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Risk Warning for EIS Schemes
Individuals should always read and bear in mind the risk warning notices that are included within
providers’ investment offer literature/documentation, including prospectuses, information
memorandums, securities notes, brochures and other related marketing literature. Whilst the following
list is not exhaustive, some of the main risks to be aware of include:


Investments are in small, unquoted companies and should be considered as high risk;



Investments are illiquid and need to be held for at least three years in order to retain the initial
income tax relief;



An EIS/Seed EIS investment should be viewed as a long-term investment;



Legislation, along with the nature and level of tax reliefs is subject to change. There can be no
certainty that investments will be eligible or remain eligible for EIS/Seed EIS Relief;



Historical investment performance cannot be used as a guide to future performance, and the
value of any given investment may rise or fall;



Many EIS/Seed EIS Schemes involve investment in a single company or sector and therefore
should only be considered as a small part of an overall portfolio;



Investors may not have independent representation on the Boards of investee companies which
can mean their interests are not adequately considered relative to the executive team;



EIS/Seed EIS investments should only be considered by sophisticated investors who understand,
and have given careful consideration to, the underlying investment strategy and associated risks.
For help in determining potential investment suitability, professional advice should be sought;



Often there will be no regulatory oversight and investors will usually not be eligible for
compensation if things go wrong.
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Executive Summary
Offer: Innvotec Limited (“Innvotec” or “the Manager”) is looking to raise up to £30 million per annum
for the Anglo Scientific EIS Fund (“AS EIS” or “the Fund”) to invest in technology focussed
companies. This is a capital appreciation Fund that by demand moved to “evergreen” status from
October 2015, formerly there were a series of annual funds.
.
Manager: Innvotec is a long-established FCA-regulated Alternative Investment Fund Manager (AIFM) and
its business has always involved venture capital –investment in early stage (pre-revenue) and growing
companies mostly with a technology focus. Its business model has evolved in recent years and the
Company now works alongside “strategic partners” of which it currently has three, each being
technologically-focussed entrepreneurial groups.
Anglo Scientific Ltd has been Innvotec’s sole strategic partner for its EIS product including AS EIS since
2009. The role of the strategic partner is to both source and then provide management expertise to the
underlying companies held within Innvotec’s products -predominantly EIS/SEIS vehicles. Innvotec
provides an additional and final layer of due diligence to the evaluation carried out by the strategic
partner as well as managing the fundraising, investment sign-off and reporting elements on the
investments made to investors in its Funds.
Product: Innvotec has partnered with Anglo Scientific for this EIS capital-appreciation product. The
principal objective of the Fund is to make quarterly investments into circa six pre-selected technology-rich
companies, capable of achieving meaningful capital growth over a three to seven year time horizon.
Companies within the current portfolio offer a spread from early stage to those already commercialising
their products or services. Each of the portfolio companies has been started by Anglo Scientific and Anglo
Scientific continues to provide essential input into their operations and strategic thinking.
The Fund is targeting a gross internal rate of return of 30% pa upon final realisation and wind-up (i.e. exit
of the final investment and distribution to investors), that will hopefully be completed by the eighth year.
This target is prior to the deduction of performance fees.
The portfolio comprises companies that are: developing or proving a new or innovative patented
technology, in the latter stages of technological development, or are starting to market developed and
certified products. The intention is to build a rounded portfolio with companies at various stages of
progress and time to exit. All companies possess technology that is capable of delivering products that
have the potential to be “globally disruptive”. Target industry sectors include: medical, microelectronics,
security and communications, however the investment mandate is not limited to the aforementioned
sectors and investments will be pursued as the opportunity arises.
Although the Fund is seeking to raise up to £30m per annum, there is no set minimum fundraise. The
underlying companies in the portfolio raise and receive funding from a variety of sources of which AS EIS
is one. Historically AS EIS as a funding channel has been responsible for approximately 4%-12% of funds
raised across the Anglo Scientific stable of companies in any twelve month period. The earlier the stage of
company, the more significant AS EIS is as a source of funding. The intention is that the AS EIS Fund
should deliver up to 50% of the investment needed to drive growth within each of the portfolio companies
with the remainder coming from independent third parties.
Summary Opinion: AS EIS is a product suited to experienced investors who seek capital appreciation and
who understand and are prepared to accept the risks associated with venture capital investing delivered
through small, specialist boutiques.
On the manager side, we found Innvotec to be adequately resourced with the necessary systems in place
to manage their clients’ investments and run a small business. John Marsden and his team do a relatively
thorough job for a lean operation.
With respect to the product on offer, we were most impressed by the depth of experience available from
both Anglo Scientific and Innvotec to manage the underlying companies. This is the product’s most
appealing feature. Nonetheless investors need to understand that as yet no investment exits have
materialised (although one appears to be on the horizon) so there is no track record against which to
assess the likelihood of achieving stated return targets. Investors also need to remain acutely aware that

3

Tax Advantaged Investments

investment into the underlying companies is speculative given that all portfolio companies remain in the
growth or development phase and are unlikely to be net cash generators in the medium term.
In this sector returns are dependent on exits being achieved with high multiples whilst failures are
inevitable. Nonetheless, investors in AS EIS can be comforted by the fact the underlying investments
have undergone extensive due diligence and are managed by an experienced team.

Positives
At the Manager level:


Innvotec was launched in 1988, has experienced staff and a long history in venture capital, having
gone through many market cycles over a number of decades.



Whilst Innvotec elected to focus on the administration and asset raising side of the EIS/SEIS in 2009, it
retains responsibility for final investment decisions on behalf of investors, drawing and benefitting
from the extensive experience of its Investment Committee and Board of Directors.



After a number of relatively lean years raising EIS AUM since 2009, the last year saw the pace of AUM
growth across EIS accelerate, enabling the business to produce a small profit. It is crucial that this
pace of asset growth be maintained across both the current fund and the firm’s SEIS products, since
the revenue generated will underpin the firm’s profitability and ongoing expansion. This includes
hiring an additional two to three staff members as well as expanding into larger premises. These are
promising signs for Innvotec and a strong pipeline of AUM growth initiatives should assist in delivering
this objective.

At the Product level:
•

In addition to Innvotec’s internal investment expertise, the partnership with Anglo Scientific is an
appealing feature. Anglo Scientific consists of deeply experienced practitioners who identify
underlying technology, form companies around the technologies and then have an on-going, longterm management relationship with the companies that they have formed.

•

All Anglo Scientific staff have specific skillsets and expertise that can be matched to the industries
and sectors targeted. Furthermore, Anglo Scientific employees personally seed fund the companies
they incubate, ensuring a strong alignment of interest. Finally, as Innvotec is responsible for the bulk
of the administration and asset raising side of the fund, this provides Anglo Scientific with greater
latitude to focus on its own area of expertise.

•

Investors receive a high degree of portfolio clarity, with the investments largely pre-selected by both
Anglo Scientific and Innvotec prior to investors committing to the Fund. This provides investors with
important information regarding the portfolio such as the relative maturity of the underlying
investments and the diversity within the portfolio. It is important to note that each investor will have
a subtly different portfolio composition, based on the time at which the investment was made.
Investors also have the flexibility to tailor their portfolio to personal investment preferences. With
quarterly investing and an identified portfolio of companies previously in receipt of EIS, investors
know that any commitment will be invested inside three months and that EIS certificates will be in
their possession in a relatively short time, thereby helping their own timely administration.

•

Anglo Scientific has historically founded one new company each year and this provides support to a
portfolio that will change over time with new companies being funded as others exit the portfolio.
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Issues to consider
At the Manager level:


Given that Innvotec is a small firm, it does not have an institutional level of corporate governance
structure behind the team. This is not necessarily a criticism, given the boutique nature of the firm,
but an area that, investors should understand, may not compare with larger, better-resourced
institutional peers. We found many of the policies to be broadly defined. For example, the Innvotec
board takes a “hands-on” approach with regard to the management and resolution of any conflicts of
interest, as well as best practice standards. This means there are no formal parameters to resolve the
above scenarios. Further, minutes of Board and Investment Committee meetings do not detail
investment deliberations that have taken place but simply note the outcomes of meetings. This
makes it difficult to verify the depth of internal investment debate within Innvotec. All key policies,
such as business continuity were present, but had not been tested at the time of writing.



John Marsden is Innvotec’s majority shareholder and driving force and will likely start to wind down
his involvement in the next few years, although at the time of writing there is no indication of when
this may occur, however clear succession plans do need to be put in place. This may create a timing
mismatch between his potential departure and the wind-down of the fund (i.e. exit of the final
portfolio investment). John is a vital component of the asset raising drive, given his extensive time in
the venture capital industry and deep networks, and there are many repeat investors in the Innvotecmanaged funds. Given that the current fundraise will, in all likelihood, not be the final one for the
underlying companies currently held, there is a medium term requirement for Innvotec to recruit
others to assist in future raises.



When John Marsden decides to wind down his involvement this may impact on the financial prospects
and stability of the business. John has been the firm’s key architect, shaping the business into what it
is today through his deep passion for venture capital investing and personal connections. Neither John
Marsden nor John Whelan, the firm’s financial director, needs to draw a salary, having preferred to
reinvest profit into developing the business. An arrangement such as this may not continue were John
to sell his Innvotec shareholding and retire, thereby potentially impacting ongoing business
profitability.

At the Product level:


The relationship with Anglo Scientific dates back to 2009, when the first annual EIS Fund was
launched. Therefore this remains a relatively young partnership that, to date, is yet to deliver any
meaningful returns to investors. Indeed, the investment track record of the EIS investment
programme does not feature any exits to date.



For investors, the most important components of a commitment to the Fund are generating a
tangible investment return and receiving it in the form of a liquid exit i.e. cash. In the absence of an
exit, the investment track record to date comprises a record of changes in the share prices of each
underlying investment as incremental rounds of capital have been raised from independent third
parties thereby validating share prices. Whilst share price improvement is an important barometer of
company progress, it is unlikely to result in meaningful liquidity being provided to an investor should
they wish to exit.



The path to profitability and ability to raise further funds for such investments may well result in a
binary boom/bust outcome rendering previous share price performance immaterial. It is reassuring to
learn that Anglo Scientific will soon be exiting an investment that is likely to benefit holders of the
2010 AS EIS vintage, and will, importantly, provide crucial business model validation. Nonetheless,
given that the next projected exit for those companies in the current cohort is unlikely to occur before
2019, investors should be aware of the long holding period of the underlying companies. Indeed a
2019 exit will mark a ten year holding period for investors in the 2009 vintage. Whilst this will
represent a three-year holding period for investors in the 2016 vintage, some of the earlier stage
companies in the current cohort may experience a longer than expected period to eventual exit.



Risk management is broad and although no formal policy is in place, oversight of Anglo Scientific and
the underlying companies occurs through regular contact albeit in a less structured setting. Oversight
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of the portfolio itself and the portfolio companies is provided by the Innvotec board. Investors need to
be comfortable that a boutique approach offered by a company such as Innvotec, will be more
informal relative to larger institutions with respect to risk management.


Investors pay 1.5% upfront annual management fee upon entry into the fund. Further, the underlying
portfolio company pays Innvotec an arrangement fee of 7.5% upon receipt of those funds (an indirect
charge from a shareholders’ perspective). To note, Innvotec has confirmed that the initial fee of 5%
will cease to be charged from all commitment raised in the April to June 2016 quarter and
thereafter. The Manager informed us that the Information memorandum and the relevant
literature pertaining to the Fund will be updated from the quarter starting from 1st July 2016.
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Manager Quality
Manager Profile
Innvotec Limited (“Innvotec” or “the Manager”) was founded in 1988, originally as a wholly owned
subsidiary of private equity firm Electra Investment Trust plc, to focus on venture capital investing. John
Marsden joined Innvotec (then Electra Innvotec) as a non-equity owning director in 1990. In 1996, John
Marsden and three other founding partners participated in a management buyout of the firm. Today, the
firm is an FCA-authorised Alternative Investment Fund Manager, two of the founding directors have
retired, whilst the third went on to form an unrelated venture. John Marsden is the Managing Director and
largest shareholder.
As a result of the retirement of the founding directors and due to a shift in institutional appetite for
venture capital investing after the technology collapse in 2000, Innvotec spent the next nine years
running-off its institutional limited partnership investments before shifting the business focus towards
retail tax-based investment products. Innvotec launched its first EIS fund in 2009. Since that time, legacy
venture capital partnerships have continued to run-off, reducing their AUM from approximately£20
million in 2009 to some £14 million in 2014. Nonetheless, the AUM grew steadily in the 2015 to £21.7
million.
Innvotec’s core business remains venture capital but the delivery has been refocused. The firm now aligns
itself with “strategic partners”, which are technologically-focussed entrepreneurial firms that both source
and provide management support to investments held within Innvotec’s products which are
predominantly EIS/SEIS vehicles. Innvotec’s role is to provide an additional layer of due diligence on each
investment as well as to manage the fundraising, investment sign-off and reporting elements of the funds
leaving the day-to-day contact with the individual investee companies to the appropriate strategic
partner. This enables both the strategic partner and Innvotec to focus on their core competencies. We
assess the business model to be broadly differentiated in the EIS market.
To date, commitment to Innvotec managed EIS/SEIS AUM has grown to approximately £8.4 million.
Commitment comprises of £3.7million across seven AS EIS Funds whilst a further £4.7 million has been
committed to existing SEIS Funds. At the time of writing and included in the above figures, £1.2m had
been raised for the current EIS fund which now accepts commitment on an on-going basis and thus is now
“evergreen”. Separately, Innvotec has raised £10 million of EIS funding for several of the individual
portfolio companies held within the EIS structure through its promotion of single company EIS
fundraisings. Within EIS, Innvotec has exclusively partnered with Anglo Scientific, acknowledging the
company’s specialism in the identification of disruptive technologies and their exploitation. In terms of
competitive advantage in the EIS and SEIS market, Innvotec’s strategic partnerships are a key
differentiator. For EIS, investors are able to tap into the expertise of Anglo Scientific.
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Million

CHART 1:
FIRM AUM AS AT DECEMBER 31, 2015
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CHART 2:
ASSETS UNDER MANAGEMENT BREAKDOWN AS AT DECEMBER 31, 2015
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Source: Innvotec; AllenbridgeIQ
Note: Other includes investments with limited partnerships and third party investors

There are a number of growth initiatives currently taking place at Innvotec. This includes a crowd-funding
platform to further broaden Innvotec’s asset raising reach. Similarly the company is developing new
opportunities in other tax-based products in the film, property, social investment trust relief and clean
technology sectors. The target is for these initiatives to raise a further £6 million over the next twelve
months. Innvotec, through two of its smaller, non-management shareholders, is cultivating access to
Canadian and Indian investors with the intention of raising funds in support of the underlying portfolio
companies. There is the possibility that these new overseas investors may acquire shares from existing
EIS/ SEIS shareholders who seek to access liquidity. The firm is targeting an overall increase in AUM of
£20 million in the next twelve months, after factoring in additional growth from existing EIS/SEIS
products.
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Innvotec also has extensive FCA approvals and is one of the few Alternative Investment Fund Managers in
the EIS/ SEIS sector that is able to hold and control both client money and assets and means Innvotec has
no need for outsourcing these important functions.
Innvotec has three employees and makes use of a number of consultants who have been connected to
Innvotec for several years. Carol Van Kempen, the Company Secretary, looks after anti-money laundering
procedures as well as client servicing. Fund reports are issued twice per year and there are four client
events per year. Innvotec noted that having dealt with well over two hundred private clients to date, there
has not been a single complaint and approximately 34% of clients have invested in more than one fund,
which they attest to a high level client satisfaction. Furthermore, the firm also noted there has never be
been one compliance incident.

Financial & Business Stability
In our view, the overall financial position of the business is acceptable. Investors should bear in mind that
Innvotec is a small firm and resiliency during downturns could therefore be more limited than larger, wellresourced firms.
Overall, Innvotec’s revenue and ability to grow is dependent on annual growth in AUM. Whilst the legacy
venture capital partnerships continue to comprise approximately 60% of AUM, revenue generated is
minimal (circa. 10%) given that the investments are in run- off. As a result, EIS/SEIS generates
approximately 90% of current revenue and is the strategic focus of the business, with EIS/SEIS revenue
currently split c.50/50.
AUM growth is vital for the generation of revenue. Initial subscription fees for EIS Funds are no longer
being charged but when charged were capped at 5%. The first year’s annual management charge of 1.5%
is paid up-front, as is the 7.5% arrangement fee levied on the companies in receipt of investment. The
annual management charge of 1.5% is deferred in the second and subsequent years as all investor
commitments are invested into the underlying businesses that do not generate any ongoing revenue for
the Fund. The outcome being that Innvotec effectively funds the management of the portfolio itself by
deferring its fees, which will be recouped as company exits take place. As a result of the above, the 1.5%
annual monitoring fee charged by Innvotec to the underlying portfolio companies serves as the only
revenue generated from current AUM. Hence without year-to-year growth the current level of AUM will
not sustain Innvotec given that there are little recurring revenues. Without an exit, no cash and hence no
performance fees can be generated. This does, however, serve to focus management attention on
achieving the requisite growth and profitable exits in the underlying portfolio companies.
The firm recently declared a marginal profit and has been profitable for the last two years. Management
has forecast next year’s profit to increase from around £14,000 to c.£60,000-£70,000, underpinned by an
increase in management fees associated with expected growth in EIS/SEIS AUM which is expected to
drive an estimated 25% uplift in revenue.
Employee salaries and consultant fees comprise the bulk of the firm’s expenses. Each consultant is
contracted with remuneration based on the performance of the fund that they are associated with. Of the
three officers, we understand that John Marsden does not derive a salary from the business due to
personal wealth and a desire to invest in the business so as to create significant value in his Innvotec
shareholding. John Whelan, the finance director, is remunerated at circa £2000 per month billing through
his own company and has business interests outside of Innvotec but the majority of his working week is
Innvotec-related. Carol Van Kempen, Company Secretary, is paid on a full time basis. We see participation
in the upside of investments through performance fees upon realisations as the primary motivator for
management, together with seeking to increase the value of their shareholdings in Innvotec.
It is also noteworthy that rent on premises is negligible due to a personal arrangement between John
Marsden and non-executive director Andrew Lane. Despite this, overall operating margins are still slim at
4%. Given the firm has plans to increase headcount by two to three persons to facilitate and handle
further growth as well as move into larger premises, we believe there will be upward pressure on
expenses. The firm will need to deliver on the expected AUM growth to make the above possible.
The balance sheet remains in solid shape, with no debt in the business. No cash flow statement is
prepared as all expenditure is written off as incurred and profit closely equates to cash generated.
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Company ownership has remained largely stable since the departure of the three founding directors with
John Marsden, the substantial shareholder at 58%, and John Whelan, the Finance Director, and Carol Van
Kempen both owning 11%. Two new strategic shareholders, Danesh Varma and John Reid (biographies
are included in the appendix) joined in 2013, with the objective of expanding the asset raising capability at
the firm through accessing the North American and Indian markets, which the firm believes represent
exciting opportunities. They both have a 10% shareholding. Innvotec noted it regularly receives proposals
to invest additional capital into the business, and John Marsden stated that any transaction will also
incorporate succession planning alongside the investment. Despite this, we view John Marsden as critical
to Innvotec’s path forward and hence he poses a key man risk.
TABLE 1:
KEY FINANCIAL METRICS SUMMARY OF INNVOTEC LIMITED
(£'000)

2015

2014

Revenues

383

166

Pre Tax Profit

14

20

Net Profit Margin

3%

12%

Net Balance Sheet Assets

237

225

0

0

Debt to Assets
Net cash flow from Operating
Activities

Source: Financial statements of Innvotec Limited for the financial year ending 30 September 2015

All team members report to John Marsden. Other team members relevant to AS EIS include Julie
Newman, charged with overseeing the Fund, and Andrew Clark in business development who are both
employed as consultants and devote a proportion of their time to Innvotec.
Compliance, IT and marketing are largely outsourced. Given the lean staffing of the business, John
Marsden and the team juggle multiple responsibilities but the aforementioned headcount is planned to
grow to accommodate further growth.

Track Record
Overall tax product performance: From the seven annual AS EIS funds established thus far, Innvotec has
generated an average uplift on cost of 22% for an overall IRR of 5.5%. Fund returns have never been
audited.
We examine the track record more closely in the section on Performance later in our report, however
suffice to say at this point that the headline numbers on the EIS products have fallen well short of the
targeted 30% gross IRR for each fund. We would like to emphasise however this is to be expected, since
the performance to date merely reflects the changes in the share price for each underlying company, a
result of the price at which different rounds of capital have been raised. Innvotec’s target returns and
investors’ needs for liquidity will likely only be satisfied via investment exits. As yet there have been no
investment exits since inception of the Anglo Scientific partnership. Nonetheless, we understand that an
exit is expected to occur soon for one company appearing in the 2010 AS EIS Fund. This will provide
important validation for the business model which is very much based on risk and reward.
Anglo Scientific, with whom Innvotec works exclusively in EIS, has formed twelve companies thus far,
with two now being cash flow positive, two failures and no exits. Importantly, we note that Anglo
Scientific has had no personnel changes since the inception of the firm. We also note that the investment
strategy has remained focused in its sector preferences over the years with no discernible change in
strategy.
Overall fundraising performance: As previously highlighted, the firm is targeting an increase in AUM of
£20m in the next year, after factoring in additional product growth from existing EIS/SEIS products and
with Andrew Clark driving business that is new to Innvotec. Since 2009 the firm has raised £7.4 million for
10
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EIS/SEIS, £5m in the past two years, depicting a ramp up in fundraising momentum. We believe that John
Marsden and his fellow directors now have deep networks in asset raising.

£ million

CHART 3:
FUNDRAISING TRACK RECORD
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Quality of Governance and Management team
Corporate governance standards at Innvotec are reasonable for a firm of this size and size of team.
The Board of Directors meets formally once per month. Each member has one vote, with consensus to be
achieved for a decision to be reached. The mandate is very broad with no formal restrictions provided.
Innvotec has a Supervisory Committee (composition below) which maintains an independent watch over
Innvotec’s operations on behalf of those who have invested in Innvotec. This includes monitoring the
actions of the board, auditing Innvotec’s performance, and reporting on the results of its audits and
reviews. Innvotec noted that the Supervisory Committee have never found anything material that has
needed to be brought to the attention of the Board of Directors. John also noted that the Supervisory
Committee chiefly provides input into the strategic direction of the firm. Although Carol Van Kempen sits
on the board, she performs a largely administrative function. Finally, Innvotec brought in two minority
shareholders Danesh Varma and John Reid in 2013, who form part of the Supervisory Committee.
Andrew Lane, who is on the Supervisory Committee, is also a member of the Board of Directors mainly to
act as a conduit between Innvotec and the minority shareholders.
The Investment Committee consists of four individuals detailed in the table below. The Investment
Committee meets to review and consider all investment decisions. Once a decision has passed
Investment Committee, a board meeting follows and either approves or rejects investments. We have
reviewed sample investment memorandums prepared for the board of directors, which are sufficiently
detailed. Board minutes however do not detail any debate or deliberation, other than the voting
outcome, thus it is difficult to assess the means by which an investment decision has been reached.
There are no other formal committees in place, with John Marsden chiefly overseeing the rest of the
firm’s compliance and other supervisory functions. In addition the firm does not adhere to any particular
‘best practice standards’, rather working on the principle that the firm’s record of never registering a
client complaint is indicative of robust business practice. This also means the policy document supporting
complaint resolution, whilst established, is yet to be tested.
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We reviewed the business continuity plan, which appears sound, however Innvotec noted that it has never
been reviewed nor need to be tested. Innvotec indicated that there were no material regulatory or
litigation issues to-date.
TABLE 2:
OVERSIGHT COMMITTEES
Committee

Details
- Mandate: All matters with regard to the running of the company.
Monitor progress of investment portfolios.

Board of directors

- Members: John Marsden, John Whelan, Andrew Lane, Carol Van
Kempen
- Frequency: monthly

Supervisory Committee

- Mandate: ensure that Innvotec adheres to proper accounting and
filing requirements for reports and that accounting records are
prepared promptly; perform or obtain an annual audit, verify the
member's accounts every two years.
- Members: Andrew Lane (non-Exec Director), Danesh Varma (minority
shareholder), John Reid (minority shareholder)
- Frequency: Semi Annually
- Mandate: generate consistently superior investment results over the
medium term by ensuring that the business is managed so that the
best opportunities for investment are selected.

Investment Committee

- EIS Members: John Marsden, John Whelan, Julie Newman, Andrew
Lane
- SEIS Members: John Marsden, John Whelan, Nick Gurney-Sharpe,
Andrew Lane
- Frequency: As and when required

Source: Innvotec
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Product Quality Assessment
Investment Team
In assessing the investment team, it is important to differentiate the tasks performed by both Innvotec
and Anglo Scientific, with each having significant responsibility in the overall delivery and management of
the product.
Anglo Scientific, founded in 2002, nurtures embryonic ideas for creating businesses, often drawn directly
from academic circles and other contacts, to commercial profitability through forming, building and
managing businesses around these ideas. Whilst Innvotec is the formal fund manager, in practice it has
effectively outsourced the bulk of the portfolio activity usually found within an EIS Fund Manager to
Anglo Scientific and instead focusses on raising AUM and the administration of the investment funding
together with detailed investor reporting. Whilst Innvotec still retains ultimate discretion over the
composition of the final portfolio, we characterise the function more as one of oversight, over both the
underlying investment positions and the performance of its partner Anglo Scientific. From an investment
perspective, Innvotec can veto any of Anglo Scientific’s recommendations, but has only done so once for
the same investment, Phasor in the 2010 and 2011 vintage Funds.
Innvotec’s investment manager dedicated to AS EIS is Julie Newman, who has an extensive background
working in early stage and technology-focused venture capital. She reports to John Marsden as
mentioned earlier. John and Julie work collaboratively, with equal input into all investment decisions at
Investment Committee. Importantly Julie and John have known and worked with each other for well over
two decades, providing important continuity and a strong understanding of each other’s skills. Whilst
Julie has work commitments outside Innvotec, it was noted that should the AUM growth in Innvotec
come to fruition, she would be willing to work full-time as required by the needs of the business. Overall,
we regarded the oversight provided by Innvotec’s investment team favourably.
As noted, Innvotec partnered with Anglo Scientific, thereby in principle appointing that firm as being
responsible for investment identification and providing hands on management in the day to day workings
of the portfolio companies. This responsibility extends to negotiating exits. The Anglo Scientific company
structure is largely flat with founders Henry Hyde Thomson and Douglas Dundonald and four other
directors all contributing to fulfilling Anglo Scientific’s duties in their wide remit as founders,
technologists, entrepreneurs and company management.
Each company formed by Anglo Scientific within its stable of companies occupies a meaningful industry
niche with the potential to be globally disruptive, and every Anglo Scientific director is recruited for their
specific industry experience as well as the business acumen needed to develop and drive growth in the
underlying investments. It is the skills of this team that we consider to be Anglo Scientific’s, and therefore
AS EIS’s, greatest strength.
Enhancing the team dynamic is the fact that all directors have been recruited to Anglo Scientific as a
result of meaningful historical working relationships with other directors, often over decades, prior to
joining. Directors are therefore able to vet and vouch for the aforesaid skills and thereby maintain a wellbalanced team. This is of key importance when assessing team stability and cohesion. It is therefore
unsurprising that, since Anglo Scientific’s inception, there has been only one departure of note, a director
who moved full-time into one of the investee companies. Finally, the deep industry background of the
other directors means there is a strong network of available contacts that each possess should a relevant
investment opportunity present itself and require additions to the team.

13

Tax Advantaged Investments

TABLE 3:
KEY INVESTMENT PROFESSIONALS
Name

John Marsden

Julie Newman

Henry Hyde
Thomson

Job title

Managing
Director, Board
of Directors,
Compliance and
Money
Laundering
(Innvotec)

Investment
Manager
(Innvotec)

Director
(Anglo
Scientific)

Date
started

1990

Biography
Qualifications: Chartered Accountant (1976)
Experience: John first worked in the senior finance
roles in the computer hardware and entertainment
industry, before joining venture capital in 1980. He
commenced with a specialist turnaround business
aimed at non-performing venture backed companies,
before moving to active venture investing with Baillie
Gifford. He joined Innvotec as a non-equity owning
director in 1990. In 1996, three founding directors and
John participated in an MBO of Innvotec. Over the
years, John has gained experience investing in the early
stage (primarily technology) sector, building and
running portfolios and in managing a small
independent venture capital house.
Current: Active “business angel” having founded
companies in the technology and healthcare sectors.
John holds a number of directorships in private
companies as a consequence of the historical funds
managed by Innvotec.

2008

Qualifications: M.Sc Operational Research, University
of Birmingham, B.Ed (Hons) Mathematics & Education,
University of Warwick.
Experience: Principally focussed on venture capital with
respect to investments in early and development stage,
technology-led businesses. Joined Innvotec in 1990 as
an investment manager and left in 1997 to co-found a
technology investment company which she then
helped to grow into an AIM-listed business inside 7
years. She re-joined Innvotec in 2008. Julie has also
served as an executive and non-executive director to
young companies providing strategic input and helping
them develop from start-up to exit.
Current: Provides interim and consultancy services,
including portfolio monitoring and management to
venture capital fund managers and young businesses.

2000

Qualifications: Henry graduated from Oxford University
with first class honours in Physics, and after two years
research in astrophysics qualified as a Chartered
Accountant with Peat Marwick Mitchell (now KPMG).
In 1989/90 Henry was a Research Fellow in the
Department of Computing at Imperial College, London.
Experience: Founder and Chairman of Anglo Scientific.
Henry has over 20 years’ experience with high
technology businesses, both in the UK and the USA. He
founded and is currently Chairman and CEO of 21 Net
(an Anglo Scientific company) a leading provider of
internet to high speed trains. Before starting Anglo
Scientific, Henry was the founder and chairman of
Speech Machines, a developer of Internet-based
speech recognition systems. Previously, Henry invented
and developed ‘Unified Messaging’ (integrated
voice/fax/email messaging) and was awarded US and
international patents for the concept.
Current: Director and CEO of SeeQuestor and an active
Board member of Phasor Solutions.
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Douglas
Dundonald

Vito Levi
D'Ancona

Fred Edenius

Will Addison

Tristram RileySmith

Teo ForchtDagi

Director
(Anglo
Scientific)

Director
(Anglo
Scientific)

Director
(Anglo
Scientific)

Director
(Asia, Anglo
Scientific)

Director
Security &
Resilience
(Anglo
Scientific)

Director
(Anglo
Scientific)

2001

2006

2008

2010

2013

2013

Qualifications: Not provided.
Experience: Founder of Anglo Scientific. Douglas was
previously an Executive main board Director of Anglo
Pacific Group Plc. When an active member of the
House of Lords he held a position on the council of the
Parliamentary Information Technology Committee.
Current: Chairman of Radio Physics Solutions and
Tharos.
Qualifications: Vito graduated in Mechanical
Engineering from the University of Florence and holds
an MBA from London Business School.
Experience: Before joining Anglo Scientifc, Vito worked
in the technology sector in UK, Italy, Spain and China
and was COO of Zimiti.
Current: Executive Chairman of Phasor Solutions, CEO
of Microtest Diagnostics and director of Radio Physics
Solutions.
Qualifications: Fred graduated from Harvard University
with a degree in Computer Science and holds an MBA
from London Business School.
Experience: Before Anglo Scientific, Fred worked in
Technology Mergers & Acquisitions with UBS Warburg
in San Francisco. Fred has experience across different
technology sectors and geographies with both public
and private companies.
Current: Fred is a Director of Phagenesis and Solus
Scientific, and is Executive Chairman of Apta.
Qualifications: MA from Oxford University.
Experience: Before Anglo Scientific, Will worked in
Mergers & Acquisitions at Lehman Brothers and
Barclays Capital and prior to that in technology
corporate finance at JP Morgan in Hong Kong, advising
on private equity and corporate transactions.
Current: Will is a Founder and Director of Apta
Biosciences and SeeQuestor, and acts as COO of both
companies.
Qualifications: PhD in Social Anthropology from
Cambridge (working in Nepal and Thailand in the 1970s
and 1980s).
Experience: Tristram has almost three decades, at the
most senior levels, of direct operational and policy
experience in Government and National Security,
including oversight of compliance systems.
Current: Founder and Executive Chairman of
SeeQuestor.
Qualifications: Arts degree from Columbia University,
public health and medical degrees from Johns Hopkins,
a Masters of Business Administration from the
Wharton School and a Master of Theological degree in
jurisprudence from Harvard.
Experience: A neurosurgeon and venture capitalist with
international experience in public service. He has
helped raise over $500 million in funds for portfolio
companies and venture capital funds and has more
than 15 years’ experience in founding, managing and
exiting companies in health care services and in the life
sciences.
Current: Director of Anglo Scientific’s Healthcare
Division, Chairman of Microtest Diagnostics and
Executive Director of Apta Biosciences.

Source: Innvotec; AllenbridgeIQ
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Investment Strategy & Philosophy
The principal objective of the Fund is to invest, on a quarterly basis, in a minimum of five companies, each
at varying stages of development and time to exit. Each investee company is thought capable of
achieving meaningful capital growth over a three to seven year time horizon. The Fund is targeting a
challenging gross internal rate of return of 30% upon investment realisation and fund wind-up (i.e. exit of
the final investment) which is expected to be completed by the cohort’s eighth year.
The intention is that the current portfolio is balanced in respect of time to exit and comprises six
companies which are either:
- developing or proving a new technology,
- in the latter stages of technological development, or
- have developed and certified products.
All technology and resultant products must have the potential to be “globally disruptive”, discussed in
more detail in the Investment Process section. Target industry sectors include: medical, microelectronics,
security and resilience, and communications, however the investment mandate is not limited to the
aforementioned sectors and investments will be pursued as Anglo Scientific identifies new problems and
the technologies to solve them.
Anglo Scientific typically starts a company by first identifying a global and acute problem/ deficiency and
then seeking out the most likely IP protected technology or technologies that could help solve such a
problem with the intention of forming a company around the intellectual property and generating
meaningful capital appreciation.
The differentiator in fund strategy versus the traditional approach of venture capital peers arises as a
result of Innvotec’s partnership with Anglo Scientific. The differentiation arises from the fact that unlike
traditional venture capital funds, which generally accept investors’ commitment prior to identifying and
sourcing investments within a portfolio that is to be assembled, Anglo Scientific’s involvement has
effectively pre-selected the fund’s investments. Innvotec’s investment team overlays its own due
diligence prior to ratification for portfolio inclusion. The Fund’s investments are in businesses that have
been founded and are currently managed, to varying degrees, by Anglo Scientific, all are at different
stages of development so as to give as balanced a portfolio as possible. Furthermore, as a founder, Anglo
Scientific is a significant shareholder in each company, providing AS EIS investors with an opportunity to
invest alongside a combination of deeply experienced company builders and investment managers with
interests that are well aligned.
An investment into the AS EIS fund is used to subscribe for new shares within each underlying business in
the portfolio. As a result of being at various stages of development, each business will have experienced a
differing number of funding rounds and will be independently valued by co-investors with valuation being
based on business development and commercial milestones achieved to date. Each round of funding
required by the business is used to drive business growth forward, with all equity investors in a funding
round treated pari passu.
To ensure that shareholders receive an unbiased and market-driven subscription price, Innvotec will not
allow the Fund to participate in a new round of funding unless third party investors have subscribed for at
least 25% of the funding round, thereby adding credibility to the price paid for each new share. The reality
experienced by Innvotec to date is that third party funding has accounted for approximately 88% of
subscriptions, providing strong credibility to the businesses and their valuations. Existing investors under
pre-emption rights will always be given the option to participate in new funding rounds to avoid dilution.
From a portfolio composition perspective, investors should note that as a result of the ‘evergreen’ status
of the Fund, subscriptions for new shares are made on a quarterly basis, with Innvotec allocating investor
funds to the underlying companies. Accordingly it is likely that investors will receive a unique portfolio
based on the quarter in which they invested. Nonetheless, investors should still expect a diversified
portfolio and also have the ability to shape their portfolios should they wish to avoid/add additional
exposure to an underlying company.
In any given portfolio mix, investors will be exposed to greater valuation upside from early stage, more
risky opportunities, as the businesses will generally have lower relative valuations, as well as having
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exposure to businesses that have experienced more than one funding round and are relatively more
mature. Investors will own shares in these latter companies at a higher market capitalisation given they
are further along the development pipeline. Nonetheless, this split in maturity among the portfolio
companies does not diminish the ongoing speculative nature of all investments held in the portfolio.
Given the early stage or relatively early stage of investee companies, dividends should not be expected,
with exits providing the only meaningful avenue for monetisation of investments. Should an investor
elect to liquidate their investment position prior to closure of the fund, liquidity will be contingent on the
existence of a market for the shares. This would generally require other shareholders being willing to
purchase the shareholdings. As the holdings are unlisted, accessing liquidity may be difficult and investors
could receive substantially less than the most recent market value of the shares. Should any exit occur of
an existing portfolio holding, proceeds would be immediately repaid to investors.
Finally, whilst the capital structure of investee companies will generally be comprised principally of
equity, gearing is possible with most debt likely to have convertibility features to equity, this financing
instrument is of interest to those investors who like the target company but are unsure on a portfolio
company valuation. Whilst there is a minimum of debt across investee companies, its presence means
that in the event of business wind up, equity holders will rank behind debt holders. The reality is that in
the event of business wind up, the remaining assets of the business are likely to retain minimal value for
shareholders and debt holders alike. The capital structure of the pre-selected investments is primarily all
ordinary share equity with the isolated opportunity for convertible debt. Investors receive term sheets for
each raising, detailing the capital structure prior to each fund raise.

Pipeline/Prospects and Current Portfolio
As previously noted, the underlying investments in the current portfolio have effectively been identified
and pre-selected. Each has been subject to independent due diligence by Innvotec’s team prior to
Investment Committee and Board of Directors approvals. Commitment raised will be deployed on a
quarterly basis and will be used to continue to pursue the business milestones set out by each investee
company. The capital raised thus far is broken down as follows and includes funding from all sources - not
just the different vintages of AS EIS, which generally comprises c.10% of the below:
TABLE 4:
TARGET PORTFOLIO COMPANIES AS AT MARCH 31, 2016

Current
target
Portfolio

Revenue
generating status

Phasor

Product in
development but
moving into later
stage beta test
with paying
launch
customers.

Microtest

Current revenues
from a few
private clinics and
its growing
laboratory
business based in
New Jersey USA.

RPS

Have secured
purchase orders
through 5
channel partners
to date.

£
raised
since
launch
£m

Value at
current
share
price
£m

£m
sought
in next
12
months

Forecast
further
amount
left to
raise
before
exit £m

2005

Henry Hyde
Thomson,
Vito Levi
D'Ancona

10.2

14.3

10.0

10.0

2009

Vito Levi
D'Ancona,
Teo ForchtDagi

10.1

8.2

4.0

8.0

2009

Douglas
Dundonald,
Vito Levi
D'Ancona

4.4

7.1

5.0

2.5

Launch
Date

Anglo
Scientific
Directors on
the Board
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Apta

Early revenues
from research
institutes and
corporates.

Seequestor

Engaged with
potential
“teacher”
customers the
Metropolitan
Police & the
British Transport
Police.

Tharos

No revenue

2013

Fred Edenius,
Will Addison

3.4

6.2

6.0

3.0

2014

Henry Hyde
Thomson,
Will Addison,
Tristram
Riley-Smith

1.4

1.6

4.0

4.0

2016

Douglas
Dundonald,
Teo ForchtDagi

0.2

0.2

1.0

1.0

Source: Innvotec, AllenbridgeIQ
Note: Tharos is a newly formed entity

CHART 3:
AS EIS EXPECTED PORTFOLIO SECTOR BREAKDOWN

20%

20%

20%

20%

20%
Health equipment and services

Pharmaceuticals and life sciences (including biotech)

Engineering

Technology hardware and equipment (incl. data storage)

Mobile telecommunications

Source: Innvotec; AllenbridgeIQ

It is important to note that Allenbridge does not have the specialised industry expertise to give detailed
comment on the commercial viability or risks relating to the underlying investments. We urge potential
investors to keep this in mind and to read the Investment Memorandum and associated documents,
paying due regard to the risks outlined. The absence of deep understanding of technologies and multiple
rounds of fundraising is an unavoidable risk of investing in a sector as complex and diverse as venture
capital. Technological and funding risks are high and emerging companies such as those represented
above operate in highly competitive and challenging sectors with their future subject to a predominantly
binary outcome. The best insurance an investor can obtain within such a portfolio is to access a broad
spread of opportunities whilst remaining cognisant of the inherent risks. In this regard, the portfolio of
companies does not appear to have any sector overlap with each business unique in its own right.
As noted previously, from a portfolio composition perspective investors will receive a unique portfolio
based on the quarter in which they invested. Chart 3, above, illustrates Innvotec’s intention to balance
investors’ portfolios as evenly as possible.
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Investment Process
We reviewed the investment process for this Fund and found it overall to be broadly well structured with
clear processes in place.
The graphic below illustrates all the different stages of the investment process:
CHART 4:
SIMPLIFIED ILLUSTRATION OF THE INVESTMENT PROCESS
Deal sourcing:
Companies
v formed by
Anglo Scientific

Preliminary review by
v
Innvotec

Due diligence and
preparation
v of
investment proposal

Innvotec investment
v approval
committee

Innvotec Board
v approval

Deal execution
v

Source: Based on interviews and documents provided by Innvotec. Please note that this illustration is a simplified version of the process as
agreed with the Manager.

The investment process revolves predominantly around Anglo Scientific with Innvotec, whilst having
ultimate investment management responsibility, taking a secondary role with respect to managing the
portfolio companies.
Anglo Scientific’s directors collectively have broad experience in identifying world-class technology and
founding businesses per se and maintain a strong network of contacts amongst government,
corporations and academic circles. We understand the academic circles typically provide the breeding
ground for the technologies which Anglo Scientific are interested in incubating. One of the key facets of
Anglo Scientific’s approach is that the company first creates a hypothesis based on a global need,
followed by a comprehensive search for an applicable technology to meet that need. This means that, by
the time Anglo Scientific has engaged with a relevant institution/developer of technology, they will
already have a direct understanding as to which problem the technology will be applied. This approach
seems to be a prudent course of action.
Anglo Scientific appraises many ideas prior to settling on an unmet requirement and identifying the
underlying technology to meet such a need. Once a decision has been reached, Anglo Scientific forms a
company around the technology and provides the initial seed funding. Whilst there is no formal structure
or timeline over which ideas are appraised, proposals will be documented and discussed amongst the
Anglo Scientific team prior to any decision to proceed with taking an idea forward. Of key concern to
Anglo Scientific when assessing a new venture is whether the following criteria exist:
1.

World class technology - Access to technology which has the potential to be disruptive
when compared to other known technologies available around the world.

2.

Defensible intellectual property - Intellectual Property inherent in the technology for which
either a patent(s) is/are pending or has been granted or it is reasonably believed can be
successfully defended.

3.

Market potential - Technology that addresses or will address a global market with potential
in the billions of dollars.

4.

The potential for the portfolio company to generate revenues in excess of £75 million per
annum quickly.

5.

The potential to reach positive cash flow within a five year period with less than £7.5 million
of third party equity funding.

In order to assess the viability of the above criteria, external professionals may be brought in to test and
provide input into the evaluation of the proposal. Prior to any decision to proceed and form a new
company, there must be unanimous support from the Anglo Scientific board.
Whilst the abovementioned due diligence is being conducted, from Innvotec’s point of view, both Julie
Newman and John Marsden will, in effect, shadow Anglo Scientific’s due diligence on an investment
opportunity. From time to time they will provide input based on their expertise, however their main
responsibility is to stay abreast of the due diligence and investment pipeline on behalf of Innvotec.
If Anglo Scientific makes a decision to incubate a new company, its principals will provide the very early
seed funding prior to seeking to raise external capital. Given that Innvotec will have followed the due
diligence process closely, it will be familiar with the investment proposition and be readily able to form an
opinion. Each investment proposal (to include amount and valuation) will be written and presented by the
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Innvotec investment manager (in this instance Julie Newman) to Innvotec’s Investment Committee for
discussion and debate. There must be a consensus reached before an Investment Committee decision is
made and a recommendation is taken to the Board of Directors where consensus must also be reached.
For the purposes of the AS EIS, the aforementioned leg-work has already been completed with six
investments lined up in already formed companies. Therefore from Innvotec’s perspective, the main
consideration is principally one of oversight and ensuring that Anglo Scientific’s abovementioned
investment criteria continue to remain relevant and achievable. Uniquely this approach enables investors
in the AS EIS product to know with some certainty into which companies their commitment will be
invested.
On Anglo Scientific’s side, the team runs a weekly call for all of the company directors. The call is to deal
with any pressing issues in the underlying investment vehicles such as current personnel, recruitment,
fund raising etc. On a monthly basis Anglo Scientific will select two companies out of their entire portfolio
and conduct a deep dive as an extra layer of monitoring.
Innvotec has to retain its independence and does not participate in either the weekly calls or monthly
meetings, however it stays abreast of ongoing company developments via the taking up of investee
companies Board Observer positions. Julie is an Observer to four of the boards in the current cohort of
companies, with Innvotec noting the other two companies are sufficiently mature to not warrant an
observer position. Board Observer positions allow Innvotec to monitor the progress of each investment at
a management level, and ensure that key milestones are being achieved. In addition John Marsden is in
regular monthly dialogue with Anglo Scientific and closely monitors the progress of all underlying
companies both through Anglo Scientific and company management on a less formal basis.
As mentioned earlier, Innvotec’s participation in any new funding round of an Anglo Scientific portfolio
company is optional and Innvotec will consider making an investment if it believes the underlying
investment has made sufficient progress to warrant further investment, as well as the price fairly
reflecting progress made.
In all cases prior to each investment decision Julie Newman will have prepared an investment paper
detailing the company, a progress report (as required) and proposed investment metrics including; the
amount to be invested, number of shares to be purchased, implied enterprise value of the target company
and any third party investment. This proposal is then ratified (or not) by the appropriate Investment
Committee with final decision making authority resting with the Innvotec Board.
In terms of pricing, investors are further protected by the aforementioned self-imposed constraint that at
least 25% of the new funding must originate from third parties. This is designed to ensure that there is
sufficient outside support for the price levels proposed. We note that Innvotec retains the right to decline
an investment, but, since teaming up with Anglo Scientific in 2009, there have been only two rejections of
Anglo Scientific’s proposals, both on valuation grounds, across thirty three separate fundraisings prior to
the current cohort. This is not necessarily a criticism of Innvotec, rather more a commentary on the
closeness with which Innvotec and Anglo Scientific work together and the similarity in investment
philosophies, which means common ground on company level progress is regularly reached.
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Risk Management
Risk management will happen upfront during the due diligence phase as is common practice for venture
investing. Given the stage of the portfolio companies, early stage through to companies in the initial
throes of commercialising their products/ services, these are obviously inherently more risky investments
than those in profitable and cash generative private companies, which investors should bear in mind.
Naturally the major risk facing investors is that an underlying company fails and this should be viewed as a
likely scenario of one or more companies over the lifetime of the portfolio. Since inception of the
Innvotec/ Anglo Scientific relationship, out of twelve companies formed by Anglo Scientific, two have
failed and a third effectively remains suspended and is considered to have no remaining equity value. In
order to mitigate against the possibility of a company failing, the Board of Directors at Innvotec maintain
oversight over the portfolio via the Board Observer positions as well as retaining the right to decline an
investment. This provides a structural separation of the investment decision making function from day to
day involvement in the underling companies that is able to serve as an appropriate backstop.
With regard to the portfolio, from the investors’ perspective this is pre-selected and currently there is a
diverse portfolio of six companies across the medical, microelectronics, security and communications
sectors as mentioned earlier, this ensures sector diversification, although we understand that there are no
sectorial limits as such. From a valuation perspective, the differing maturities of the companies on a
relative level ensure that investors gain access to companies with differing levels of risk and return upside.
Finally, as Anglo Scientific injects and recruits external management teams for each underlying company,
the depth and diversity of management in the portfolio companies is enhanced and key man risk at a
broad Anglo Scientific level is minimised.
For reasons of diversification, Innvotec has also stipulated that there must be a minimum of five investee
companies with a target of six in the portfolio. Given that Innvotec works exclusively with Anglo Scientific
on EIS, it is possible that there may be an insufficient number of target companies to replace any failed
opportunities and the minimum portfolio number will not be maintained, thereby increasing the
concentration risk of the portfolio. This is mitigated by Anglo Scientific historically starting one new
company a year, so should a company exit the portfolio a new company should be ready for investment.
Another risk that may arise upon the potential exit of an investee company is that the valuation is not as
high as when an investor initially purchased shares. Whilst the investor has little control over the exit
price, Innvotec will ensure, by the minimum 25% participation of third parties, that investors are attaining
a fair market price upon entry.
Other than the above, there are no other risk management procedures in place, nor is there a formal risk
policy. Given the boutique nature of Innvotec and the uniqueness of the fund offering (ie all companies
have been founded by Anglo Scientific and a known portfolio), this is not surprising.
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Key Features
The following fees (number 1-3) describe the fees payable directly and indirectly by the investors and the
product fees (number 4) incurred by AS EIS portfolio companies.
1. Initial and Ongoing Fund Management Fee
TABLE 6:
FEES TO THE MANAGER
Initial Fees
5% of gross investment*
*To cease from quarter ending
June 2016.

On-Going Annual Management
Fees
1.5% of gross investment (other
than year 1 deferred until an Exit
takes place)

Administration and Accounting
Fees

No administration fees

Source: Innvotec; AllenbridgeIQ
* NAV- Net Asset Value

Innvotec has informed us that the 5% initial fee will cease to be charged from the April to June 2016
quarter and thereafter. The Information memorandum and the relevant literature pertaining to the Fund
will be updated from the quarter starting from 1st July 2016. To part compensate for this reduction in
income to Innvotec, the arrangement fee charged to portfolio companies will be increased to 7.5% from
5.5%. The one-off arrangement fee will be paid by underlying companies within the portfolio for each
investment contribution. In addition, the companies will pay a further 1.5% annual monitoring fee to
Innvotec. Both the arrangement fee and annual monitoring fee represent an indirect cost to shareholders
of the underlying investee companies.
As all capital is invested in the underlying investee companies, which are not in a position to pay
dividends, the 1.5% annual management fee is unable to be paid on a year-to-year basis to Innvotec after
year 1 and will accrue until such time as there is an exit upon which the full accrued amount will be paid.
Investors will however pay the first year’s annual management fee upfront.
2. Subscription/Application Fees
TABLE 7:
SUBSCRIPTION/APPLICATION FEES

Type of Investor
Direct Application (Investors
who make an application,
without using a financial advisor
or ‘execution-only intermediary’
Application through an adviser
(Investors who make an
application through a registered
financial adviser with an ongoing
fee)
Application through an adviser
(investors who make an
application through a registered
financial adviser without an
ongoing fee)
Application through an
execution-only intermediary

Initial Application Fee (and initial
commissions/initial adviser
charges)

Ongoing management charges
(and ongoing
commissions/ongoing adviser
charges)

-

1.5% of gross investment

Agreed between the investor
and the intermediary*

1.5% of gross investment

Agreed between the investor
and the intermediary*

1.5% of gross investment

The charge is levied by the
intermediary and is agreed in
advance with the investor**

1.5% of gross investment

Source: Innvotec; AllenbridgeIQ
*Innvotec facilitates any agreed charges, which are ultimately deducted from the initial charge. **The payment is met out of the initial
charge
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3. Performance Fee
There is a performance fee attached to the fund. We do not believe the Investment Memorandum
adequately depicts the charges that will be incurred by an investor should the performance fee become
payable and would encourage investors to follow the guidance below.
Innvotec will start to charge a performance fee once a “hurdle rate” is satisfied. The “hurdle rate” is
cleared if the investor receives a 40% gain on his/her gross commitment (equivalent to 100% gain on the
net cost after EIS relief). Once this hurdle has been cleared, Innvotec will then take the next 3/7th of the
gain (difference between the hurdle and gross investment) paid to investors as a performance fee. This is
known as a performance fee “catch up”. After the “catch up” has been paid, Innvotec will then take a 30%
share of the profit with 70% staying with investors. We illustrate the above via an example.
Assume an investor invests £10 into the fund. The hurdle return will be, £10 x 40%, which is £4. Therefore
the return to the investor will need to exceed £14 for Innvotec to receive a performance fee. If up to £14 is
returned, Innvotec will not take a performance fee. However, once a return of £14 has been exceeded,
Innvotec “catches up” by taking the next 3/7th’s of £4 (i.e. £1.71) as a performance fee. Thus for the
investor, it does not matter if the investment returns between £14-£15.71 as anything in between will go
to Innvotec. Once the investment has returned greater than £15.71, Innvotec will take a 30% performance
fee of any further gains with the investor retaining 70%.
Innvotec retains 30% of any performance fee earned passing 70% through to Anglo Scientific.
4. Product Fees
The detailed fees are listed in the following table.
TABLE 8:
FEE DETAILS
Fees
Administration Charge

Details
-

Annual Management Charge

1.5%

Arrangement Fee (% of deal)

7.5%

Average Annual Costs

0%

Directors’ Fees

0%

Excluded Costs

0%

Recent Running Costs

0%

Running Costs

0%

Other

0%

Source: Innvotec; AllenbridgeIQ

Innvotec stated that there are no directors’ fees or hidden fees charged on portfolio companies.
Additionally, individuals who render services as Board Observers will be paid directly by the underlying
company.
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Performance
The raising of commitment for this Fund effectively represents a new round of financing for the
underlying investments held within it. As previously noted, most of the underlying investments have
raised a number of prior investment rounds and shares are already held in the earlier annual AS EIS. Given
the portfolio mix will be unique to each quarterly tranche, it will be difficult for the Fund itself to have a
track record.
As shares are already held within other portfolios i.e. the prior annual EIS Funds, the table below
highlights how the individual holdings have performed to date together with the overall performance of
the previous annual Anglo Scientific funds.
TABLE 9:
PERFORMANCE ANALYSIS FOR 2016
Company share price (blank spaces indicate no raising in that year)

Uplift CAGR
105%

339,073

438,687

29%

5%

-6%

-1%

9.49

43.50

2010

18.00 15.30

43.50

2011

18.00 15.30

48.32

11.50

130,849

123,440

5.15

SeeQuestor

501,768

2009

5.15

Apta

244,521

RPS

8.55

On Sun* Phagenesis

Current
value (£)

Fund Vintage Phasor L3T** Solus
2.32

MicroTest MMICS*

Fund Performance
Total Investment
(£)

7.30

13%

2012

1.16

20.00 17.00

48.32

14.72

242,968

244,304

1%

0%

2012A

1.16

17.00

48.32

14.75

119,354

116,124

-3%

-1%

2013

1.16

17.00

55.00

7.50

202,090

283,929

40%

19%

2014

1.72

21.00

32.90

10.00

208,047

234,945

13%

13%

2015

2.38

23.33

32.90

10.00

597,278

601,216

1%

nm

*Company has failed. **Company under review.

24.26

2,084,180

2,544,411 22%

Source: Innvotec

It is important to note that share price movements are triggered by completed capital raisings. Where AS
EIS has participated in a fund raising in a particular year, the table displays a share price, otherwise the
space has been left blank. As depicted above, each round of fund raising does not necessarily result in the
share price and valuation of the company rising. Ultimately the most recent share price determines the
most up-to-date valuation of the company and its history provides a guide as to how the company has
progressed.
Nonetheless, the most critical event for investors, where the anticipated capital gains and access to
liquidity will materialise, is upon exit, that is when the underlying company is sold to a buyer and exits the
portfolio. Since 2009, the inception of Innvotec’s relationship with Anglo Scientific, there have not been
any portfolio realisations as mentioned earlier. However it is confidently expected that one company (not
in the proposed portfolio) is very close to achieving an exit which would provide a material boost to
investment performance to investors in the 2010 vintage.
From the table above it can also be gleaned that the various portfolios have experienced mixed results in
valuations thus far although the average performance is an increase on cost of 22%. Further, if anticipated
(by Innvotec) portfolio exits for Microtest, RPS and Phasor come to fruition in three years, 2009 investors
will have had ultimately had the bulk of their capital locked up for ten years. Whilst this does not affect
2016 vintage investors, the elongated period of time to exit is a risk to keep in mind for newer companies
in the portfolio.
The above table is also a case in point with regard to valuation and timing. For example, investors who
invested into Phasor in the 2009 portfolio are only now breaking even at current prices, whilst 2012
vintage investors have already doubled the book value of their investment. Likewise the experience of
investors in Microtest between 2013 and 2014 are markedly different, whilst the pending exit will only
benefit those in the 2010 vintage. Nonetheless it will hopefully be a welcome validation of the business
model and hopefully a sign of more exits to come.
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Appendix 1: Key Personnel
Management Team
Andrew Clark- New Product and Business Development
Qualifications: BSc – Accounting and Economics, Southampton University (1979-1982)
Andrew has experience across accounting and taxation services (1982-1989), investment banking (19892007), retail financial planning (2007-2013) and general financial consulting (2013 onwards). Andrew most
recently established Clark Corporate Services, advising on structuring and fund-raising tax-efficient
investments, marketing and business development, and business re-structuring and re-financing
strategies. These services assist smaller professional businesses and high net worth individuals and high
net worth individuals. Provides consultancy services via Clark Corporate Services to Innvotec and others.
Carol Van Kempen- Board of Directors, Company Secretary, Administration, Compliance duties
Education: Lansdowne Secretarial College (1988), ICSA 1st Year Chartered Secretaries Course (20012002) Carol has performed a range of secretarial and office administration duties since 1989.
She is currently charged with day to day office management. As Company Secretary she holds primary
responsibility for ensuring that the Board processes and procedures run efficiently and effectively.
Compliance is shared with John Marsden and ensures all company legislative obligations are met.
Andrew Robert Lane- Board of Directors, Supervisory Committee
Qualifications: MA Engineering Science, Balliol College, Oxford University (1969-1972); MBA, Harvard
Business School, Harvard University (Class of 1975).
Management consulting experience with Accenture and Ernst & Young, corporate finance and line
management experience with organisations such as The ADT Corporation, Ford Europe and TI Group.
Managing Director of the corporate finance boutique, Tangible Securities. Founder and MD of Aurora
Solutions, Director of Media consultancy, AuditStar. Andy is a non-exec director of Innvotec.
John Marsden- Managing Director, Board of Directors, Compliance and Money Laundering
Qualifications: Chartered Accountant (1976)
John first worked in the senior finance roles in the computer hardware and entertainment industry, before
joining venture capital in 1980. He commenced with a specialist turnaround business aimed at nonperforming venture backed companies, before moving to active venture investing with Baillie Gifford. He
joined Innvotec as a non-equity owning director in 1990. In 1996, three founding directors and John
participated in an MBO of Innvotec. Over the years, John has amassed experience investing in the early
stage (primarily technology) sector, building and running portfolios and in managing a small independent
venture capital house. Active “business angel” having founded companies in the technology and
healthcare sectors. Holds a number of directorships in private companies as a consequence of the legacy
funds managed by Innvotec.
John Whelan- Board of Directors, Finance Director
Qualifications: BA in Accountancy and Financial Management, Sheffield University (1982); A.C.M.A. Chartered Management Accountant (1985).
Experience: Since 1987 John has engaged with SME’s at a board and managerial level that require
professional and financial assistance to enable them to maintain, develop or manage out their business
activities. Sectors have included the manufacturing, IT, plastics, property and media. He has handled
numerous fund raising exercises. Existing consulting responsibilities with a marketing consultancy and
plastics manufacturer. John has been associated with Innvotec since its formation and joined the board in
2005.
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NOTE:
Readers should note that investment in a Venture Capital Trust or EIS carries a greater risk than some
other investments, there is unlikely to be an active market in the shares, which will make them difficult to
dispose of, and proper information for determining their current value may not be available. Prospective
investors are strongly advised to consult their professional adviser about the amount of tax relief (if any)
they can obtain.
Although we have taken reasonable care to ensure statements of fact and opinion contained in this
document are fair and accurate in all material respects, such accuracy cannot be guaranteed. Accordingly,
we hereby disclaim all responsibility for any inaccuracies or omissions, which may make such statements
misleading, and for any consequence arising there from. While reports in this publication may make
specific investment recommendations, nothing in the publication enclosed with it is an invitation to
purchase or subscribe for shares or other securities.
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