


EIS in 2016  
What does Brexit mean for the future of EIS?

 
On 24 June, Britain announced its intention to leave the European Union (EU). In the week since 
the announcement, industry and political bodies have issued statements to assure British 
investors, consumers and businesses on the extensive response-plans in place to ensure long-
term financial stability. 

Bank of England Governor, Mark Carney, was among the first to deliver a missive on stability, 
stating that the bank was ready to inject £250 billion of additional funds to facilitate market 
adjustment, which was followed by five days of volatile market trading. However, new figures 
suggest that the British economy is now experiencing a post-Brexit rally, as on 29 June, the 
FTSE 100 increased by 2.6% during the morning trading session to around 6,300 points – the 
highest it has been since Brexit was first announced. True to form for a political announcement 
of such magnitude and upheaval, the markets reacted sensitively in the imminent aftermath, as 
underscored by IW Capital CEO Luke Davis: “Naturally, there’s been a lot of initial market panic. 
What we need now is stability and time to properly understand what the implications of Brexit 
are for businesses and investors. This will be fully understood in the coming weeks once markets 
acclimatise to the news.”

Over the coming weeks and months, as greater clarity is asserted during Britain’s formal 
withdrawal from the EU, the implications of Brexit on British businesses and the investor 
community will become more apparent. That being said, in light of the extensive pre-negotiation 
stage that lies before us, there are a series of pre-emptive observations that can be made 
based on the current relationship between EU State-aid legislation and Britain’s venture capital 
schemes.

Venture capital schemes could be exempt from EU legislation on State-aid

Venture capital schemes in the UK currently fall under the legislative umbrella of EU State-aid. 
This means that UK legislation governing the framework and function of venture capital schemes 
such as the EIS must comply with all EU regulations on State-aid. Doing so ensures that 
businesses operating within the European Single Market are able to compete on a level-playing 
field and are not disadvantaged by the disproportionate injection of capital from government-
backed sources.

BREXIT – KEY MILESTONES TO CONSIDER

• On 29 June, EU leaders meet without the UK for the first time in 40 years to discuss Brexit 

• Britain has yet to trigger Article 50, which will launch formal proceedings for UK withdrawal 
from the EU 

• Prime Minister David Cameron’s new successor should be announced by 9 September. This 
new successor will lead negotiations



Since its introduction in 1993/94, the EIS has been revised regularly to ensure its compliance 
with EU legislation. The most recent round of such reforms was introduced by the Finance Act 
2015, which announced a number of changes to align the EIS with EU regulations on State-aid:

• The amount of funding that a company can receive through EIS was reduced to £12 million, 
or £20 million for knowledge intensive companies

• To qualify for EIS, companies need to have made their first commercial sale in the past seven 
years, or ten years for knowledge intensive companies 

• Companies involved in the subsidised generation of renewable energy, or the provision of a 
reserve energy generating capacity, are now exempt from EIS investment

• EIS capital cannot be used to fund management buyouts or acquisitions

As part of the Government’s 2016 Spring Budget announcement, the final clauses of the 2016 
Finance Bill were also presented to the House of Commons. The clauses within the Bill propose a 
series of further amends to the EIS, targeting specifically the types of companies that are eligible 
for EIS investment. 

The Finance Bill 2016 is still under review, and there has been no indication of how Brexit will 
impact future legislative reforms to EIS. Despite this, leaving the EU could mean that venture 
capital schemes such as the EIS will no longer be constrained by complex regulation, or 
disadvantaged by the lengthy bureaucratic processes concerning State-aid legislation at both 
European and national levels. However, because the British Government does not plan on 
enacting Article 50 in the immediate future, it is unlikely that there will be any immediate changes 
to EIS regulation in the short-to-medium term.

EIS continues to become a significant source of inward investment for Britain

Prior to the Brexit announcement, EIS had proven to be a popular funding programme for 
investors and businesses. Revised figures released by the HMRC in April showed that 2014/15 
was another record-breaking year for the EIS. Over the course of the last tax year, nearly £1.7 
billion was invested through EIS into eligible UK businesses – a year-on-year increase of almost 
£90 million. The number of companies raising funds through the scheme also increased by 310 
to reach a total of 3,130 in the last tax year.

Source: HMRC

Tax Year No. of Companies Raising Funds through EIS Total Funds Raised through EIS (million)

2012/13 2,470 £1,033

2013/14 2,820 £1,573

2014/15 3,130 £1,663



Based on these revised figures, over 24,500 companies have received investment totalling £14 
billion since the EIS was launched in 1993/94. Furthermore, companies raising funds for the first 
time received a total of £880 million, similar to the amount raised in 2013/14. 

The latest figures reflect the enduring appeal of the EIS and in backing high-growth SMEs, which 
is supported by findings contained in our recent Taxpayer Sentiment Report. We found that 54% 
of UK taxpayers with an investment value over £40,000 are considering investment through the 
EIS this tax year, something that is fuelled by significant positivity towards Britain’s SMEs; 71% 
of investors we surveyed said they are confident in the growth capabilities of the UK’s small and 
medium-sized firms.  

Based on the initial impact of Brexit, the EIS could further increase in popularity as British 
businesses may be faced with new financial barriers. To mitigate the economic uncertainty 
surrounding Brexit, the amount of capital available through traditional lending platforms could be 
significantly reduced. Much like what was experienced during the Global Financial Crisis, banks 
could once again tighten their grip on the amount of loans issued for businesses. This is all the 
more profound given that British businesses will no longer be able to qualify for loans from the 
European Investment Bank (EIB). In 2014, the EIB lent a record €7 billion in the UK – an increase 
of 20% compared to 2013, which was a 56% increase on 2012 figures. Again, there has been no 
clear indication from the EU or the UK on this issue as of yet, but if a funding gap were to arise 
based on a lack of traditional bank lending or funding from the EU, then the EIS is in a suitable 
position to fill such a financial void. 

EIS outlook for 2016

The early-stage implications of Brexit on the EIS are based on the possibility that UK based 
venture capital schemes may no longer be subject to compliance with EU legislation. In a manner 
that is positive for the scheme, the UK’s withdrawal could therefore lead to the reform of current 
regulatory measures that limit the types of companies and investments that can be managed 
through EIS. Conversely, if the UK was to continue to have access to the Single Market and 
directly engage with companies that operate within the EU, then EIS could still be subject to EU 
legislation to ensure fair market competition. 

The revised figures from HMRC demonstrate that business preference towards EIS is steadily 
increasing with a record 3,130 companies raising funds through the scheme in 2014/15. It is 
essential that in a time of such political and economic transition, vehicles of private investment 
for British business – such as the EIS – are supported as pillars of stability and growth for the 
private sector.  To that end, the increased appetite towards EIS, especially in the context of a 
potential reduction in bank lending and EU-backed funding options, is encouraging. This, coupled 
with private investors presenting resoundingly high levels of confidence towards the growth 
capabilities of UK SMEs, is vital in establishing economic momentum. 

Until the UK’s withdrawal from the EU commences, there will be little in terms of concrete 
developments to the EIS. However we will continue to keep our investor network informed and up 
to date, should any of the upcoming announcements have a direct correlation to EIS investment 
or the outlook of our SME community.
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