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Sir, 
 
The Commission wishes to inform you that it has decided to raise no objections to 

the amendments of the above mentioned existing aid schemes, for the reasons set out 

below. 

 
 
1. PROCEDURE 

 
1) On 11 November 2017, the UK authorities pre-notified under the Risk Finance 

Guidelines (RFGs)1 the amended risk finance schemes (hereafter the “EIS/VCT 

schemes”) comprised of two different measures, namely the Enterprise 

Investment Scheme (hereafter the "EIS") and the Venture Capital Trust (hereafter 

the "VCT"). 

 

2) The EIS/VCT schemes were originally approved in April 2009
2, and amendments 

thereof were authorized by the Commission in 2011
3
 and 2012

4 under the Risk 

                                                 
1 Communication from the Commission, Guidelines from the Commission to promote risk finance investments, OJ C 

19 22.1.2014.   

2 State aid cases NN42a/2007 and NN42b/2007 (OJ C 145, 25.06.2009, p. 6).   

3 State aid case SA.33376 (OJ C 343, 23.11.2011, p. 12).   

4 State aid case SA.33849 (OJ C 196, 4.07.2012, p. 4).   
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Capital Guidelines (“RCGs”)
5
. The most recent amendments were authorized in 

2015
6
 (the “2015 Decision”) following the revision of the RFGs. 

 

3) On 24 April 2018, the UK authorities notified the new amendments to the 

existing EIS/VCT schemes, in accordance with Article 108(3) of the Treaty on 

the Functioning of the European Union (hereafter "TFEU"). 
 
2.  DESCRIPTION OF THE EXISTING EIS/VCT SCHEMES  

 
4) First, the EIS/VCT schemes aim to promote investments in early-stage SMEs and 

knowledge-intensive SMEs and mid-caps, which might sometimes have 

difficulties to have sufficient access to finance. For this type of SMEs, 

asymmetries of information between the investor and the investee could indeed 

be more pronounced as compared to larger and more established companies. The 

rather limited size of the investments might make it difficult for investors to earn 

back the search, due diligence and monitoring costs associated with smaller 

investments. Secondly, the EIS/VCT schemes also intend to stimulate a culture of 

entrepreneurship and greater risk-taking amongst investors. Finally, the focus of 

the schemes on knowledge-intensive undertakings should lead to an increase in 

R&D and patent applications, which in turn is expected to have a positive effect 

on the overall economy. 

 

5) The definition of knowledge-intensive SMEs and mid-caps corresponds to the 

definition of ‘innovative company’ set out in the RFGs and is based on the 

following two alternative criteria:  

 

i. R&D and innovation costs (which can include seeking patents, resources 

required to develop and test prototypes, other) represent at least 15% of total 

operating costs in at least one of the accounting periods ending in the three years 

preceding the accounting period in which the first investment under the risk 

finance State aid measure is made; or  

 

ii. R&D and innovation costs represent at least 10% per year of total operating 

costs in each of the accounting periods ending in the 3 years preceding the 

accounting period in which the first investment under the risk finance State aid 

measure is made.  

 

6) The EIS/VCT schemes provide tax incentives to private individuals (natural 

persons) investing in qualifying companies (EIS), or in financial intermediaries 

(VCT), which carry out the eligible investments.  

 

7) Under the EIS measure, private individuals invest directly into a qualifying 

company. 

  

8) Under the VCT measure, individuals invest collectively via investment funds, the 

managers of which invest on their behalf in a portfolio of companies. VCTs  are  

managed  by independent  fund managers and may  be  formed  by  legal  trust  or  

by  statute. 

                                                 
5 OJ C 194, 18.08.2006, p. 2-22.   

6 State aid case SA.40991 (OJ C 425, 18.11.2016, p. 4) 
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9) The tax incentives provided by the EIS/VCT schemes are described in recitals 

(11) to (13) of the 2015 Decision and remain unchanged.  

 

10)  The EIS/VCT schemes target the following investees: 

 

(i) non-knowledge intensive SMEs up to 7 years after their first commercial sale; 

 

(ii) knowledge-intensive SMEs and mid-caps up to 10 years after their first 

commercial sale. 

 

11)  In terms of timing, the Commission in 2015 approved the existing EIS/VCT 

schemes until 5th of April 2025. 
 

3. NOTIFIED AMENDMENTS TO THE EXISTING EIS/VCT SCHEMES 

 
12) When notifying the EIS/VCT schemes in 2015, the UK authorities provided the 

Commission with an ex ante assessment which was based on the studies specified 

in the reports. Notably, the Wilson and Write
7
 report ("the W&W report") 

contained primarily the analysis of the equity gap in the knowledge-based firms, 

which the UK authorities took into account in the currently proposed 

amendments.  

 

13) Recently, the UK authorities have conducted a review - the so-called Patient 

Capital Review - of barriers that small companies face when seeking risk finance. 

The consultation received over 200 responses in the period from the 1
st
 of August 

to the 22
nd

 of September 2017. Alongside the consultation, an Industry Panel, 

which included leading entrepreneurs and investment managers, shaped the 

themes of the review and published their own recommendations. The review 

confirmed that the risk finance funding gap in the UK is most acute for 

“innovative, growth companies seeking to scale-up to become established, 

reputable companies with global clout”.  

 

14) In order to address the concerns raised in this review, the UK authorities decided 

to amend the EIS/VCT schemes in its Finance Act 2018. The purpose of it was to 

better target the measure towards those companies that are most affected by the 

market failure of asymmetric information, which is particularly relevant for 

investments in smaller knowledge-intensive companies. With the notified 

amendments, the UK authorities target to:  

 

i. remove low-risk ‘capital preservation’ investments from being eligible to 

receive tax-advantaged money, i.e. investments which have as main aim to 

make use of the tax relief and to preserve investor capital; 

 

ii. ensure that the VCTs provide good value for money and invest better in 

line with the policy objective;  

 

iii. provide more flexibility for investment in knowledge-intensive companies.   
(1)  

                                                 
7 The Equity Gap and Knowledge-based Firms, Nick Wilson and Mike Wright, July 2015.   
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15) All the amendments
8
 are subject to the specific commencement conditions being 

fulfilled so that the UK authorities may implement them only once the State aid 

approval is granted. 

 

16) All the amendments listed below would not have a meaningful impact on the 

budget of the measure as referred to in the 2015 Decision. The UK authorities 

estimate that the aggregate impact of all amendments would lead to a 0.9% fall in 

the total cost of the measure over the notification period. The main reduction is 

expected in the first 2 years, as the budget is not envisaged to exceed GBP 800 

million per year. Thereafter the budget is projected increase gradually up to 

around GBP 1,000 million in 2024/25.  

 

3.1. Removing eligibility for low-risk ‘capital preservation’ investments in EIS and 

VCT schemes 
 

17) The UK authorities target to introduce a new ‘risk-to-capital' condition to cut out 

low-risk ‘capital preservation’ investments from the schemes, where the intended 

return on investment is the tax relief in itself. To achieve this objective, the UK 

authorities had already introduced the growth and development test
9

, which 

complies with the RFGs. The new and improved "risk to capital" test will assess 

whether the investee has truly the ambition to grow and develop and whether 

there is significant risk of loss of capital greater than the net return. Concretely, 

the new test will take into account a number of factors, such as heavy asset 

backing of the investment, the ownership or management structures or heavy use 

of subcontracting. Based on this test, the true nature of the investment (capital 

preservation as opposed to growth and development) can be challenged. If the 

factors used in the test are normal commercial practice, the test does not prevent 

making such investments. 
 
3.2. Amendments to ensure VCTs provide good value for money and invest better 

in line with the policy objective  

  
18) To further improve the VCT scheme's value for money and to encourage VCTs 

to better focus on addressing the market failure the UK proposes a number of 

changes to VCT rules which are outlined and explained in the next paragraphs 

(19)-(35).  

 

3.2.1 Repeal of ‘grandfathered’ provisions  
 

19) Since the introduction of the VCT scheme in 1995 most changes to the scheme 

have been ‘grandfathered’ so that they do not apply to investments already  made 

using funds raised (or derived from funds raised) before the relevant rule was 

changed. Such ‘grandfathering’ is a common practice within UK legislation to 

ensure that changes to tax rules do not affect investments that have already been 

made or cause investors to retrospectively lose their tax relief. The UK 

authorities are of the opinion that enough time has now passed to repeal the 

grandfathered provisions to ensure that all new investments are made in line with 

the new rules. 

 

                                                 
8
 Provided for in Schedule 5 to the Finance Bill 

9 Paragraph (37) of State aid case SA.40991 (OJ C 425, 18.11.2016).  
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3.2.2 Limit the investment period for the VCTs funds  

 

20) Before the intended amendments, the VCTs had up to 3 years after raising funds 

in which to make investments without any interim minimum threshold. While 

this provides them with enough time to research and carry out due diligence on 

qualifying investments, it leaves unaddressed the issue of slow investment 

facilitation from VCTs' side. At present individual investors in a VCT can 

receive upfront income tax relief on their investment. Sometimes VCTs leave 

cash for more than two years before being invested. This proposed rule will 

ensure that at least 30% of the VCT funds raised are deployed within 12 months 

after the end of the accounting period in which the funds are raised.   

 

3.2.3 Introduce an anti-abuse rule  

 

21) The purpose of the rule is to prevent the VCT loans being used to preserve and 

return capital, including equity to investors. The rule will require loans to be 

unsecured and will consider loan terms on a principled basis. Safe harbour rules 

will provide certainty to VCTs using debt investments that return no more than 

10% on average over a five-year period. More information regarding the type of 

the loan can be found in the current UK Finance Act 2018.  

 

3.2.4 Raise the percentage of VCT qualifying holdings 

 

22) The amendments raise the percentage of funds VCTs must hold in qualifying 

holdings throughout an accounting period from 70% to 80%. This should further 

target VCT funds towards the market failure by requiring them to invest more of 

their funds in qualifying companies.  

 

3.2.5 Increase the period VCTs have to reinvest gains  

 

23) The amendments increase the period VCTs have to reinvest gains that have been 

realized to 12 months. Currently when VCTs exit a company, they have only 6 

months to reinvest those proceeds before the proceeds begin to count towards 

their non-qualifying holding (currently capped at 30%). As a result, many issue 

these gains as dividends. The UK expects that this change should encourage 

greater reinvestment of gains, make VCTs more ‘evergreen’, reinvesting the 

proceeds of gains. 

 

3.3. Amendments to the EIS and VCT schemes to ensure greater flexibility for 

investment in knowledge-intensive companies  

 
24) The UK proposed three changes to the EIS and VCT schemes in relation to 

knowledge-intensive companies to further address this market failure.  

 

3.3.1 Increasing the annual limit  

 

25) Currently, the total investment limit under the EIS and VCT schemes is GBP 20 

million. The UK authorities propose to increase the annual limit for knowledge-

intensive companies from GBP 5 million to GBP 10 million, which is half the 

lifetime limit for knowledge-intensive companies of GBP 20 million (which 

remains unchanged). The limit for other, non-knowledge-intensive firms would 

remain at GBP 5 million.  
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3.3.2 Increasing the individual EIS investor limit  

 

26) The UK authorities propose to extend the annual EIS investor limit from GBP 1 

million to GBP 2 million, provided that anything above GBP 1 million is 

invested in knowledge-intensive companies. This targeted expansion of the 

annual investor limit is estimated to lead to an increase of funding from 

specialized serial business angel investors into knowledge-intensive companies, 

further helping them to address the identified risk finance gap and market failure.  

 

27) Limits on shareholdings for EIS investors and VCTs continue to apply so that an 

investor and their associates can have control of no more than 30% of a company. 

Practically, this would mean that in most circumstances investors would use the 

extra limit to invest in more companies rather than invest more in one company.  

 

3.3.3 Flexibility regarding the age test for knowledge-intensive companies  

 
28) The VCT/EIS schemes invest in companies, which are not too long commercially 

active. Against that background, the UK authorities introduced and notified in 

2015 a 10-year age test for knowledge-intensive companies because of evidence 

that these companies take longer to develop products and establish a track record 

enough to move beyond the market failure. This compares to the seven year age 

test applied to non-knowledge intensive companies. The ‘clock starts’ on the 10-

year test at the first commercial sale for the company.  

 

29) The UK authorities conducted the Patient Capital Review in order to assess the 

barriers to small companies receiving the risk financing. According to the results 

of the review, the knowledge-intensive companies have found it difficult to 

accurately ascertain their first commercial sale, especially when the product 

development entailed the samples' or beta-versions' sales. A knowledge-intensive 

company developing an entirely new product or technology may hold test sales 

before making a general entry to market. It may - due to its size and its start-up 

character - also not keep adequate paperwork during the first few years and 

months of development of the product to assess when it begins trading and has its 

‘first commercial sale’.  

 

30) To address this issue, the UK authorities propose to introduce greater flexibility 

regarding the age test for knowledge-intensive companies through VCTs and 

EIS, by allowing knowledge-intensive companies to choose either the current test 

or the point at which they reach GBP 200,000 of turnover as the point at which 

the 10-years ‘clock starts’ on the age test. Then, the company remains eligible for 

the next ten years, irrespective of the turnover levels during these subsequent 

years. In this context, the UK authorities also refer to a similar case in France
10

. 

This would resolve administrative issues associated with the age test as a 

knowledge-intensive company would be able to use its annual accounts to 

calculate the point at which the clock would start, and therefore whether it is still 

eligible for a risk finance investment through the EIS or from a VCT.  

 

                                                 
10 State aid case SA.41265 (JOCE C/46/2016).   
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31) Companies that would benefit from the newly defined age test would in essence 

be companies in sectors, such a bioscience or heavily R&D focused tech sectors, 

where a company may attempt to take a product to market before removing it 

from sale and then spending several years in further development. As a result of a 

simulation, the UK authorities expect around 135 additional companies to be able 

to benefit from the measure in the tax year 2018-2019, and fewer than 50 

additional companies a year for later tax years, when fixing the turnover 

threshold at GBP 200,000. This represents less than 5% of the number of all the 

companies currently raising funds through the aid scheme. 

 

32) In order to support its redefined age test, the UK authorities referred to the W&W 

report on knowledge-intensive companies, which concluded that many 

knowledge-intensive companies remain at risk, on average, beyond 10 years.  

 

33) The UK authorities also explained that they would regularly monitor the market 

and review this proposed amendment if there would be evidence of abuses or it 

would become clear that the amendment negatively affected the targeting of the 

measure. 

 
 
3.4. Other technical changes for knowledge-intensive companies  

 

34) To ensure that the existing knowledge-intensive definition works for companies 

that do not have three years of track record, the UK proposes to provide for a 

‘forward look’ for the R&D element of the knowledge-intensive definition. The 

current definition uses the three years prior to investment to assess relevant R&D 

spend.  

 

35) The risk-to-capital conditions should ensure that the knowledge-intensive 

definition is well targeted and is not subject to abuse. The 'forward look' will only 

be available to companies receiving an investment less than three years after their 

formation. The UK is providing an assessment produced by HMRC analysts of 

the number of companies that will benefit from these changes. The knowledge-

intensive changes are forecast to drive GBP 1.9 billion of new and redirected 

investment into knowledge-intensive companies over the next ten years.  
 

4. EVALUATION PLAN 

 
36) The amendments proposed by the UK authorities to the current EIS/VCT 

schemes do not change the allocated budget and its main elements remain the 

same. This implies that the evaluation needs to be carried out in line with the 

original terms, described in the 2015 Decision.  

 
 

5. ASSESSMENT OF THE AMENDED SCHEMES 

 

5.1. Legality 
 

37) By notifying the amendments to the existing EIS/VCT schemes, the UK 

authorities have complied with their obligations under Article 108(2) TFEU. In 

this regard, the Commission also takes note of the commencement provisions to 

which recital (15) of this decision refers. 
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5.2. Existence of aid 
 

38) It follows from recital (14) and the description in Section 3 above that the 

notified amendments do affect the intrinsic functioning of the existing schemes 

so that the existing schemes become new schemes. Therefore, the Commission 

assesses below the amended schemes.  

   
39) The amended schemes do not change the Commission's previous assessment 

concerning the EIS/VCT schemes as with regard to the existence of State aid 

within the meaning of Article 107(1) TFEU as set out in recital (76) of the 2015 

Decision. 
 

5.3. Compatibility assessment of the amended schemes  
 

40) Risk finance measures can be exempted from the notification requirement 

pursuant to Article 108(3) TFEU, provided they comply with the requirements of 

the General  Block Exemption Regulation ("GBER")
11

 and in particular Article 

(21) thereof. The Commission recalls that already in recital (77) of the 2015 

Decision it was explained that the EIS/VCT was insofar GBER compliant, as it 

related to non-knowledge intensive SMEs. 

 

41) However, the Commission also noted that a number of features of the EIS/VCT 

schemes for knowledge-intensive companies contained some features that were 

not in line with the GBER 2015.
12

 
 

42) The Commission notes that the notified amendments do not comply with the 

requirements of Article 21 of the GBER due to the greater flexibility proposed 

for the age test. Therefore, the Commission will assess whether the amended 

EIS/VCT schemes still comply with the RFGs. Specifically, the Commission has 

analyzed whether also taking into account this new amendment the design of the 

EIS/VCT schemes ensures that the positive impact of the aid towards an 

objective of common interest exceeds its potential negative effects on trade 

between the Member States and competition. 
 

 

5.3.1. Contribution to a common objective 
 

43) The UK authorities have explained that the amendments to the EIS/VCT schemes 

will be implemented in view of helping business finance and venture capital 

markets to operate more efficiently and competitively across the UK and the 

European Union. As a result, more SMEs and innovative mid-caps with growth 

potential should access the funding that they need to start-up and expand, 

stimulating growth of the company, higher levels of productivity and innovation, 

as noted in the RFGs. 

 

44) The Commission finds that the above objective is in line with point 57 of the 

RFGs finding that risk finance aid can contribute to an effective access to finance 

for viable SMEs and innovative mid-caps with high growth potential. This can in 

                                                 
11

 Commission Regulation (EU) No 651/2014, OJ L 187, 26.6.2014, p. 1. 

12
 See paragraph 33 of State aid Decision n. SAA.40991. 
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turn contribute to an environment where new ideas and SMEs, as well as 

innovative mid-caps, in their early development stages, can flourish and 

ultimately achieve the objective of creating jobs and growth. 

 
5.3.2. Need for state intervention 

 
45) According to point 63 of the RFGs, state aid can only be justified if it is targeted 

at specific market failures affecting the delivery of the common objective. The 

UK authorities have argued, on the basis of their ex-ante assessment, that in the 

UK the market failure affecting provision of finance extends beyond SMEs and 

also affects knowledge-intensive mid-caps for a period longer than 7 years. The 

market failure is linked to an asymmetry of information problem preventing the 

traditional funding channels from supplying the volumes of finance necessary to 

support the growth of the firms, which, due to their early stage of development or 

to the innovative nature of their activities, are deemed to be affected by a 

persistent failure in business finance markets.  As regards the new definition of 

the age limit, the Commission accepts that it is in line with the RFGs. 

 

46) First, the Commission notes that as per point 72 of the RFGs, "mid-caps, in 

certain circumstances, could also face financing constraints comparable to those 

affecting SMEs. Such may be the case for mid-caps carrying out R&D and 

innovation activities alongside initial investment in production facilities, 

including market replication, and whose track record does not enable potential 

investors to make relevant assumptions as regards the future market prospects of 

the results of such activities". 

 

47) Secondly, the Commission observes that, in point 73 of the RFGs, it is 

acknowledged that certain types of undertakings may be regarded as still being in 

their expansion/early growth stages, even after a 7-year period, if they have not 

yet sufficiently proven their potential to generate returns and/or do not have a 

sufficiently robust track record and collateral. In particular, the RFGs state that a 

"risk finance measure targeting eligible undertakings that have been operating on 

a market for more than seven years from their first commercial sale at the time of 

the first risk finance investment must contain adequate restrictions whether in 

terms of time limits or other objective criteria of a qualitative nature relating to 

the development stage of the target undertakings". 

 

48) Finally, in line with point 75 of the RFGs, the Commission acknowledges that 

“in certain industries where the upfront research or investment costs are relatively 

high, for example in life sciences or green technology or energy, the GBER cap 

on the total amount of risk finance per eligible undertaking may not be sufficient 

to achieve all the necessary investment rounds and set the company on a 

sustainable growth path”. 

 

5.3.3. Appropriateness  

 

49) According to point 89 of the RFGs, in order to address the identified market 

failures and to contribute to the achievement of the policy objectives pursued by 

the measure, the envisaged risk finance aid must be an appropriate instrument, 

while at the same time being the least distortive of competition. 
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50) In the 2015 notified ex-ante assessment and in the information provided in the 

current pre-notification process, the UK authorities have sufficiently 

demonstrated that the tax incentives provided under the EIS/VCT schemes are 

adequate to stimulate access to finance. Moreover, they have a wide effect in 

incentivizing private investors in taking on the risks of investing in smaller and 

less- established companies, as well as stimulating the venture capital market. 

The Commission takes positive note of the fact that a number of the amendments 

– and in particular those referred to in recitals (17), (18) and (22) – target the 

measure better than before. Given these amendments, the newly defined age test 

does not change in a fundamental manner the previously made analysis. The 

Commission also takes positive note of the fact that the UK authorities will 

regularly monitor the schemes. 

 

51) Moreover, as provided in point 126 of the RFGs, the tax relief is open to all 

investors fulfilling the required criteria. Accordingly, the tax relief is applied 

without discrimination as to their place of establishment and includes the 

necessary ceilings and caps defining the maximum advantage that each 

individual investor may draw from the measure, as well the maximum investment 

amount which can be made in individual eligible undertaking. 

 

52) Furthermore, the Commission notes that in the cases of knowledge-intensive 

companies where it is difficult to identify their first commercial sale precisely, 

the point at which companies reach GBP 200,000 of turnover can be chosen as a 

starting point for ten years for knowledge-intensive companies. This allows 

defining an objective and easily verifiable criterion for all companies, without 

relying on ad-hoc criteria and/or imposing an additional burden for companies (as 

it would be the case if particular sales' definitions were to be introduced – e.g. to 

cover for test-sales – and accompanied by the request to maintain additional 

records). The Commission takes also positive note of the fact that if sales drop 

below GBP 200,000 , the age clock does not restart but just continues.  

 

53) Lastly, the amendments proposed by the UK authorities to the existing EIS/VCT 

schemes do not change either the budget allocated to the schemes or its main 

elements, including the overall aid ceiling. 

 

54) For these reasons, the Commission concludes that the tax incentives provided 

under the amended EIS/VCT schemes, are well targeted and have been 

appropriately designed to overcome the market failure demonstrated on the basis 

of the ex-ante assessment by the UK authorities. 

 

5.3.4. Incentive effect  
 

 

55) According to point 131 of the RFGs, risk finance measures must incentivize 

market investors to provide funding to potentially viable eligible undertakings 

above the current levels and/or to assume extra risk. A risk finance measure is 

considered to have an incentive effect if it mobilizes investments from market 

sources so that the total financing provided to the eligible undertakings exceeds 

the budget of the measure. Hence, a key element in selecting the financial 

intermediaries and fund managers should be their ability to mobilize additional 

private investment. 
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56) The Commission observes that the amendment described in recital (17) implies 

that it will be less likely that the measure will be used in essence for tax planning 

purposes. In this regard, the Commission also recalls that point 24 of the RFGs 

stipulates that a measure cannot be declared compatible, if no appreciable risk is 

undertaken by the private investor. Moreover, the amendments described in 

recital (20) and (22) imply that the measure should be more focused on the 

market failure and less on e.g. liquidity management.  

 

57) The Commission therefore can conclude that the investments are well-targeted 

towards the identified market failure. The Commission therefore confirms that 

the incentive effect of the aid provided through the amended EIS/VCT schemes 

is assured. 

 

 
5.3.5. Proportionality  

 
58) In line with point 133 of the RFGs, State aid must be proportionate in relation to 

the market failure being addressed in order to achieve the relevant policy 

objectives. It must be designed in a cost-efficient manner, in line with the 

principles of sound financial management. For an aid measure to be considered 

proportionate, aid must be limited to the strict minimum necessary to attract 

funding from the market to close the identified funding gap, without generating 

undue advantages. 

 

59) The age test amendment could potentially alter the number of companies and the 

period of eligibility to the aid. The UK authorities have argued that the GBP 

200,000 turnover threshold is reasonable and that the ensuing potential extension 

of the eligible period for receiving aid by knowledge-intensive companies is 

limited. This is due to the evidence that knowledge-intensive companies 

developing a technologically-based product would easily exceed such a 

threshold. In fact, the UK authorities estimate that, as a result of the aggregate 

amendments, the number of companies potentially eligible will immediately 

increase while the overall budget will immediately decrease and then remain 

broadly in line with the estimates made in 2015. In addition, none of the 

proposed amendments changes the underlying aid mechanics.  

 

60) In this regard, the Commission firstly notes that investments made under the 

EIS/VCT schemes are made solely by private investors without any direct 

participation of public investors. All investment decisions are commercially 

driven by the individual decision of private investors or venture capital funds in 

which the latter invest. 

 

61) Secondly, private investors providing finance to eligible undertakings under the 

schemes benefit from an income tax relief which is capped at 30% of the amount 

invested in eligible undertakings. The Commission notes that investors still have 

to finance a large part of the investment themselves and recalls that point 24 of 

the RFGs stipulates that only risk finance measures where private investors 

undertake an appreciable risk can be declared compatible. Furthermore, the relief 

is provided to investors who are independent from the company invested in. This 

is in line with the requirements of point 150 of the RFGs. Moreover, relief from 

capital gains tax and relief from tax on dividends on shares held in a VCT fund 
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valid under the amended EIS/VCT schemes remains in line with points 151 and 

152 of the RFGs. 

 

62) Thirdly, the overall ceiling on the total amount of risk finance investment into 

each knowledge-intensive SMEs or mid-caps is in line with the equity gap. In 

this regard the equity gap is determined on the basis of an ex-ante assessment in 

the context of the evaluation plan as explained in the Section 4 of this decision.  

 

63) Therefore, the Commission considers that the proportional character of the 

amended schemes is ensured. 

 

 
5.3.6. Avoidance of undue negative effects on competition and trade 

 
64) In line with point 155 of the RFGs "the State aid measure must be designed in 

such a way as to limit distortions of competition within the internal market. The 

negative effects have to be balanced against the overall positive effect of the 

measure. In the case of risk finance measures, the potential negative effects have 

to be assessed at each level where aid may be present: the investors, the financial 

intermediaries and their managers, and the final beneficiaries". 

 

65) As explained in this decision the amended EIS/VCT schemes are designed to 

assure their targeted character at growth-oriented companies which suffer from a 

market failure by providing a fiscal incentive to investors to enable the market to 

operate efficiently. 

 

66) In addition to the above, the Commission also notes that the State aid provided 

through fiscal incentives to individual investors, under the amended EIS/VCT 

schemes ensures that all resources invested under the EIS/VCT measure are 

private and that no crowding out of private investment takes place. 

 

67) Furthermore, in the case of the VCT schemes, there is no limit on the number of 

financial intermediaries which can operate under the schemes and, hence, the 

VCT schemes do not discourage any expansion of existing competitors. The 

Commission also observes that the UK authorities are not involved in the 

investment decisions of the VCTs and have placed no limits as to the region of 

establishment for investee companies. In fact, the investment decisions under the 

EIS/VCT schemes are entirely left to the market and the selection of investments 

is based on commercial logic. 

 

68) Finally, the UK authorities have also excluded under the amended EIS/VCT 

schemes companies which should be able to access finance by traditional routes 

(for example if the undertaking is clearly asset-backed), as they are likely to be 

unaffected by any potential information asymmetry problem. 

 

69) Lastly, as explained in recital (16), the amended EIS/VCT schemes continue to 

broadly have the same budget, which indicates that distortions of competition 

resulting from the measure should not be larger than at the time of the analysis 

made in the 2015 Decision. 
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70) On the basis of the above, the Commission considers that the amended EIS/VCT 

schemes are designed in a way to limit the distortion to competition and 

minimize undue advantages to the beneficiaries. 

 

5.3.7. Evaluation 
 

71) Also taking into account – as described in recital (16) - that the budget of the 

measure will be virtually unchanged (-0.9% as compared to the previous plan), 

the Commission can confirm that the assessment of the evaluation plan as set out 

in recitals (136) to (142) of the 2015 Decision is still valid. 

 

5.3.8 Additional observations 

 

72) Since the United Kingdom notified on 29 March 2017 its intention to leave the 

European Union, pursuant to Article 50 of the Treaty on European Union, the 

Treaties will cease to apply to the United Kingdom from the date of entry into 

force of the withdrawal agreement or, failing that, two years after the notification, 

unless the European Council in agreement with the United Kingdom decides to 

extend this period. As a consequence, and without prejudice to any provisions of 

the withdrawal agreement, the present decision only applies if (i) the United 

Kingdom is still a Member State on the first day of the period for which the 

notified schemes is approved, and (ii) to individual aid granted
13

 under the 

notified schemes until the United Kingdom ceases to be a Member State. 

 

 

 

  

                                                 
13 According to the case-law of the CJEU, aid must be considered to be granted at the time that an unconditional right 

to receive it is conferred on the beneficiary under the applicable national rules (See Case C-129/12 Magdeburger 

Mühlenwerke EU:C:2013:200, paragraph 40). 
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6. CONCLUSION 

 
73) The Commission concludes that the EIS/VCT schemes – also after the notified 

amendments - fulfil the conditions set out in the RFGs and that the positive 

effects of the measures outweigh its negative effects on competition in the 

internal market. 

 

74) The Commission therefore finds the amended EIS/VCT schemes to be 

compatible with the internal market pursuant to Article 107(3) (c) TFEU. 
 
7. DECISION 

 
75) The Commission considers the amended EIS/VCT schemes compatible with the 

internal market, pursuant to Article 107(3) (c) TFEU. Accordingly, it decides not 

to raise objections to the aid measure. 

 

76) The Commission reminds the UK authorities that, in accordance with Article 

108(3) TFEU, all further plans to change these aid measures must be notified to 

the Commission. 

 

77) The Commission reminds the UK authorities to provide an annual report on the 

implementation of the measures and that the final evaluation report must be 

submitted by March 2019. 

 

If this letter contains confidential information, which should not be disclosed to 

third parties, please inform the Commission within fifteen working days of the 

date of receipt. If the Commission does not receive a reasoned request by that 

deadline, you will be deemed to agree to the disclosure to third parties and to the 

publication of the full text of the letter in the authentic language on the Internet 

site: http://ec.europa.eu/competition/elojade/isef/index.cfm. 
 

Your request should be sent electronically to the following address: 

European Commission,   

Directorate-General Competition   

State Aid Greffe   

B-1049 Brussels   

Stateaidgreffe@ec.europa.eu 

 

Yours faithfully, 

For the Commission 

 

Margrethe VESTAGER 

Member of the Commission 
 

      

http://ec.europa.eu/competition/elojade/isef/index.cfm
mailto:Stateaidgreffe@ec.europa.eu

