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What is EIS? 
The Enterprise Investment Scheme offers several different forms of tax relief to investors who invest money 
into eligible companies. Briefly, EIS offers tax benefits in the following ways: 

o 30% relief on Income 

o Exemption from CGT on any gains after three years from the investment 
o Capital Gains Tax deferral when gains are reinvested in other EIS eligible companies 

o Loss relief when EIS shares are disposed of at a loss, either by being set against the investor’s capital gains 
or set against the income tax bill in the year of disposal 

o Carry-back: applying tax relief to a previous year 
o Reduction or elimination of Inheritance Tax on eligible EIS shares held for two years. 

 

EIS rules 

EIS is a complex scheme. Each branch of EIS tax relief carries its specific requirements, along with the 
standard stipulations. The following rules apply to any claim for EIS: 

o In each tax year, you may only invest a maximum of £1 million in qualifying companies (the number of 
qualifying companies is not limited) 

o The investor must hold the shares for at least three years 
o The investor may not carry-forward their EIS tax relief 

o The claimant must be a UK taxpayer 
o The investor must not be connected to the EIS company, either as an employee, partner, or remunerated 

director 
o The shares must be paid for in full, in cash, by the date of issue 

o The shares bought by the investor must be new shares which are not on the market. 

 

Are you eligible for EIS? 
As an investor, you must satisfy the following requirements to qualify for EIS: 

o Your interest in the company must be no more than 30% 
o You must not be an employee, partner or ‘paid director’ of the company 

o No partner or associate of yours may have interests in the company (including your spouse, relatives or 
previous business contacts) 

o You must not have any form of preferential shares 
o You must not have any form of controlling interest in the company 

o You must not be using the scheme as a form of tax avoidance. 
There is one exemption to the rule disqualifying connected persons employed in the company. This 
exemption aims to encourage investment from business angels in the scheme, despite their roles as directors 
of the company. Business angels may still qualify for tax relief despite being paid for their services, provided 
that the angel director was not connected to the company at the time of issue of the shares. The rules for 
business angels are strict, however, so it’s advisable to seek advice from HMRC. 



 

How does EIS work? 
Under the Enterprise Investment Scheme, there are several tax benefits available to investors and qualifying 
companies. The list provided at the beginning of this post summarised the six main guises of EIS. We’ll now 
take a closer look at each of these tax reliefs, how they work and at the qualifying conditions specific to each 
form. 

Income Tax relief 
One of the main tax reliefs offered under EIS is income tax relief. Investors can claim 30% of their initial 
investment back as income tax relief. The relief works by reducing the investor’s income tax bill, knocking 
off an amount equivalent to 30% of the EIS eligible investment. 
For example, if you invest £100,000 in a company which is eligible for EIS, you can claim £30,000 back in 
income tax relief in the year you made your investment. With an annual £1 million limit per investor, this 
means that you can knock up to £300,000 off your income tax bill! 

Capital Gains Tax exemption 
All financial gains above £6,000 (with the main exceptions being your car or your main home) are subject to 
Capital Gains Tax. CGT is a tax on the profits you make from selling any assets. The amount you pay is 
determined by your tax band and can be anywhere from 10% to 28%. Most investors will be looking at 
paying at least 20% CGT on their gains. 

EIS offers CGT exemption on any gains made from invested shares. Provided that the shares are held for at 
least three years after investment, any gains made on these shares may be exempt from Capital Gains Tax 
under this scheme. This means that if you invested £10,000 in EIS shares and then decide to sell them after 
three years for £40,000, you can pocket the full £30,000 profit without paying any Capital Gains Tax. In this 
example, you’d have saved £8,400. 

Sound too good to be true? In some cases, it is: do be aware that start-up equity is considered a high-risk 
asset class. In other words, you may well sell your shares at a loss, making CGT exemption irrelevant. 

Capital Gains Tax deferral 
EIS offers a second relief affecting Capital Gains Tax. This relief allows investors to defer paying Capital 
Gains Tax on any asset if the gain from the disposal of that asset is used to invest in shares in another EIS 
qualifying company. As such, CGT deferral aims to encourage further investment under the EIS scheme. 
 

To be eligible for CGT deferral, gains from the disposal of EIS shares must have been made within the 
twelve months before the EIS investment or within three years after. The relief is limited to the amount 
invested in the EIS company. 

EIS loss relief 
Investments are risky by nature. Investing in early-stage start-ups runs a particularly high risk. This risk is 
made far more appealing through the availability of loss relief for EIS investors. This form of relief can 
reduce the impact of losses made on investing in EIS companies. 

By claiming loss relief, investors can offset any losses made on an EIS company with two possible options. 
The investor may either offset the loss against their income tax bill or their capital gains tax bill. 

To qualify for loss relief, the value of an investment at the point of sale must be less than what is known as 
its effective cost. The effective cost is the sum invested less whatever the investor has previously claimed in 
income tax relief. 

 



 

 

Calculating loss relief against income 

The amount you can offset against any income tax bill is calculated by multiplying the value of the effective 
loss by the investor’s marginal rate of income tax. The effective loss is the effective cost, minus the sale 
price. 

To give you an example: for an investment with an effective cost of £15,000, which is later sold for £5,000, 
the effective loss would be £10,000. Assuming the additional rate of marginal tax is 45%, which is the 
amount applicable to most investors, the amount the investor can claim as loss relief is £10,000 x 45%, 
which gives £4,500 of tax relief. 

Calculating loss relief against CGT 
For some investors, it is more tax-efficient to offset their loss against their Capital Gains Tax bill instead. To 
work out the available tax relief for this route, you multiply the effective loss (as above, the effective cost 
less the sale price) by your CGT rate. For EIS shares bought for an effective cost of £18,000 and later sold 
for £3,000, the effective loss equates to £15,000. With a CGT rate of 28%, the loss relief available would be 
£4,200! 

Loss relief works on a company-by-company basis. This means that even if an investor has shares in 
multiple EIS companies which have provided a net profit, they may still claim loss relief if one individual 
company has not returned the initial investment. 

Similarly, however, even if an investor claims loss relief, they may still make a net loss. While loss relief 
will always reduce the impact of a loss, it will not necessarily prevent a loss. 

To claim for loss relief, you need to complete the SA108 form as part of your self-assessment tax return. 
You can find this form on the HMRC website. 

For every rule… 

There is one notable exception from EIS loss relief. If the EIS shares are inherited, the beneficiary is not 
permitted to claim loss relief when they dispose of these shares. HMRC treat inherited shares, known as 
secondary shares, as acquired by the inheriting party at their market value at the time of death of the donor. 

Carry-back rule 
EIS offers a carry-back rule, whereby shares can be treated as issued in the previous tax year, provided that 
the EIS relief limit is not exceeded for that year. Therefore, should you put £500,000 into an EIS eligible 
company in the 2018/19 tax year, you could choose to carry-back the £150,000 tax relief (30% of £500,000) 
to be set against your 2017/18 income tax bill. 

This tax benefit also means that investors can exceed their £1 million annual limit. Investors may invest up 
to £2 million in one tax year without exceeding their yearly cap by carrying back £1 million to the preceding 
tax year! 

Do note that while tax relief may be carried back a year, it may not be carried forward. 

Inheritance Tax relief 
After two years of holding EIS shares, it is possible to claim inheritance tax relief of up to 100%. This 
benefit is only applicable if the shares are not listed on a recognised stock exchange. 

 



 

Maximising benefits under the EIS 
The Enterprise Investment Scheme allows qualifying investors to take advantage of as many of these tax 
reliefs as are applicable under their circumstances. Investors can, therefore, qualify for several of the above 
tax benefits in the same investment opportunity. The following examples demonstrate how investors can 
benefit from multiple tax reliefs within the scheme. 

Example 1 
Mrs Grahame is an angel investor who meets the investor qualifying conditions to gain tax benefits under 
EIS. She invests £30,000 into an EIS eligible start-up. After three years, the business has performed well, 
doubling the value of her shares to £60,000. At this point, she disposes of her shares. 
First off, Mrs Grahame can claim income tax relief equal to £18,000, which represents 30% of her initial 
investment. When she comes to dispose of her shares three years after the date of issue, she is exempt from 
Capital Gains Tax, meaning that she can keep the entirety of her investment returns. 

In this example, Mrs Grahame can claim income tax relief as well as profiting from CGT exemption. Her 
total savings from this investment equals £46,000 under the Enterprise Investment scheme! 

Example 2 
Mr Singh invested £30,000 into an early-stage business. Both Mr Singh and the issuing company meet the 
respective EIS qualifying conditions. Three years later, the business remains the same value as at the date of 
issue. At this point, Mr Singh decides to sell his shares. 

In this example, Mr Singh is also exempt from paying CGT on the sale of his shares, meaning he has broken 
even after his investment. However, he is also eligible to claim income tax relief of £9,000, representing 
30% of his initial £30,000 investment. In this example, despite the business not increasing in value, Mr 
Singh has still made a £9,000 gain on his investment, thanks to EIS. 

Example 3 
Ms Littlewood invests £10,000 into an EIS eligible company. The company fails, meaning her shares hold 
no value after three years. 

In the year of investment, Ms Littlewood claimed £3,000 in income tax relief. The effective cost of her 
investment, therefore, equates to £7,000 (£10,000 less £3,000). As the value of the shares is now zero, she is 
eligible to claim for loss relief. Assuming she pays income tax at 45%, she can claim £3,150 in loss relief. 

In this example, Ms Littlewood has claimed back £6,150 of her investment via income tax relief and loss 
relief, meaning she’s reduced her net loss to £3,850. 

As demonstrated in these examples, investors can not only enjoy huge benefits but may also mitigate their 
losses significantly under the tax reliefs offered by the Enterprise Investment Scheme. It is no wonder, then, 
that the EIS scheme has generated over £15 billion of private capital since its introduction in 1994! 

 

How do you claim for EIS? 
As an investor, you will usually claim EIS tax relief when filling out your tax return. If the shares you 
purchased were EIS eligible, you would have received an EIS3 or EIS5 certificate from the issuing 
company. This document certifies that the shares are EIS qualifying shares and subsequently that the issuing 
company qualifies under the scheme as well. 

 



 

EIS3 or EIS5? 

The form EIS3 is entitled ‘Enterprise Investment Scheme Certificate and claim to relief’. This form is issued 
by the company in which you invested. It certifies that the relevant conditions of the scheme are satisfied by 
the issuing company. 

In one case, you may not receive an EIS3 as an investor and may instead receive the EIS5, ‘Certificate and 
claim to relief for investment through an approved fund’. This situation occurs if the investment was made 
through an approved investment fund. In this case, the fund manager will receive the EIS3 and in turn, issue 
an EIS5 form to the investor. This form may be used in the same way as the EIS3 to claim tax relief under 
the scheme. 

Where to claim? 
In your Self-Assessment tax return, you will be provided with supplementary pages SA101 which is where 
you should give details of your EIS share disposal and the EIS tax reliefs for which you wish to claim. 

In this form, you will first have to give the total amount of subscriptions on which you’re trying to claim 
relief. Remember that this figure cannot exceed £1 million. It can exclude any amounts for which you’re 
claiming carry-back tax relief, as you’ll need a different form for these for the previous tax year. 

In addition to the total you wish to claim on, you will have to provide details of each investment you made. 
Information you need to provide includes the name of the issuing company, the total amount on which you 
can claim relief, the date of issue of the shares and the name and reference of the HMRC office which 
authorised the EIS3 certificate. 

HMRC may request evidence of the EIS3 certificates at any time, so these should be kept safe. Note that you 
may not claim for relief under the Enterprise Investment Scheme without an EIS certificate, regardless of 
whether this is due to you or not. Only once you’ve received your certificate may you make a claim. 

No certificate, no claim 

Should you receive your EIS3 or EIS5 certificate after you’ve completed your tax return, you may still make 
a claim. The EIS3 or EIS5 will include a claim form. Simply complete the form and return it to HMRC to 
make a claim after submitting your tax return. 

Claiming for tax relief in the previous year 
To claim for EIS relief in the previous tax year for which you’ve already completed a tax return, fill out the 
claim form enclosed in the EIS3 or EIS5 certificate. 

If you’re completing a tax return for the previous year, you can claim for it in the tax return as usual. You 
must include the amounts invested in that tax year for which you wish to claim as well as any amounts 
invested in the current tax year, which you want to claim relief for in the previous year. 

Making a claim when you pay tax via PAYE 
If you pay tax via PAYE and do not usually fill out a Self-Assessment tax return, you should use the claim 
form on pages 3 and 4 of the EIS3 or EIS5. You will then also need to fill out all the details of the 
investment when filing your tax return. 

 

 

 



 

Claiming for jointly owned shares 
In the case of shares issued to joint owners, the shares are treated as though each owner had subscribed an 
equal amount for an identical number of shares. For example, in the case of a married couple subscribing 
£2,000 for 2,000 shares, each partner is considered to have subscribed £1,000 for 2,000 shares. This 
assumption applies even if one of the partners paid the full amount. Each partner should receive an EIS3 
form for their subscription. 

 

When must a claim be submitted? 
From the 31 January following the tax year in which the shares were issued, you have up to five years to 
claim EIS tax relief. 
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