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Business angels

Due to the current economic
climate, companies are finding it
difficult, if not impossible, to raise
finance through bank lending. But
all is not lost; there are still a variety
of ways to obtain funding, and one
option is to consider 'angel
investment'. Business angels are
typically affluent individuals

who invest their own funds in
companies, often becoming a
shareholder as a result.

The advantages of angel
investment can be considerable.
The investee company receives a
cash injection and the angel often
brings not only valuable experience
but also key contacts to the
relationship. For the investor
there is always a great sense of
satisfaction in helping a company
succeed and with each new-found
success, attractive returns can be
realised for both parties.

A client of mine started out six

years ago with an angel investment

of £500,000; the business was

recently valued at $30 million.

To encourage angel investing the
Government has created a number

of tax reliefs and incentives, including the
Enterprise Investment Scheme (EIS).

EIS is designed to promote the purchase
of shares in young companies through
the use of tax reliefs for the investor.

The income tax liability of the investor
is reduced by 30 per cent of the sums
invested, up to an annual investment
limit of £500,000.

In April 2012, the annual investment

limit will increase to £1,000,000 with any
gain on the disposal of the EIS shares
remaining free from capital gains tax
(CGT), provided that the shares were held
for at least three years and the income tax
relief has not been withdrawn during
those three years. It is also possible to
defer any gains made on the disposal of
an asset by reinvesting the gain in EIS
eligible shares. The Government is now
looking to increase investment through

EIS by changing certain tax reliefs
and investment limits. In April 2012
the following changes, among others,
are expected:

1. The company will be able to raise
£10 million in any 12-month period,
up from £2 million

2. The value of the company's assets will
not be allowed to exceed £15 million, up
from £7 million before the issue of shares
and £8 million immediately afterwards

3. The company must have fewer than
250 staff, up from the current limit of 50.

In addition to EIS, the Finance Bill 2012
contains details of a new Seed Enterprise
Investment Scheme (SEIS), which will take
effect from April 2012. This relief is aimed
at increasing investments in early stage
companies which have 25 or fewer

employees and assets of up to
£200,000. Under SEIS an investor
will be allowed to invest up to
£100,000 per year and then claim
back income-tax relief equal to 50
per cent of the amount invested.
All tax payers, irrespective of the
marginal rate at which they pay
income tax, will be entitled to 50
per cent tax relief on their
investment.

There will also be a temporary
capital gains tax (CGT) holiday
where investors can avoid paying
the CGT on any asset sold, as
long as they reinvest the
proceeds in a SEIS eligible
start-up in the same year.

In view of the attractive reliefs
coming this April it is anticipated
that many early stage companies
will become increasingly focused
on attracting SEIS qualifying
investment and many investors
will look more closely at such
companies.

While angel investment contains

some risks, careful planning and
the right professional advice is key. At
Cripps Harries Hall we have both the
legal and tax expertise to advise both
companies and individuals during an
investment process, and we would be
more than happy to discuss the options
available with you.

Cripps
arries
all.

Nigel Stanford,
Partner, Cripps Harries Halll LLP

nigel.stanford@crippslaw.com
Tel: 01892 506 227
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