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Guidance Note: Enterprise Investment Scheme (EIS) 

 

1. Introduction – what is the EIS? 

The Enterprise Investment Scheme is designed to encourage private investment into 
growing British companies by offering attractive tax reliefs. 
 
EIS has been around since 1994 and is one of four HMRC approved venture capital 
schemes. EIS enables companies to raise money to help grow their businesses by 
offering tax reliefs to individual investors who buy new shares in the company. 
HMRC’s guidance on EIS can be accessed here. 
 
EIS may be of benefit to companies seeking investment to grow and individuals 
looking to make tax efficient investments in unquoted companies. 

 
2. How EIS Works 

 
Investors can invest up to £1 million a year in new shares in an EIS qualifying 
company and benefit from income tax relief equal to 30% of the amount invested. 
The investor must hold the shares and follow the rules for EIS investment for at least 
3 years after the investment is made. 
 
After the qualifying period, the investor can benefit from a complete exemption from 
capital gains tax on the sale of the EIS shares, the ability to offset any losses on 
the EIS investment if it underperforms against other income or capital gains and the 
deferral of an existing capital gains tax charge if the investor re-invests the gain in 
EIS qualifying shares. 

 
3. What are the Scheme Rules? 
 

EIS Shares 
 
The shares must be subscribed for, meaning they must be newly issued shares and 
not shares sold by an existing shareholder. They must be paid up in full, in cash 
when they are issued. They must be full risk ordinary shares. There can be no 
special rights and arrangements relating to the shares which make them anything 
other than full risk shares. HMRC’s guidance (above) provides more detail. 
 
The Company 
 
EIS rules are prescriptive for companies wishing to be eligible for EIS investment, 
these include: 
 
The company: 
 

 must not have more than £15 million of gross assets before any shares are 
issued and not more than £16 million immediately afterwards; 

 cannot raise more than £5 million in total in any 12-month period (subject to a 
maximum of £12 million in the company’s lifetime); 

 must be established in the UK; 

 must not be trading on a recognised stock exchange (or have plans to do so); 

 must not control another company other than qualifying subsidiaries; 

 must not be controlled by another company; 
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 must have fewer than 250 full time equivalent employees; 

 must be carrying on a qualifying trade (HMRC has details of what qualifies), 
not be in financial difficulty and generally this trade must not be more than 7 
years old at the time of the first EIS investment (subject to exceptions as 
listed by HMRC); and 

 must use the EIS investment monies within 2 years to grow and develop the 
business of the company. 

 
The Investor 
 
The investor must not be connected with the issuing company; this includes being an 
employee of the company and must not hold or be entitled to acquire more than a 
30% stake in the company. Note that an investor can qualify for EIS relief if they 
become a director of the company after acquiring EIS shares provided he/she was 
not previously connected with the company or involved in carrying on its trade. This 
is to assist business angels, who may as part of their investment request a seat on 
the company’s board, this is also often a condition of the subscription and written into 
the subscription agreement. 
 
The scheme rules must be followed for 3 years after the investment is made, 
otherwise tax relief will be withdrawn from the investors. Before the reliefs are 
claimed, HMRC also has to certify that the company invested in, and the shares 
issued, meet all the requirements for EIS eligibility. 

 
4. Knowledge Intensive Companies 

 
There are slightly different rules that apply for knowledge intensive companies. 
These are companies that carry out a significant amount of research, development 
and innovation. If the company meets these additional conditions, then they are able 
to raise up to £20 million of investment over the lifetime of the company (rather than 
£12 million) and the 7-year limit (above) is raised to 10 years. The money raised 
must be used for research and development. 
 
To qualify as a knowledge-intensive company additional conditions must be met. The 
company must: 
 

 have fewer than 500 full-time equivalent employees at the time the shares are 
issued; 

 have spent an amount of its overall operating costs on research and 
development or innovation that is at least either: 

o 10% in each of the 3 years before the investment; or 
o 15% in any one of the 3 years before the investment; and 

either: 

 be carrying out work to create intellectual property and the company expects 
the majority of its business will come from this within 10 years; or 

 have 20% of its employees carrying out research and development when the 
investment is received and for 3 years after - these employees must have a 
relevant Master’s or higher degree. 

 
More details and guidance is available from HMRC here. 

 
5. Application Process 

 
When the company has issued its shares, whether or not it has asked for advance 
assurance (see below), it must complete a compliance statement (EIS1) and provide 
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its: 

 business plan; 

 memorandum and articles of association; 

 last annual accounts and cash flow forecast (if it hasn’t submitted accounts 
yet, just its cash flow forecast); 

 shareholder (subscription) agreements or drafts (if it has them); and 

 prospectuses and other documents for attracting investment (if it has them). 
 

The company can only submit its compliance statement when it has carried out its 
qualifying business activity for 4 months. It must submit it within 2 years of this date, 
or within 2 years of the end of the tax year in which the shares were issued 
(whichever is later). 
 
It must complete a separate application for each share issue. 
 

6. Advanced Assurance 
 

It is possible (and highly recommended) for companies who intend to raise money 
under EIS to apply to HMRC for advanced assurance (i.e. an opinion) that the 
company’s proposed share issue will qualify for EIS tax relief. 
 
Only companies intending to issue shares can apply for advanced assurance. It is not 
possible for individuals considering investing to apply and therefore advanced 
assurance only relates to whether it is expected that the company will be a qualifying 
company and the shares will be eligible shares; it does NOT confirm whether any 
individual shareholder is eligible for relief. 
 
HMRC has further details on advanced assurance here, and has an application form 
EIS-SEIS(AA) which can be used to apply online for advanced assurance. 
 
It is not compulsory to use this form but HMRC recommends companies do so. It is 
also possible to send a letter to HMRC outlining the company’s application. 
 
All advance assurances must be accompanied by: 
 

 the latest accounts of the company and accounts of any subsidiary company; 

 the company’s business plan; 

 the latest draft of any prospectus or similar document to be issued to potential 
investors; 

 an up to date copy of the Memorandum and Articles of Association of the 
company and its subsidiaries with details of any changes to be made; 

 a copy of the register of members at the date of submission of the advance 
assurance application; 

 details of any subscription agreement or other side agreement to be entered 
into by the shareholders; 

 any other relevant information, for example documents to support a 
company’s view that it is a knowledge-intensive company and group structure 
diagram; and 

 additionally, the company should explain how the growth and development 
condition will be met and be prepared to provide supporting detail or 
documentation along with evidence of how proposed trading activities will be 
structured and carried out. 
 

A response by HMRC to advanced assurance can normally take 4-5 weeks from 
receipt of the application. HMRC will normally only consider itself bound by any 
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advanced assurance given, provided that the information on which it is based is 
complete and accurate and the company carries out its intention as described. 
 

7. Documentation  
 
The EIS legislation makes it clear that the shares must be “subscribed” for. 
Therefore, the shares must be new. As subscription suggests some degree of 
formality, it is advisable for there to be a subscription agreement. At the very least 
there should be a subscription application letter applying for the new shares. As the 
EIS investor will be a minority shareholder, they may want the agreement to contain 
certain minority protections, including rights of veto over key decisions such as 
altering the company’s articles, changing the nature or scope of the business or 
making any changes to its share capital etc. The EIS investors are also likely to want 
covenants that the company will do nothing in the course of running its business that 
may jeopardise its EIS relief. 
 
As the shares will not be legally issued until the shareholder’s name is written in the 
company’s register of members, it is important that following the subscription, the 
company books are written up promptly. This will include the PSC register, if relevant 
for any shareholder owning more than 25% of the company. 
 
We provide a range of templates to assist customers with the EIS process. 
However, we do not provide any advice generally or any guidance, advice or 
comment in relation to tax matters and it is recommended that any company 
considering EIS investment seek independent legal and tax advice.  
 
In addition, our templates have been drafted in light of the scheme rules, 
however the templates are suggested starting points for drafting and we 
cannot provide any assurance as to their acceptability to HMRC. 
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