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Academic Spin-Out Relief; Investment Incentives and Exit 

Planning  

Academics - The tax consequences of shares in university 'spin-out' companies  
 
Many universities have an IP-sharing policy that recognises the academics' contribution 
to research by allowing them to share in any benefits received from the commercialisation 
of the IP. Where the commercialisation results in the formation of a 'spin-out' company the 
academics often receive shares in that company. Whilst this can represent an excellent 
opportunity for the academics themselves they do need to be aware of the potential 
taxation pitfalls and opportunities. 
 
Academics Spin-Out Relief  

When academics acquire shares in spin-out companies the shares are deemed to be 
'employee-related shares'. The employee-related share tax legislation requires the 
academic to consider whether they have paid market value for their shareholding. If they 
pay less than market value then income tax (and in some circumstances NIC) is payable 
on the difference or “undervalue”.  
 
In many cases the academic will acquire their shares at a time when the spin-out company 
has no assets, prior to the transfer of IP or the first funding round. As a result the shares 
might have no value at the time they are acquired. However, the tax rules can also impose 
a tax charge on the academic if the IP is transferred into the spin-out at less than market 
value or is licensed in on favourable terms.  
 
Luckily, there is a specific tax exemption available for academics acquiring shares in spin-
out companies known as ‘Academics Spin-Out Range’. Broadly, this exemption operates 
so as to ignore the effect of the transfer of IP on the market value of the shares in the spin-
out company and therefore seeks to remove the charge to income tax on the formation of 
a spin-out.  
 
Generally, employees of the university who acquire shares as a result of their contribution 
to the establishment of the spin-out, will be covered by this exemption if they have been 
involved in researching the IP. Students who are involved in the research of the IP and 
subsequently become employees of the spin-out are also covered. There is no 
requirement for the individuals to have been employed for a certain number of hours per 
week.  
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To qualify, academics must acquire the shares either before, or within 183 days after, the 
date of the IP agreement. IP is widely defined and includes such items as patents, 
trademarks, registered designs, copyright, information or techniques which have an 
industrial, commercial or other economic value and goodwill.  
 
The relief is available not only in the context of universities but also applies to any 
institution that carries out research activities otherwise than for profit, which is not 
controlled by a person who carries on activities for profit. Transfers of IP by companies 
controlled by the university or other research body (for example, technology transfer 
companies) will also fall within the exemption. If more than one university collaborates on 
a project, the employees of one would be exempt from tax on any IP transferred by the 
other, provided that they satisfy the employment conditions referred to above.  
 
There is also a potential tax charge when funding is provided to a spin-out company. The 
legislation specifically states that academic relief applies only to value added to the shares 
as a result of an IP transfer. HMRC have indicated however that if the funding occurs after 
the academics have acquired shares and if there is no specific tax avoidance motive then 
a charge should not normally arise.  
 
EIS and SEIS  

The Enterprise Investment Scheme (EIS) and the SEED Enterprise Investment Scheme 
(SEIS) help smaller, higher-risk, unquoted trading companies obtain a competitive edge 
in securing equity funding. It does so by providing income tax and capital gains tax reliefs 
for investors subscribing for qualifying shares. 
 
EIS delivers income tax relief at 30% to individuals on investments on up to £1,000,000 
each tax year and SEIS is designed to benefit new start-up companies with individuals 
being able to invest up to £100,000 each tax year and obtain 50% income tax relief. 
Perhaps more crucially, if SEIS or EIS shares are held for three years, and various 
qualifying conditions continue to apply, then generally no tax is payable on the proceeds 
of their sale. 
 
It can be possible for academics to benefit from these tax efficient arrangements if they 
are prepared to invest more than a normal amount in the spin-out company. However, the 
rules are complex and it is crucial that specific advice is obtained before the investment is 
made and preferably before the spin-out company is incorporated. In particular, care is 
needed if the academics aim to become employees or directors of the spin-out company. 

 

 



 

 
Henley ∙ London ∙ Newbury ∙ Oxford ∙ Reading ∙ Southampton 

 
  
 
  

 

For information of users: This material is published for the information of clients. It provides only an overview of the regulations in force at the date of 

publication, and no action should be taken without consulting the detailed legislation or seeking professional advice. Therefore no responsibility for loss 

occasioned by any person acting or refraining from action as a result of the material can be accepted by the authors or the firm. 

 

 

 

 

Exit planning 

Unless the academic benefits from the tax exemptions available under SEIS or EIS, it is 
generally the case that Capital Gains Tax (CGT) will be payable on the disposal of 
shares at a gain. Each UK individual has an annual CGT exemption, which is £11,700 
for the current (i.e. 2018/19) tax year. Only gains above this amount are taxable.  

If an individual pays income tax at the higher rate (i.e. 40%) or the additional rate (i.e. 
45%), then the rate of CGT will be 20%.  Otherwise gains will be taxed at a rate of 10% 
to the extent that they do not exceed the individual’s unused basic rate band and at 20% 
to the extent that they exceed the amount of the unused basic rate band. The unused 
basic rate band is the amount of basic rate band remaining after an individual’s income 
has been taxed.  

It is possible however, that an academic may pay a lower rate of CGT under certain 
circumstances. 

 

(a) Entrepreneurs' Relief 

Entrepreneurs’ Relief (ER) provides for a lower rate of CGT of 10% in respect of 'qualifying 

business disposals'.  Each individual has a lifetime limit for ER of £10 million.  

A ‘qualifying business disposal’ can include an individual disposing of shares in a company 

if the following conditions are met throughout the period of one year ending with the date 

of disposal: 

 the company is a trading company or the holding company of a trading group.  A 

trading company means a company carrying on trading activities (or generally 

includes R&D which will lead to trading activities) where activities do not include to 

any substantial extent activities that are not trading activities. Substantial is not 

defined by the legislation but HMRC take it to be 20%; 

 

 the individual is an officer or employee of the company (or group if applicable); 

 

 the individual owns at least 5% of the ordinary share capital and at least 5% of the 
voting rights which are exercisable by that individual by virtue of that holding.  
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The 5% threshold can be problematical when academics’ initial holdings are diluted by 

subsequent funding rounds. New legislation is proposed which might preserve ER for 

individuals who are diluted below 5% - but only on the growth of the value of the shares 

at the date of dilution. The 5% threshold requirement is relaxed for shares acquired via 

qualifying EMI share options, so where academics become a full time employee of the 

company this might be something worth researching. 

(b) Investors’ Relief 

Investors’ Relief (IR) also provides for a lower rate of CGT of 10% up to an individual 

lifetime limit of £10 million. It is available for gains arising on the sale of shares in unlisted 

trading companies held for a period of three years starting on or after 6 April 2016. The 

shares have to be acquired via a new share subscription, not acquired from an existing 

shareholder. 

IR is not normally available to an employee of the share issuing company but might be 

available if the academic remains an employee of the university. There are also special 

exemptions for directors.   

The share subscription has to be a “bargain at arm’s length” so it might not be available if 

where academics only pay a negligible amount for their shares. 

How we can help 

As a leading adviser to the ‘spin-out’ sector, we have helped many academics understand 

the tax opportunities and risks which can arise when spinning out IP. We also understand 

the wider context and appreciate that any successful spin-out requires the wishes of the 

academics, the research institution, political funders and future employees to be balanced.  

As a firm of chartered accountants we can also give a spin-out company wider financial 

support, from strategic financial advice to organisation accounts and tax compliance. You 

would be in safe hands.  

 

 

 


