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Changes to Investors' Relief 
As the Finance Bill progresses through parliament, the Government has announced changes to 
its new Investors' Relief, making it easier to access in circumstances where an Investor is 
appointed to the board.   

What is Investors' Relief? 

  

 

 

 

What are "qualifying shares"? 

● Newly issued ordinary shares in companies acquired for new consideration and held for at least three years 
from 6 April 2016. 

● The shares must be in a trading company, or holding company of a trading group, and one of the company's 
shares or securities may not be listed on a recognised stock exchange. 

● The shares must be fully paid up when issued, and issued on or after 17 March 2016 (if shares are issued 
between 17 March and 5 April 2016, they will still need to be held for 3 years from the 6 April 2016). 

● The Investor, or a person connected with the Investor, cannot be a "relevant employee" (see below for more 
detail). 

Anti-avoidance rules - value received by investor 

The relief cannot be claimed where the Investor "receives value" in the period beginning one year before the 
share issue and ending on the third anniversary of issue (these rules are intended to prevent amounts being 
stripped out of the company).  

10% £10 
million Nil 

Investors' Relief 
provides a 10% tax 
rate on any disposal 
of "qualifying 
shares". 

 

There is a £10 million 
lifetime allowance 
(which is in addition to 
the allowance relating 
to Entrepreneurs' 
Relief).   

 

There is no 
minimum stake 
which the investor 
is required to hold 
in the company. 
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What is changing? 

The first draft of the rules denied relief where the Investor (or a connected person) was an officer or an 
employee of the company. 

The amendments to the Finance Bill have relaxed this employee/officer test, so that now the Investor, or a 
person connected with the Investor, can be a director, provided they are not a "relevant employee" in respect of 
the company, or a connected company.  An Investor will not be a "relevant employee" provided they:  

(a) Are an "unremunerated director"; or 

(b) Become an employee of the company more than 180 days after the shares are issued 
(although this is unlikely to be relevant for an investor director). 

A person is an "unremunerated director" if they either (i) do not receive any payment from the company (or a 
connected company), or (ii) they receive a payment which falls within the category of "permitted payments".   

The list of "permitted payments" includes interest and dividends which represent no more than a normal or 
reasonable commercial return, and reasonable and necessary remuneration paid for services in the course of a 
trade or profession. 

Is there a snag? 

The language used in relation to "permitted payments" has been borrowed from the Enterprise Investment 
Scheme rules.  This language generally refers to what is "reasonable" or in the case of remuneration for 
services, what is "necessary and reasonable".  In our experience, the question of "what is reasonable" can be a 
difficult one to answer, and where these provisions are relied upon for EIS, it is usually considered prudent for 
the person not to receive any payments from the company in order to comply with the test. 

Issues for investment funds to consider 

The amendments to Investors' Relief may be good news for investment funds, as it potentially allows their 
management teams to claim the relief when making co-investments into portfolio companies (as long as the 
"unremunerated director" condition is satisfied if a director is appointed to the board).  However, there are still 
some obstacles to overcome. 

1. The question of whether a director is "unremunerated" will need to be tested against all payments made 
indirectly to that director – so any co-investment returns, monitoring fees payable to the manager, or 
carried interest may need to be assessed to see whether they are "permitted payments".  Given the 
imprecise nature of these tests, whether the "unremunerated director" condition is met where an 
investment fund appoints a director to the board may not be an easy question to answer, and the approach 
taken in relation to EIS (of not paying any amounts out to Investors) may not be practical in an investment 
funds context.   

2. Another considerable difficulty in claiming the relief may lie in the receipt of value provisions.  These rules 
may be triggered by, for example, a repayment or redemption of securities in the company where value is 
received or deemed received by either the Investor or by any "associate" of the Investor (this includes 
persons who are in partnership with the Investor).  In particular, careful consideration of these rules will be 
needed on restructurings and refinancings.  

3. The shares and the securities of the company must not be listed on a recognised stock exchange.  Where 
loan notes have been listed (for example to fall within the Quoted Eurobond exemption) then care should 
be taken that the loan notes are not in the same entity as the company issuing shares to Investors.  (This 
should already align with most acquisition structures, since loan notes are generally issued in separate 
companies to the shares held by Investors for other tax reasons.)       
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4. It is unclear whether the relief can be claimed where shares are held through partnerships.  This ambiguity 
remains, despite the recent amendments clarifying that the relief is available where shares are "jointly 
held", or where shares are held by trustees.  The new "jointly held" provisions do, however, provide an 
avenue to explore as they refer to interests in holdings in shares – we hope that HMRC will issue guidance 
to set out what this might include. 

5. Where payments are made to Investors from other connected companies (as an example it would need to be 
assessed whether this would include the fund's general partner), careful consideration would have to be 
given as to whether these were "permitted payments" under the "unremunerated director" provisions. 

Although there may be scope for Investors' Relief to be used in the investment funds world it adds another 
complication to structuring in an environment where the raft of changes to the carried interest rules have 
already made investing more complex, (click here to see our carried interest briefing from April).  

For specific queries, please get in touch with us on the contact details below. 

 

Contacts:  
 

 

Kathleen Russ  
 
E: kathleen.russ@traverssmith.com 
T: +44 (0)20 7295 3230 
 

 

Emily Clark  
 
E: emily.clark@traverssmith.com 
T: +44 (0)20 7295 3393 
 

 

 

https://sites-traverssmith.vuturevx.com/19/2672/uploads/carryrules-note-final.pdf

