes, because they
connect investors looking for a taxefficient home for their wealth to entrepreneurs with the ideas, talent and
drive to make the most of it.
Job creation could result in a profit
for the Treasury, which has obvious
benefits for the UK economy.
How many jobs need to be created
for the Treasury to break even on the
tax relief it gives on an EIS investment? According to our research, the
answer is nine jobs per £1m of EIS
investment.

The UK punches
above its weight
in terms of
enterprise
creation
This assumes jobs are created for
three years and have an average remuneration of £35,000.
Here’s how we worked out the numbers: the cost of EIS investment to the
Treasury, taking into account the upfront tax relief, is £300,000 on an investment of £1m. If nine jobs were
created for three years, with an average
remuneration of £35,000 for each job,
the Treasury would receive £305,000 in
tax over the three years based on
2019/20 rates (each person would pay
£11,302.94 in income tax and national
insurance).
Since most jobs in EIS-funded companies are held for much longer than
three years, it is likely that in the long
term the Treasury stands to receive a
profit on its outlay. What’s apparent is
that the rewards of offering these tax
breaks can quickly outpace the costs.
The Treasury does not give money
away easily, but these figures show
why the EIS offers one of the few generous tax breaks to have survived in
the long term.
And by being a legitimate, government-approved way of reducing your tax bill, it is a
win-win situation.
Not only can it be selffinancing, but many
EIS-eligible firms are
bringing new innovations to market that
have wide-reaching
benefits – not just for
the economy, but
for society.
£ John Glencross is chief
executive at Calculus Capital.
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4.80 out of 5

Capital at risk
bassetgold.co.uk/ISA
0800 090 3344

*Per Annum
Risk Warning and Disclaimer
Your capital is at risk and Bond repayments are not guaranteed under the Financial Services
Compensation Scheme. Basset & Gold is a trading name of B&G Finance Ltd and Basset &
Gold Plc., which are both companies in the Basset & Gold Group. Promotion of the bonds and
are issued by Basset & Gold
Plc, Only B&G Finance is authorised and regulated by the Financial Conduct Authority (“FCA”) in
the UK as FRN 788684. ISA rules apply. Tax treatment depends on individual circumstances and
may be subject to change in the future. Ordinary Investors may only invest up to 10% of their
net assets in Bonds such as those issued by Basset & Gold Plc.
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