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Venture Capital Trusts (VCTs) are UK-
based investment companies designed
to support small, high-potential
businesses.

Established by the government in 1995,
VCTs provide capital to entrepreneurial
ventures, often resulting in significant
economic growth and innovation.
Investors in VCTs can benefit from
various tax incentives, making these
trusts an attractive option for those
willing to accept higher risk for
potentially higher rewards.

What are VCTs?

A VCT is a type of collective investment
scheme, akin to mutual funds, that pools
investor money to buy shares in small,
unlisted companies. These companies
are typically early-stage but show high
growth potential. VCTs are listed on the
London Stock Exchange, providing
liquidity for investors, although the
market for VCT shares is less active than
for larger company shares.

How VCTs work

VCTs raise capital by issuing shares to
investors, then use the capital to invest
in qualifying small businesses. These
companies must meet specific criteria
set by HM Treasury, including being less
than seven years old, having fewer than
250 employees, and engaging in
qualifying trades.

Benefits of investing in VCTs

Growth potential

VCTs invest in smaller companies that
can grow much faster than established
firms. This rapid growth potential can
lead to significant returns for investors,
albeit with a higher risk.

Portfolio diversification

VCTs add diversity to an investment
portfolio by including high-growth
potential companies that are not
correlated with larger, more stable
stocks.



Tax advantages of VCTs

Investing in VCTs offers several tax
benefits. These can provide an
alternative means to achieve tax-
efficient growth and income, which is
especially valuable for those whose
pension contributions are capped by
annual allowance limits.

e Income tax relief: Investors can
claim up to 30% income tax relief on
the amount invested in new VCT
shares, with a maximum investment
of £200,000 per tax year. To qualify,
the shares must be held for at least
five years. This immediate tax saving
reduces the effective cost of
investment, enhancing overall
returns.

o Tax-free dividends: Dividends
received from VCTs are exempt from
income tax. This benefit allows
investors to receive regular income
without the burden of additional
taxes, making VCTs an appealing
option for those seeking tax-efficient
income streams.

e Capital Gains Tax exemption: Any
profits made from selling VCT shares
are exempt from capital gains tax.
This benefit allows investors to
retain the full growth from their
investment, providing a significant
advantage over other investments
subject to capital gains taxes.

Supporting the UK economy

By investing in VCTs, investors support
the growth of innovative UK businesses,
contributing to job creation and
economic development.

Risks of investing in VCTs

Due to the nature of the businesses VCTs
invest in, there is a higher risk of total loss
compared to other types of investments.
These investments are better suited for
experienced investors who can afford to
take on higher risk and have no
immediate need for liquidity.

Higher risk

As with all investments, you could lose
money. However, investing in VCTs
comes with greater risk versus other
stock market investments because they
invest in smaller companies. These
businesses have higher failure rates and
their shares can be more volatile.

It’s a long-term commitment
Investors need to hold VCT shares for at
least five years to benefit fully from tax
incentives. These investments are not
suitable for those who may need quick
access to their funds, as selling shares
early can lead to loss of tax relief and
potential capital loss.



Liquidity

The market for VCT shares is less liquid
than for larger companies, making it
harder to sell shares quickly or at
desired prices. This illiquidity can be a
significant drawback for those needing
more flexibility.

Changing tax rules

Tax benefits can change based on
government policies, potentially
affecting future returns from VCT
investments. Investors must stay
informed about any changes that
might impact their investments.

Types of VCTs

Generalist VCTs

These invest across various sectors,
providing a diversified portfolio and
spreading risk.

Specialist VCTs

These focus on specific sectors like
technology or healthcare, offering
higher risk but potentially higher
returns if the sector performs well.

AIM VCTs

These invest in companies listed on the
Alternative Investment Market (AIM),
providing a middle ground between
unlisted and fully listed companies.

Are VCTs right for you?

When selecting a VCT, consider the
trust's investment strategy, the sectors it
focuses on, its track record, and the
experience of the management team.
Consulting with a financial adviser can
provide personalised advice tailored to
your financial situation and investment
goals.

Venture Capital Trusts offer a unique
investment opportunity, combining the
potential for high returns with significant
tax benefits. However, they also come
with higher risks and require a long-term
commitment. By understanding these
factors, investors can make informed
decisions about whether VCTs align with

their financial goals and risk tolerance.




Seek professional guidance

Our experts are here to help you

navigate the complexities of tax-

efficient investing and achieve your

financial goals. We can provide L
personalised guidance to help you f

make informed decisions and maximise

the benefits of your investments.
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Investments in VCTs are longer investments, high risk and may not be suitable for all investors. They
are for experienced investors who have no need for immediate liquidity and can withstand a potential
total loss. The performance of VCTs can be affected by market conditions, which may result in the
value of investments falling. The value of investments can go down as well as up, and you may not get
back the full amount you invested. Tax treatment depends on individual circumstances and may
change in the future. It is recommended to seek professional financial advice before making any
investment decisions.




