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EIS Relief Explained

EIS Relief is something HMRC offers to help smaller, high risk trading companies raise
financing by offering a range of tax relief to investors who purchase new shares in
those companies.

The benefits available to individuals who subscribed for shares in EIS relief schemes is
30% of the cost of the shares to be set against the individuals Income Tax Liability for
the tax year in which the investment was made.

Relief can be claimed up to a maximum of £1,000,000 invested in qualifying shares,
giving a maximum tax reduction in any one year of £300,000 providing the investor
has sufficient income tax liability to cover it. If you have received income tax relief on
the cost of the shares and the shares have made a profit, any gains are also free from
Capital Gains Tax.

The shares need to be held for a 3 year period for the tax to be claimed back
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History of EIS Investment

The Enterprise Investment Scheme (EIS) is a series of UK tax reliefs launched in 1994
in succession to the Business Expansion Scheme. It is designed to encourage
investments in small, unquoted companies.

The Business Start-Up Scheme was originally launched in 1981 and gave birth to BES
in 1983 which was to encourage private investors to provide venture capital for
unquoted companies, initially for a minimum of 5 years. The business environment
was similar to it is now in a number of ways however it was still difficult for
enterprising companies to access loan capital from banks.

As a scheme that offered up-front tax relief at the investors marginal rate, BES led to
investments being made for purely tax reasons rather than for logical investment
decisions and ended up being used as a tax shelter resulting in a modest
contribution to funding for SME’s for the final few years of its existence.

Business Expansion Scheme was phased out in 1993 in favour of Enterprise
Investment Scheme.
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e By the end of 2014/15 tax year, a cumulative total of £14.2b had been
invested under the scheme in approximately 25,000 companies.

e 3,265 companies raised a total of £1.8b in the tax year 2014/15, only 2,840
companies raised in 2013/14, a total of £1.59b.

* The amount of funding raised since 1993 has shown a continual uptrend (chart
on next slide)

* EISis a growing segment of the market as the opportunities open up more
widely to investors. Historically, the easiest method for private individuals has
been to invest via VCT Funds. The alternative was for people to buy into high
risk private companies which qualify but offer little opportunity for exit.




Amounts of funds raised through EIS,
1993-94 to 2014-15

Information taken
from
https://www.gov.uk/
government/statistic
s/enterprise-
investment-scheme-
and-seed-enterprise-
investment-scheme-
statistics-october-
2016




Qualifying Companies

Companies must be an unquoted company at the time of the shares being issued,
that means they cannot be listed on the London stock Exchange or any other
recognised stock exchange. It can subsequently become a quoted company
without the investors losing relief, but only if there were no arrangements for it to
become quoted in existence when the shares were issued.

For the EIS rules, the Alternative Investment Market and the PLUS Market (with
the exception of PLUS listed) are not considered to be recognised exchanges, so a
company listed on this markets can raise money under the EIS if it satisfies all
other conditions.
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Qualifying Companies

Companies that qualify for EIS relief must fit into the following criteria.

Must not control another company without that company being a qualifying
subsidiary.

Must not be controlled by another company, nor must there be any arrangement in
existence at the time the shares are issued for it to be controlled by another
company.

The company may have subsidiaries, but if it does they must all be qualifying
subsidiaries.

Cannot have gross assets or of the whole group if it is a parent company, exceeding
£15m, immediately before any share issues and £16m immediately after that issue.
Must have fewer than 250 full time employees at the time the shares are issued.
Can be either a company carrying on the qualifying trade, or the parent company of
trading group- The trade can be carried on either by the company issuing the shares
or a subsidiary, but if its carried on by the subsidiary, it must be at least a 90%
subsidiary.
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EIS Opportunities at Cornhill Capital

Cornhill Capital have access to a large number of EIS qualifying investments
listing/listed on the AiM market. We offer this to our clients through discounted
placings and new issue access.

When on-boarding clients, sometimes the requirement is to offset some of their tax
liabilities which is something we can assist with through the access to EIS qualifying
investments. We have a number of in-house experts who can assist in finding the
investments as they come across our desk and pass them onto clients to benefit
from the 30% EIS relief plus any additional discount that may be offered by the
Company to entice new/existing shareholders to participate in the funding round.

This is not a particularly well known method of investing in the market and Cornhill
have found a niche to work in for the benefit of private clients. Historically, the deals
have been offered to Institutional clients only, with Retail/Private investors being
kept in the dark over placings and the impact this could have on their shareholders.
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New Issues & Discounted Placings

Cornhill Capital work with a number of market participates to bring its clients access
to a wide range of opportunities they wont get access to through the traditional
online brokerages such as Barclays Stockbrokers & 1G Stockbrokers.

An example of how a discounted fund raising works:

e Company ABC needs to raise financing for additional working capital and product
development. The company wish to raise £1m and it qualifies for tax breaks. To
entice new investors, the company offers new shareholders the opportunity to buy
the shares at a 25% discount to the current market price, meaning EIS investors
could save themselves 55% on the current market price over a 3 year period.

e Your dedicated account manager would give you a call on the opportunity and
‘make you an insider’ and provide any additional information you need to know in
order to make your decision.

* You can opt to continue holding the shares in nominee or if you would prefer to be
on the share register, have the share certificate automatically sent to you for your
records
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Contact Details

If you would like any further details on the offerings at Cornhill Capital, please see
below for contact information

Lewis Jones

Lewisj@cornhillcapital.com/ trading@cornhillcapital.com

0203 700 2519
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