
Enterprise Investment Scheme (EIS)

The EIS is designed to encourage individuals to invest in 

smaller, higher-risk trading companies by offering income 

and capital gains tax reliefs to individuals who subscribe 

for new shares in those companies. The available tax 

incentives for EIS are some of the most generous in the UK.

These reliefs make the EIS attractive to investors and we 

encourage all entrepreneurs to seek advance assurance 

from HM Revenue & Customs (HMRC) that their companies 

are eligible for EIS.

We are specialists in pre-clearance EIS applications and 

registering EIS with HMRC. There are more details on this 

factsheet on how the scheme works, and how we can help you.

EIS relief is available where a new qualifying company issues 

new shares. The purpose of issuing these new shares must 

be to raise money for a qualifying business activity. The 

EIS shares must be subscribed wholly in cash and the cash 

must be paid in full by the time the shares are issued. In 

order to benefit from the relief, the relevant shares must be 

held for at least three years after issue or, if later, three years 

after the company begins to trade.

The tax reliefs

 An initial 30% income tax saving.

 In effect, this means that up to 30% of the cost of the 

individual’s investment will be paid for by HMRC.

 An exemption from capital gains tax when the EIS shares 

are disposed of as long as the shares have been held for 

three years.

 The possibility of deferring an existing capital gains tax 

liability by rolling the gain into the EIS shares.

 Further income tax relief if the shares are later sold at  

a loss.

 No inheritance tax to pay on shares bought through EIS.

Who can qualify?

 An individual over the age of 18.

 The individual does not need to be resident in the UK  

for tax purposes when the shares are issued but must  

be liable to UK income tax in order to benefit from the 

reliefs available.

 An investor cannot be “connected” with the company 

between the period commencing two years before the 

issue of the EIS shares and the later of three years after 

the investment was made and the date the company 

commenced trading. 

	An investor will be connected with the company if the 

investor and the investor’s associates’ interest in the 

company exceeds 30%.
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Conditions a company must meet to be 

a “qualifying company”

 The company must carry on a trade. Most trades qualify 

but ‘excluded activities’ include property development, 

farming and market gardening, hotel and nursing home 

operation and management, and many financial activities.

 The company’s trade must, generally, be less than seven 

years old.

 The company must be unlisted at the time of issue.

 The company must not be controlled by any other company.

 The company must have a permanent establishment in the 

UK for a period of three years from the issue of the shares.

 The company must be small:

- Gross assets cannot exceed £15million before the share 

issue or £16million immediately after the issue

- The company must have fewer than 250 full-time 

employees at the time of the share issue.

 The company must have carried on the trade for which 

the money was raised for at least four months prior  

to investment.

Conditions the shares must meet to be 

“eligible shares”

 The shares must be new shares.

 The shares must be fully paid-up in cash.

 The shares must be ordinary shares with no special 

rights attached.

Limits

 The maximum amount of EIS relief which a person can 

claim in any one tax year is £1million.

 The maximum amount of investment that a qualifying 

company can receive is limited to £12million.

 The share subscription monies must be spent on 

qualifying activities within two years.

 Unused EIS relief cannot be carried forward to be used in 

later years, but there is a limited carry back facility.

 An individual who claims EIS relief cannot claim tax relief 

for interest on a loan taken out to buy the shares, even if 

that interest would normally have qualified for tax relief.

The “Relief Clawback”

Tax reliefs will be withdrawn if the shares are sold or 

transferred within three years of the investment.

Some simple examples

Example one:

You invest £10,000. The company does well and doubles in 

value. After three years you decide to sell your shares.

Income Tax Relief = £3,000 (as a reduction in your income 

tax bill, or a repayment from HMRC if you have paid in 

excess of this amount).

Capital Gains Tax = £NIL

Total gain from the investment = £13,000

Example two:

You invest £10,000. The company holds its value. After three 

years you decide to sell your shares.

Income Tax Relief = £3,000 

Capital Gains Tax = £NIL

Total gain from the investment = £3,000

Example three:

You invest £10,000. The company folds and your shares are 

worth nothing.

Income Tax Relief = £3,000 

Capital at risk = £7,000

Loss relief on the capital risked at 20%, 40% or 45% 

(depending on the rate of tax you pay) 

Therefore at 45% = £3,150

Your actual loss = £3,850

Any other questions?

Please contact us on 01482 326916 for more information.

This information sheet provides only an overview of the legislation concerning EIS, 

and no action should be taken without consulting the detailed legislation or seeking 

professional advice. Neither the author nor the firm can accept responsibility for 

loss occasioned by any person acting or refraining from action as a result of the 

information contained in this information sheet.
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