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IMPORTANT INFORMATION 
This guide provides general information about Enterprise Investment Schemes (EIS) and 
you should not regard it as investment advice. You should only invest on the basis of the 
information in an EIS prospectus, brochure and terms and conditions, and we recommend 
that you take independent financial advice before making your decision.
With an EIS, like other types of investment, your capital is at risk. This means EIS 
investments are not suitable for everyone, so it is very important that you fully understand 
the risks involved before you decide whether an EIS is right for you. The key risks are 
explained on page 11 of this guide. 

Rates of tax, tax benefits and allowances are based on current legislation and HM Revenue 
& Customs practice. How much you can claim will depend on your personal circumstances 
and may change.
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What are Enterprise 
Investment Schemes?
The Enterprise Investment Scheme (EIS) 
is a government initiative designed to 
encourage individuals to invest in early 
stage companies. They provide finance 
for smaller, higher-risk companies to help 
them develop and grow. The government 
recognises the benefits smaller businesses 
bring to the UK economy and offers a 
range of tax benefits to reward you for 
investing in small companies through an 
EIS. But to take full advantage of these 
benefits you have to hold on to your 
investment for at least three years.

EIS investments have grown in popularity 
since they were introduced in 1994. 
According to HM Revenue & Customs 
(HMRC), more than £1 billion was 
invested through EIS in the 2012/13 tax 
year, taking the total investment up to 
that time to more than £9.7 billion*. 

If you decide an EIS is right for you, you 
can invest directly in a small company or 
go through a fund management company 
that offers an EIS product. With an EIS 
product, the manager may pool investors’ 
money, or run a discretionary service, in 

creating a portfolio of small companies. 
The investor owns shares in each of the 
companies in their EIS portfolio. This 
means that, although an EIS is often 
called a ‘fund’, it is unlike other types of 
managed funds, where you own shares or 
units in a fund.

Providing the underlying investments 
made by the EIS are held for 
at least three years, there are five 
separate tax advantages for which you 
may become eligible:

•  30% upfront income tax relief

•  100% inheritance tax relief after two 

years (provided the investments are 
held at time of death)

•  100% capital gains tax deferral for the 

life of the investment

•  Tax-free growth

•  Loss relief.

Further information on all of these is 
available on pages 8-9. Please note,  
tax treatment will depend on individual 
circumstances and may change in the 
future. 

*Source: HMRC Enterprise Investment Scheme Statistics, 13 December 2013.
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What are the different 
types of EIS?
EIS PRODUCTS CAN USUALLY BE SEPARATED INTO THREE DIFFERENT 

TYPES: 

– Single company EIS

– EIS portfolios

– Approved EIS funds

 

SINGLE COMPANY EIS

If you are going to invest in a small business, you may be able to do so through a 
single company EIS. As the investment is concentrated in just one company, the lack 
of diversification brings additional risk to the strategy. There is often no opportunity 
to sell your shares, unless the company is sold or it has enough cash reserves to buy 
back its shares.

EIS PORTFOLIO (OR UNAPPROVED EIS FUNDS*)

An EIS portfolio is generally a professionally managed service that invests on your 
behalf in a number of underlying EIS investments – often at least 10 different 
companies. Tax relief is available from the date the EIS invests in each company, not 
when you place your money in the portfolio.

APPROVED EIS FUND*

An approved EIS will have four or more different underlying companies. HMRC 
provides clearance of the EIS qualifying status before its launch. This has no bearing 
on the underlying investments or whether the companies are commercially viable. 
However, it means income tax relief is given in the tax year the EIS fund closes. 
Capital Gains Tax (CGT) deferral is not available until the manager has made the 
underlying investments. The manager must invest 90% of the money within twelve 
months of closing to new business.
* Please note, whilst the tax regulations refer to Enterprise Investment Schemes as “Funds” they should 
not be confused with mutual funds or collective investment schemes. An investor in an EIS fund will be 
the beneficial owner of shares in the underlying companies, rather than owning shares or units in any fund.



5

A guide to Enterprise Investment Scheme 5

Call us on 0800 316 2295

An EIS can only invest in cer tain types of companies. HMRC sets rules on what 
business activities are allowed, how big the companies can be and how soon they 
have to use the money. Companies are either unquoted or they are listed on the 
Alternative Investment Market (AIM). 

There are also a lot of trades that are excluded - these tend to be those that look like 
financial services or are property based. So, investing in companies that are dealing 
in shares, securities, futures, commodities or other financial instruments would be 
excluded. Likewise, investing in companies that are dealing in land, operation of hotels 
or nursing homes, farming and forestry enterprises are all excluded.

The tax reliefs are available to investors who directly invest into EIS qualifying 
companies.

A summary of the current qualification criteria is provided below:

•  The investment must be into new shares (therefore an investor can’t simply buy 

existing shares)

• The company is not controlled by another company

• The company has fewer than 250 employees

•  The company has gross assets that do not exceed £15million before investment, 

or £16 million after investment

• The investee company uses the money raised within 24 months

•  Any investment of EIS (or VCT) funds does not exceed more than 

£5 million in any one company in any one year.

How do EIS work?

Rates of tax, tax benefits and allowances described in this guide are based on current legislation and HM 
Revenue & Customs (HMRC) practice and depend on your personal circumstances. These may change 
from time to time and are not guaranteed. The key risks associated with this product are explained on 
page 11 of this guide.
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GROWTH POTENTIAL

By investing in an EIS you could be helping smaller companies to generate wealth and 
contribute to the UK’s economic growth. These are typically star t-up businesses with 
a strong entrepreneurial drive. Smaller UK businesses can offer you the potential for 
signif icant long-term growth if they are successful.

CAPITAL PRESERVATION

In recent years, a number of fund management companies have developed EIS 
products which target capital preservation. The EIS manager will typically look for 
companies that have predictable revenue streams and are backed by easily valued 
assets. Many of the companies these schemes invest in are in the energy sector and 
can earn government-backed subsidies for as much as 20 years. 

DIVERSIFYING YOUR INVESTMENTS

Smaller companies typically follow different investment cycles from other par ts of 
the market, so an EIS can bring extra diversif ication to your investment portfolio. Of 
course, you need to be comfortable with the risk involved in smaller companies – 
there is more information about this on page 11.

A DIFFERENT TYPE OF LONG-TERM INVESTMENT

An EIS may be a useful option if you are looking to complement your pension plans 
or other long-term investments, such as ISAs. This can be a key consideration if you 
can’t invest as much as you would like in your pension, perhaps because of the recent 
reductions in the lifetime and annual allowances for pensions. As we cannot give you 
f inancial advice, we’d recommend that you speak to your f inancial adviser before 
making any decisions about investing in any EIS product.

What are the benefits of 
investing in an EIS?
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ONE OF THE MOST ATTRACTIVE FEATURES OF AN EIS FOR POTENTIAL 

INVESTORS IS THE RANGE OF TAX RELIEFS:

TAX ADVANTAGE 1: INCOME TAX RELIEF

You can claim up to 30% income tax relief on EIS investments, and this relief is yours to 
keep providing you hold on to the qualifying investment for at least three years. The 
most you can claim for the current tax year is £300,000 and you also have the option of 
claiming up to £300,000 against your income tax liability for the previous tax year. The 
amount of relief you receive isn’t allowed to be more than the income tax you pay.

TAX ADVANTAGE 2: 100% INHERITANCE TAX RELIEF AFTER 

TWO YEARS 

Qualifying EIS shares are eligible for business property relief, which means that if you keep 
them for at least two years, your beneficiaries won’t have to pay inheritance tax on them, 
so long as you still have them at the time of your death.

TAX ADVANTAGE 3: CAPITAL GAINS TAX DEFERRAL 
If you make a capital gain that is taxable, it can be invested in an EIS and the tax will 
be deferred for the life of the investment. You should remember, though, that the 
capital gains tax deferral is not available until you or the EIS manager invest in 
qualifying companies. The capital gain can be from 36 months before the investment 
into qualifying companies or 12 months after. If you die while you still have your EIS, 
the tax deferred on your gain is eliminated.

What tax reliefs are available 
for investors?
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TAX ADVANTAGE 4: TAX FREE GROWTH 

There is no capital gains tax to pay if your EIS investment increases in value.

TAX ADVANTAGE 5: LOSS RELIEF 

Loss relief is one of the most compelling features of an EIS because it can reduce the 
impact of losses from individual EIS investments and may improve the overall risk/
return prof ile of your investment. 

The availability of loss relief makes an EIS different from other types of investment. 
When normal shares fall in value you have an allowable loss, but you face capital 
gains tax if they go up in value. Some investments, such as ISAs and Venture Capital 
Trusts, are free from CGT when they go up in value but there is no tax relief if they 
fall in value.

An EIS, however, can offer both forms of relief – gains are not taxed and losses 
attract relief. 

Each company in your EIS portfolio is assessed separately for tax relief. So, you can 
claim loss relief if shares in one company fall in value, even if the other shares in your 
EIS portfolio increase in value. The amount of loss relief you receive is based on 
the difference between the amount you invested in the shares of a company (after 
deducting income tax relief ) and the amount you sell them for.

You can choose whether to set loss relief against other gains (at that time or in the 
future) or income tax (for that year or the year before). This mean you decide on the 
most benef icial use of the loss relief according to your personal circumstances – for 
example, you could recover up to 45% of your loss, if you pay income tax at  
that rate.
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What are the risks of investing  
in an EIS?
Like any investment, an EIS involves risks, and it is important that you understand 
them before you decide to invest.

YOUR CAPITAL IS AT RISK 

The value of shares can go down as well as up, so you may not get back as much as 
you invest.

SMALLER COMPANIES ARE LIKELY TO BE MORE VOLATILE 

EIS-funded companies have a higher risk prof ile than larger companies. This is 
because smaller businesses have a higher failure rate than more established 
businesses. In addition, they can change value more quickly and more signif icantly 
than larger companies.  

IF YOU SELL YOUR SHARES EARLY, YOU WILL LOSE THE TAX RELIEF 

If you sell your EIS shares before you have had them for three years, you will have to 
repay any income tax relief you have claimed. So you should think of an EIS as a long-
term investment.

On top of this, it may be diff icult for you to f ind a buyer for your shares. The 
companies that an EIS invests in are usually unlisted so you may have to wait until the 
company is sold or has large enough cash reserves to buy back its shares from 
investors.

THE TAX RULES MAY CHANGE 

How much you can benef it from EIS tax reliefs will depend on your par ticular 
circumstances. There is no guarantee that companies will always be EIS-qualifying. If 
a qualifying company fails to meet the requirements of EIS legislation, EIS tax reliefs 
that have already been claimed may be withdrawn and an investor may have to repay 
rebated tax. It’s also worth remembering that HMRC may change the rules on EIS 
tax relief in the future.
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Frequently Asked Questions

Q: WHO COULD FIND AN EIS INVESTMENT USEFUL? 

This investment may be suitable for people who are looking to:

•  Take advantage of the growth potential of smaller companies and are comfortable  
 with the risks that they involve 
•  Take advantage of income tax relief 
•  Defer, and potentially eliminate, payment of capital gains tax 
•  Shelter investments from inheritance tax 
•  Harness the potential for signif icant tax free capital growth 
•  Diversify their existing investment portfolio 
•  Looking for ways to manage the tax impact of drawing down on their pension.

Q. WHAT SHOULD I CONSIDER WHEN CHOOSING A EIS? 

•  Consult a f inancial adviser who can help you f ind an EIS that f its your investment   
 goals 
•  Consider and understand the risks associated with investing in par ticular EIS   
 opportunities 
•  Look at the EIS manager’s experience of choosing and investing in smaller companies, but  
 remember that past performance is not a guide to future returns 
•  Check the fees of any EIS you are interested in and compare them with what other  
 EIS managers charge 
•  Find out whether the EIS manager has a record of giving investors an opportunity   
 to sell back their shares, particularly if you think you may want to sell your shares   
 after you have had them for three years.
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Q: WHAT ARE THE RISKS? 

An EIS is a higher-risk investment and may not be suitable for you. Please see page 
11 for details of the risks involved.

Q. WHO IS ELIGIBLE TO INVEST ? 

Any UK taxpayer may be eligible for the tax breaks. The initial tax relief is limited to 
the amount of tax the individual pays.

Q. HOW MUCH CAN I INVEST? 

You are allowed to invest any amount. However, some investment companies set a 
minimum investment level for an EIS. The amount of income tax relief you can claim 
is limited to £300,000 for each tax year but you can make claims relating to both the 
current and previous tax years. So the largest EIS investment you can claim income 
tax relief on is £2 million, which could bring you a total of £600,000 in tax relief. 

Q. AM I ALLOWED TO INVEST IN MY OWN COMPANY? 

No. You can’t claim tax relief if you have a financial interest in the company or its 
subsidiaries, or if you hold more than 30% of its shares. You can’t control the company or be 
a partner, director or employee. 

Q. WILL I BE INVESTING IN THE EIS OR THE COMPANIES? 

You buy shares in the companies, not the EIS. You shouldn’t confuse an EIS with 
managed funds. With an EIS you have a selection of investments in individual 
companies rather than owning shares or units in a fund.

Call us on 0800 316 2295
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Q. WHEN CAN I SELL? 

There may be opportunities to sell shares depending on the type of EIS. With an EIS 
focused on growth you may have to wait a number of years until the companies you 
invest in are able to buy back their shares. Companies focused on capital 
preservation may be more likely to have enough money to buy shares back. You 
should remember, though, that the initial income tax relief is only available if you 
keep your shares for at least three years.  

If you are keen to have access to your money after the initial three-year period you 
should choose an EIS manager with a track record of investing in companies that 
have been able to buy back their shares.

Q. HOW CAN I BUY EIS SHARES? 

The usual way to buy EIS shares is by applying to the investment company that is 
raising money. You can do this through a f inancial adviser, but with some companies 
you may be able to apply direct.

Q. WHAT HAPPENS IF I DIE? 

If you die, even within the f irst three years, your estate may not have to pay back any 
income tax relief you have claimed and there won’t be any capital gains tax to pay on 
any growth your shares achieve. If you have had the qualifying shares for two years 
and still own them at the time of your death, your EIS investment is eligible for 100% 
inheritance tax relief. If you have used an EIS investment to defer the tax on any 
capital gains, this tax liability dies with you.

Frequently Asked Questions
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IMPORTANT INFORMATION

Issued by Octopus Investments Ltd, authorised and 
regulated by the Financial Conduct Authority. Registered 
office: 33 Holborn London EC1N 2HT. Registered in 
England and Wales under No. 3942880. 

EIS products place your capital at risk and you may not 
get back the full amount invested. Tax treatment depends 
on the individual circumstances of each investor and may 
be subject to change. Past performance is not a reliable 
indicator of future results and any forecast is not a reliable 
indicator of future performance. The availability of tax 
reliefs also depends on the investee companies maintaining 
their qualifying status. EIS products invest into small 
unquoted and/or AIM-listed companies, which are likely to 
have higher volatility and liquidity risk than shares quoted 
on the London Stock Exchange Official List. 

This promotion does not offer investment or tax advice 
and as investing in EIS products is not suitable for everyone 
we recommend you seek independent investment and tax 
advice before investing in any such products. 

CALL US
0800 316 2295

EMAIL US
info@octopusinvestments.com

VISIT US
Octopus Investments, 33 Holborn, London EC1N 2HT

WEBSITE
octopusinvestments.comFP
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