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Fig. 1

EIS and VCTs –  
Qualifying business activities
Most trades (not investment activities) qualify but 
some activities do not. Non-qualifying activities 
include the following:

•  property development

•  letting of property

•  �dealing in land, commodities, futures, shares or 
securities

•  �dealing in goods other than by normal wholesale 
or retail

•  �banking, insurance, money lending, debt factoring, 
hire purchase or other financial activities

•  legal or accountancy services

•  �farming, market gardening, forestry woodlands 
or timber

•  �operating or managing property-backed 
establishments such as hotels, guest houses, 
nursing homes, residential care homes or 
managing property used for any of these activities

•  �receipt of licence fees or royalties, except 
where the company or qualifying subsidiary 
has created the greater part by value of the 
intellectual property exploited

•  �shipbuilding

•  �coal production

•  �steel production.

Qualifying Gross Assets

•  �For EIS purposes the maximum relevant gross 
assets of the company (or group of companies) 
raising money under the scheme is £7 million 
immediately before the investment and  
£8 million immediately afterwards.	

•  �For VCT purposes the maximum relevant  
gross assets will depend on when the VCT 
funds to be invested were themselves raised  
by the VCT.	

•  �The investment of VCT funds raised before 
6 April 2006 can be made under the previous 
gross assets limits of £15 million immediately 
before the investment and £16 million 
immediately afterwards. 

•  �For VCT funds raised post 5 April 2006 the 
gross assets limits of £7 million immediately 
before the investment and £8 million 
immediately afterwards apply.

	

Maximum Investment

•  �A maximum of £2 million can be raised under 
the EIS, Corporate Venturing Scheme and  
VCTs in respect of funds raised by a VCT  
post 5 April 2007, taken together within  
the 12 months ending on the date of the 
relevant investment.	

•  �The £2 million annual limit on funds raised 
does not apply to the investment of VCT funds  
raised by the VCT prior to 6 April 2007.

Maximum Number of Employees Test

•  �In respect of the EIS and the investment of 
VCT funds raised by the VCT after 5 April
2007 the group must have less than 50 full-  
time employees when the investment is made.  

•  This employee test does not apply to the  
investment of funds raised by a VCT prior to  
6 April 2007.
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Inheritance tax (IHT) 
Business Property Relief
Investments in qualifying AIM trading companies 
can attract 100 per cent relief from IHT provided 
that the investment is held for at least two years 
before a chargeable transfer for IHT purposes. 
For this purpose a trading company is one whose 
business consists wholly or mainly of trading 
activities. However, the business must not be 
wholly or mainly that of:

•  dealing in securities, stocks and shares

•  dealing in land or buildings

•  �making or holding investments (unless that of a 
market maker or discount house).

The residence or place of incorporation of the AIM 
company is not relevant for this relief to apply.

Non UK-domiciled individuals

The place of incorporation and location of the share 
register may be of importance to certain investors. 
Investor individuals who are not regarded as 
domiciled in the UK enjoy certain benefits in 
respect of investments which are not regarded as 
situated in the UK for tax purposes. The Finance 
Act 2008 contains a raft of measures affecting the 
UK taxation of non-domiciled individuals. The rules 
are complex and advice should therefore be sought 
with regard to the individual’s tax status.
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Venture Capital Trusts (VCTs)
A VCT is a fully listed company, similar to a 
quoted investment trust, which is approved by 
HM Revenue & Customs and whose investments 
must, after three years, be at least 70 per cent 
in qualifying unquoted trading companies. In this 
way, investors in VCTs can gain access indirectly 
to a professionally managed portfolio of unquoted 
investments – which, for this purpose, can include 
shares in qualifying AIM companies. 

Investments in VCTs (whether purchased in the 
market or subscribed for) of up to £200,000 in a 
tax year, entitle individual investors to generous 
tax reliefs, similar to those under the EIS, currently 
including an effective allowance of 30 per cent 
of the cost of the investment for a higher rate 
taxpayer for subscriptions in new shares issued  
by a VCT.

VCTs can be an important source of funds to 
qualifying AIM companies. Non-UK issuers may 
qualify (subject to a limitation on their gross 
assets – see over) for investment by such funds 
in a similar way as the EIS – i.e. by raising VCT 
funds and employing them in a UK qualifying 
subsidiary of which at least 90 per cent is held  
by the issuing company, either directly or through 
a directly held subsidiary.
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