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1. Introduction 
 

1.1. The Association of Accounting Technicians (AAT) is pleased to have the opportunity to respond 
to the HM Treasury “Financing growth in innovative firms: Enterprise Investment Scheme 
knowledge-intensive fund consultation”, published 13 March 2018. 

 
1.2. AAT is submitting this response on behalf of our membership and for the wider public benefit of 

achieving sound and effective administration of taxes. 
 

1.3. AAT has added comment to add value or highlight aspects that need to be considered further. 
 

1.4. AAT has focussed on the operational elements of the proposals and has provided opinion on the 
practicalities of implementing the measures outlined. 

 
1.5. Furthermore, the comments reflect the potential impact that the proposed changes would have 

on SMEs and micro-entities, many of which employ AAT members or would be represented by 
AAT’s 4,250 licensed accountants. 

 
2. Executive summary  

 
2.1. Regulation, short-termism and a lack of awareness are the three most common barriers 

preventing Knowledge Intensive (K-I) companies accessing capital. Although, there are 
signs that this is beginning to change and with it an understanding that risk can be mitigated with 
a balanced portfolio. 

 
2.2. It is important to ensure that the incentives on offer are sufficient to attract investors to K-I 

funds, without being overly generous and the administrative burdens for both parties are 
kept to a minimum. Too low a tax incentive may deter would-be K-I fund investors, conversely 
onerous administrative burdens for would-be K-I fund providers may act as a barrier to 
establishing these much-needed investment vehicles. 

 
2.3. There can be little doubt that a form of targeted K-I EIS fund, as proposed by the 

Chancellor in his November 2017 Budget would help to increase the supply of patient 
capital.  The issue for the UK Government is to achieve state clearance. 

 
2.4. Investor and fund management behaviour changes must be carefully monitored to 

establish whether these changes to the tax system achieve the government’s intended 
objectives. 

 
3. AAT response to HM Treasury Consultation  

 
Why are some younger knowledge-intensive companies unable to obtain the levels of 
patient capital that they require?  

 
3.1. Short-termism, a lack of awareness and regulation are the three most commonly cited barriers 

preventing K-I companies accessing patient capital. 
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3.2. Although, the desire for short-term-gains does seem to be changing. As acknowledged in AAT’s 
response to HMT’s earlier consultation “Financing Growth in innovative firms”1 2015 saw patient 
capital overtake venture capital as a source of investment for the UK-tech sector. 

 
3.3. A lack of awareness amongst advisers and fund managers as well as a fear factor of the higher 

risk nature of patient capital are additional factors militating against younger K-I companies 
accessing the patient capital they require. There are signs that this is beginning to change and 
with it an understanding that risk can be mitigated with balanced portfolio. 

 
3.4. There is an inherent tension within the UK’s regulatory structure with BEIS and HMT at one end of 

the spectrum and Financial Conduct Authority at the other. The former is understandably keen to 
deliver significant benefits to the UK economy anticipated from an increase in patient capital 
investment, while the latter is keen to prevent investment losses arising out of the higher risk 
nature of such investment. 

 
3.5. Indeed, the FCA acknowledged this when it asked in its February 2017 discussion paper2 

“...whether a more fundamental reassessment might be valuable, focusing particularly on ways in 
which different forms of primary market structure and regulation might better support scale-up and 
patient capital...”  

 
What would be the best way(s) of further improving the flow of patient capital to 
knowledge-intensive companies, bearing in mind state aid constraints?  

 
3.6. AAT suggests that government should consider the further development of crowdfunding 

platforms (see 3.7 below), which are ideally positioned to allow individual investors to invest in 

start-ups online that could be developed specifically for K-I investments. 

 

What barriers are there to the development of investment funds that specifically target 

knowledge-intensive companies?  

 

3.7. Crowdfunding platforms are ideally positioned to allow individual investors to invest in start-ups 

online, at a price that is affordable. Ultimately, these platforms can allow more inexperienced 

investors investment experience and help to build a diverse portfolio for very modest outlays of 

capital. 

 

3.8. In addition, the recently launched Innovative Finance ISA (which AAT believes should form part of 

an “Everything ISA”3) is another step in the right direction.  

Would a targeted knowledge-intensive EIS fund model help increase the supply of patient 
capital to knowledge-intensive companies?  

3.9. There can be little doubt that a form of targeted K-I EIS fund model, as proposed by the 

Chancellor in his November 2017 Budget, would help to increase the supply of patient capital. 

 

3.10. The issue for the UK Government is to achieve state clearance from the European Union for its 

proposed doubling of the current £1m limit – although Brexit will probably make this much easier 

soon. 

 
  

                                                      
1 AAT Consultation Response to HM Treasury, August 2017: https://www.aat.org.uk/prod/s3fs-public/assets/AAT-consultation-response-
HM-Treasury-Financing-Growth-innovative-firms-18-8-17.pdf  

2 FCA Discussion Paper, February 2017: https://www.fca.org.uk/publication/discussion/dp17-02.pdf  

3 AAT ISA Working Group, March 2018:  
https://www.aat.org.uk/prod/s3fs-public/assets/AAT-ISA-Working-Group-Time-change-review-ISA-regime.pdf  

 

https://www.aat.org.uk/prod/s3fs-public/assets/AAT-consultation-response-HM-Treasury-Financing-Growth-innovative-firms-18-8-17.pdf
https://www.aat.org.uk/prod/s3fs-public/assets/AAT-consultation-response-HM-Treasury-Financing-Growth-innovative-firms-18-8-17.pdf
https://www.fca.org.uk/publication/discussion/dp17-02.pdf
https://www.aat.org.uk/prod/s3fs-public/assets/AAT-ISA-Working-Group-Time-change-review-ISA-regime.pdf
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Which of the options outlined above would most attract investors to knowledge-intensive 

funds? Please rank and critically compare the benefits and disadvantages of each. 

 

3.11. Ranking of options (in order of preference): 

  a. Extended carry-back of income tax or CGT deferral 
  b. Capital Gains tax relief 
  c. Up-front tax relief 
  d. Dividend tax exemption 
 

3.12. A dividend tax exemption is the least attractive of the four options outlined for the reasons 

identified in paras 3.18 & 3.19 of the consultation document. The offer of an unquantified limited 

tax saving, at some point in the future, on what is likely to be minimal dividends distributed by a 

capital-hungry start-up in its growth phase is unlikely to prove attractive to would-be investors 

whose primary motivation, as identified in 3.19, is capital growth. 

 

3.13. Deferral of a charge to capital gains is likely to prove of greater interest to serial investors. Would-

be investors seeking to invest in a K-I company fund will find the ability to shelter a chargeable 

gain highly attractive. However, if the alternative approach, outlined in the consultation document, 

is taken forward HMT would need to be generous as to the proportion of a chargeable gain that 

could be written off on reinvestment into a K-I fund. A low proportion would seriously undermine 

the attractiveness of this simple to understand model.  On balance, AAT considers this approach 

would achieve it stated aim: “…to encourage successful entrepreneurs and those who make large 

capital gains to reinvest in the UK’s highest-risk companies.” 

 
3.14. An extended carry-back of an income tax or CGT deferral facility for monies invested into a K-I 

fund could prove very attractive for would-be investors. Particularly where they had recently had 

exposure to paying income tax or CGT at high marginal rates. Furthermore, unlike the dividend 

tax exemption, investors would have certainty over the achievable tax. AAT notes that the 

consultation document considers this approach “…would be highly complex and involve 

significant additional burdens for fund managers” but AAT is not convinced that this is the case. 

 
3.15. Up-front tax relief as proposed at 3.26 of the consultation document might incentivise some 

would-be investors. However, it also affords them an opportunity to game the system - offering the 

prospective up-front deferral relief up to three years in advance of when it might otherwise be 

available. AAT believes that there is a significant risk that investors could be tempted to take 

advantage of the generous up-front incentives to defer gains that would otherwise fall chargeable 

without any regard for investing in K-I companies. This concern is partially addressed by the 

proposal to extend the normal minimum holding period but this will not entirely solve the problem. 

Would a ‘patient’ dividend tax exemption provide the right incentive to both attract 

investors in the fund structure, and encourage longer- term approaches to investment?   

3.16. As stated in 3.12 (above) the dividend exemption in and of itself will not attract many long-term 

investors to invest in K-I funds. However, if combined with a deferral of a tax charge on entry, it 

might encourage a longer-term investment approach, but only at the margins. 

 

To what extent would relief at the level of the fund be attractive when weighed against the 

additional complexity that would be necessary? 

 

3.17. The subjective nature of the question makes it hard to supply an objective response. Investors are 

likely to be economically-rational.  As such, they will carefully weigh their investment decisions by 

balancing the level of tax deferral/saving on offer against any administrative burden and what 

other investment opportunities are available to them. 

 

3.18. It is therefore important to ensure that the incentives on offer are sufficient to attract investors to 

K-I funds, without being overly generous and the administrative burdens for both parties are kept 

to a minimum. 
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4. About AAT 
 

4.1. AAT is a professional accountancy body with approximately 50,000 full and fellow members and 
over 90,000 student and affiliate members worldwide. Of the full and fellow members, there are 
more than 4,250 licensed accountants who provide accountancy and taxation services to over 
400,000 British businesses.  
 

4.2. AAT is a registered charity whose objectives are to advance public education and promote the 
study of the practice, theory and techniques of accountancy and the prevention of crime and 
promotion of the sound administration of the law. 

 
5. Further information 
 

If you have any queries, require any further information or would like to discuss any of the above points 
in more detail, please contact Aleem Islan, AAT Technical Consultation Manager, at: 
 
E-mail: consultation@aat.org.uk  Telephone: 020 7397 3088 

 
Association of Accounting Technicians, 140 Aldersgate Street, London, EC1A 4HY 

 

mailto:consultation@aat.org.uk

