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Once the strategic and diversification benefits of
venture investing have been established investors
should - before investing - be prepared to lock
that money away and accept that values in the
intervening years are an approximation. Because
these investments tend to be infrequently traded
on an exchange, their values are not continuously
appraised like listed companies. This is commonly
known as the illiquidity premium in exchange for a
low-volatility strategy and locking up your money
for along period.

Our approach is differentiated to an expanding
range of EIS fund products. We invest in later-stage
eligible venture opportunities, i.e. those that are
typically profitable and less risky than early-stage
start-ups. We ensure we build portfolios across
multiple sectors and companies, and all our
investments are exchange traded from the outset.
EIS eligibility rules mean that new shares have to
be purchased directly from companies, leading to a
gradual build-up of each client's portfolio.

Patient capital is long duration - in many cases
for life - however, many strategies are not capable
of being run for decades. Our approach is to
provide an evergreen portfolio service where the
focus is on sustainable growth and running the
winners (keeping them as they become more
valuable, rather than cashing in profits early).
Holding exchange-traded holdings allows us to top
slice these successful opportunities when they
start to bump against portfolio limits and recycle
that cash into new opportunities. We believe this
strategy, over the long term, makes EIS an
effective investment.

On one hand, a stock market quotation gives
greater access or liquidity: there are more shares

to go around and more people you can trade with
on any given day. However, this constant valuation
appraisal leaves investments exposed to significant

swings up and down, often not reflecting the
considerable inherent value. In this report we
will compare exchange-traded and private

(or ‘'off-market’ venture strategies), the challenges
of early-stage valuations, the IPO process and our
view on values.

Scale capital

Earlier stage EIS-eligible opportunities of today -
while ideally revenue generating - largely centre
on intangible assets, a serious amount of deep
technology knowhow and expertise established

to challenge and disrupt. This is the essence of
scale capital, investing independent of the market
cycle - where a long-term view is taken to focus on
supporting innovative companies to become the
successes of tomorrow.

Innovation can be difficult to put your
arms around

Measuring progress in a traditional approach
can be extremely difficult to quantify, value and
capture in financial reports. Many opportunities
have proven their technology and de-risked
their business models, but the financial track
records are nascent and generalist investors find
it challenging to value the potential when sector
specialists couldn't be more enthused. Why is this?
Well, in short it's largely tied to a lack of proven
financial progress of cashflows and earnings -
both dependable metrics for investors that help
underpin pricing and gauge risk.

Weak sentiment, whipsaw pricing and funding
allocations

In times of market distress, high growth but
immediately difficult to value opportunities

- like many early-stage challengers - prove
difficult to hold in a 'risk-off' environment.

This is despite a clear need for life sciences,
technology and productivity gains in a world of
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negative demographics and climate challenge.
Investors' path dependency to the reliable,
safe-haven comfort zones at the expense of
growth opportunities. This approach has major
downstream implications, freezing investment
at the expense of a better future. However, it

also creates a significant value opportunity as
sentiment takes little account for that deep
technology knowhow and expertise I mentioned
earlier and its future potential.

It all begins at IPO

An IPO is a major milestone. The perception,
though, is often the opposite: a value-maximising
exit and departure for the founders and very early
backers. This is not always the case, especially so
in EIS-eligible on-exchange opportunities. When
the time comes for a business to start scaling up,
its demands for money to invest in itself grow
rapidly. Often, this requires more money than

a fledgling business can deliver from its own
operations. Here in the UK, small companies
know that EIS tax benefits allow them to seek out
that money from investors, supporting this next
generation of British businesses.

As a supplier of exchange-traded venture capital we
have invested at IPO throughout our two decades
in this sector. We like retained founder stakes,
encouraging fresh capital rather than simply a cash-
out. We also want to see clear capital disciplines

for multi-year, slow release commercial delivery
that offers more flexibility for adjustment when
new buying patterns emerge. And overarching it

all is a conservative approach to forecasts: we want
companies that make attainable promises.

Once the IPO is complete, public market
valuations of intangible-heavy, micro-capitalised
business are likely to move at pace and especially
so compared to those ‘off-market’ with stale
valuations. Typically, share price oscillations

are a function of a number of factors - the
macroeconomic picture, sentiment swings,
sectoral concerns or stock specifics. Add to these
aspects a limited retail and institutional investor
audience and an easy disconnection can take
place between price and value - well-financed
companies in a sustainable growth execution
phase offer investors the opportunity to

uncover gems.

A convergence with private valuations

Privately held assets are termed lower volatility
where asset values are assessed over fixed points
in the year - unlike continuous exchange-traded
pricing. Pricing between the two will, in time,
converge, however the time needed to catch

up has been long debated - Narv Narvekar, of
Harvard's $51bn endowment, opines that private
market funds don't reflect “general market
conditions” and warned in October of
“substantial markdowns" to come.

Prevailing sentiment is bearish and a greater
emphasis on balance sheet strength and cash
runways - recession resilience - is unfairly
weighing on micro-caps. While this is to be
expected soon after a major correction, the best
investment vintages are typically identified in the
two years after that event. The environment isn't
presently supportive of innovative, early stages of
commercialisation ventures despite the quality of
assets - therein lies the opportunity.

Ivan Teare
Head of Specialist
Tax Portfolio Service
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Important information

This document is published by Rathbones Investment Management and does not constitute a solicitation, nor a personal recommendation for the purchase or
sale of any investment; investments or investment services referred to may not be suitable for all investors. No consideration has been given to the particular
investment objectives, financial situations or particular needs of any recipient and you should take appropriate professional advice before acting. The price or value
of investments, and the income derived from them, can go down as well as up and an investor may get back less than the amount invested. Tax regimes, bases
and reliefs may change in the future. Rathbones Investment Management will not, by virtue of distribution of this document, be responsible to any other person
for providing the protections afforded to customers or for advising on any investment

Rathbones Investment Management, and its associated companies, directors, representatives, employees and clients may have positions in, be materially
interested in or have provided advice or investment services in relation to the investments mentioned or related investments and may from time to time purchase
or dispose of any such securities. Neither Rathbones Investment Management nor any associated company, director, representative or employee accepts any
liability for any direct or consequential loss arising from the use of information contained in this document, provided that nothing in this document shall exclude or
restrict any duty or liability which Rathbones Investment Management may have to its customers under the UK regulatory system

We are covered by the Financial Services Compensation Scheme. The FSCS can pay compensation to investors if a bank is unable to meet its financial obligations

For further information (including the amounts covered and the eligibility to claim) please refer to the FSCS website
wwwifscsorguk

Not all the services and investments described are regulated by the Financial Conduct Authority (FCA). Rathbones Group Plc is independently owned, is the sole
shareholder in each of its subsidiary businesses and is listed on the London Stock Exchange

Rathbones is a trading name of Rathbones Investment Management Limited. Rathbones Investment Management Limited is authorised by the Prudential
Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. Registered office: Port of Liverpool Building, Pier
Head, Liverpool L3 INW.

Registered in England No. 01448919, Rathbones Investment Management Limited is a wholly owned subsidiary

of Rathbones Group Plc. Head office: 8 Finsbury Circus, London EC2M 7AZ. The information and opinions

expressed herein are considered valid at publication, but are subject to change without notice and their accuracy and completeness cannot be guaranteed. No
part of this document may be reproduced in any manner without

prior permission. JN7978



