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FOREWORD

DISCLAIMER

This publication is not included in 
the CLA Licence so you must not 
copy any portion of it without the 
permission of the publisher.

All rights reserved. No parts of this 
publication may be reproduced, stored 
in a retrieval system or transmitted in 
any form or by any means including 
electronic, mechanical, photocopy, 
recording or otherwise, without 
written permission of the publisher.

This publication contains general 
information only and the contributors 
are not, by means of this publication, 
rendering accounting, business, financial, 
investment, legal, tax or other professional 
advice or services. This publication is 
not a substitute for such professional 
advice or services, nor should it be used 
as a basis for any decision or action that 
may affect your business. Before making 
any decision or taking any action that 
may affect your business, you should 
consult a qualified professional adviser. 
Neither the contributors, their firms, 
affiliates nor related entities shall be 
responsible for any loss sustained by any 
person who relies on this publication.

The views and opinions expressed are 
solely those of the authors and need 
not reflect those of their employing 
institutions. Although every reasonable 
effort has been made to ensure the 
accuracy of this publication, the publisher 
accepts no responsibility for any errors 

or omissions within this publication or 
for any expense or other loss alleged 
to have arisen in any way in connection 
with a reader’s use of this publication. 

This publication is based on the authors’ 
understanding of the structure of the 
arrangements detailed, the current tax 
legislation and HM Revenue & Customs 
practice as at August 2019 which could 
change in the future. It is not an offer to 
sell, or a solicitation of an offer to buy, the 
instruments described in this document.

This material is not intended to constitute 
legal or tax advice and we recommend 
that prospective investors consult their 
own suitably qualified professional 
advisers concerning the possible tax 
consequences of purchasing, holding, 
selling or otherwise disposing of 
shares in AIM listed companies.

Intelligent Partnership is not authorised 
and regulated by the Financial 
Conduct Authority and does not 
give advice, information or promote 
itself to individual retail investors.

It is the responsibility of readers to 
satisfy themselves as to whether 
any arrangement contemplated is 
suitable for recommendation to their 
clients. Tax treatment depends on an 
investor’s individual circumstances 
and may be subject to change. Certain 
investments carry a higher degree of 
risk than others and are, therefore, 
unsuitable for some investors.

Welcome to the third edition of the 
Alternative Investment Market (AIM) 
Industry Report.

The global financial market continues to throw up surprises 
and, more than a decade after the great financial crisis, finding 
long term, sustainable growth remains the preoccupation 
of politicians and economists across the globe.

AIM has been at the forefront of that battle and over the 
past few years has cemented its reputation as “the world’s 
leading growth market”. Despite a turbulent end to 2018, 
AIM has bounced back and continues to offer investors an 
opportunity to grow their cash within a regulated environment.

As the market matures, the London Stock Exchange has 
introduced changes to polish AIM’s reputation and give 
further comfort to investors. Among these changes is a 
tightening of the corporate governance rules for companies 
quoted on the market, ensuring that AIM-quoted firms have 
the transparency to give confidence in how they operate.

Another signifier of AIM’s growing maturity has been the 
number of larger companies that now see the market 
as their natural home, instead of simply using it as a 
stepping stone to the senior stock exchange. Companies 
like clothing retailer ASOS, drinks firm Fever-Tree and 
others have blossomed on AIM and have decided that the 
market can continue to serve them well, despite having 
long outgrown their small or emerging business tags. 

Rule changes to some of the tax efficient schemes that 
encourage investment into AIM-quoted companies have also 
come into force since our last report, with investments in 
Venture Capital Trusts (VCTs) and the Enterprise Investment 
Scheme (EIS) requiring a higher risk to capital than in the 
past. However, new products have been launched into the 
market since the new rules took effect, demonstrating that 
AIM continues to be suitable for these types of investment. 
Meanwhile, Business Relief products continue to be a 
mainstay of tax efficient investment options within AIM.

We also produce Adviser’s Guides to VCTs, the EIS and 
Business Relief, which offer an everyday reference 
to the practicalities involved in harnessing these tax 
efficient schemes, whether on AIM or elsewhere.
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OPENING STATEMENT REPORT OVERVIEW
A WORD FROM THE HEAD OF AIM ACKNOWLEDGEMENTS AND THANKS

Despite global macroeconomic uncertainty, we have 
seen strong levels of capital raising on AIM in 2018 
and into 2019. Last year, companies raised £5.5 
billion via 398 transactions, including 35 IPOs on 
AIM. The market also continues to be particularly 
attractive for tech companies, with 12 of London’s 19 
tech IPOs in 2018 being on AIM. 24 years on from its 
launch, AIM continues to be a global success story for 
Britain as the world’s leading growth market.

In the 18 months to June 2019, over 45 new 
companies have been admitted to AIM, raising 
£1.7 billion. Not only is this another vote of investor 
confidence in Britain’s fast-growing businesses but 
a significant boost for UK Plc. These companies are 
vital to innovation, job creation and economic growth.

Success stories come from a wide variety of sectors. 
AIM has welcomed names such as restaurant 
and bar operator Loungers and property website 
OnTheMarket. They’ve joined cutting edge biotech 

So, a big thanks to: Dr Dan Appleby, Sam Barton, 
Stephen Daniels, Natasha Fathers, Jonathan Gain, 
Jon Marshfield, Chris Murphy, David Neale, Richard 
Power, Chris Searle, Marcus Stuttard and Henry 
Whorwood. Their input is invaluable, but needless to 
say any errors or omissions are down to us.

We have relied upon MICAP for most of the data that 
we have based the report upon. MICAP is part of the 
same group of companies as Intelligent Partnership. 
We also carried out our own extensive desk research 
by examining brochures, investment prospectuses, 
mystery shopping providers, and trawling through 
the websites to verify their data. 

The report is made possible by our sponsors, who 
have contributed copy to the report and supported 
us by helping to meet production and printing costs. 
So, a big thanks to: Blackfinch Investments, Close 
Brothers Asset Management, Octopus Investments, 
Stellar Asset Management, TIME Investments and 
Walker Crips.

Learning objectives for 

CPD Accreditation
By the end of the report readers will be able to: 

  Identify the main developments and news in the AIM market in 2019.

  Understand the relevance to AIM of rule changes to the main tax reliefs.

  Identify and understand the main changes introduced to the AIM market since 2017.

  Compare the key metrics of AIM-based tax efficient offers with knowledge of the average statistics 
      including the mean and mode fees and charges currently applied

  Recognise how the adviser community is currently interacting with AIM and its areas of confidence 
      and concern. 

  Describe the pros and cons of AIM-quoted companies vs. unquoted companies from an investment 
      perspective.

Marcus Stuttard
Head of AIM, London Stock Exchange

We couldn’t do this without 
the help and support of a 
number of third parties who 
have contributed to writing 
this report.  

Their contributions range 
from inputting into the 
scope, sharing data, giving us 
their insights on the market, 
providing copy, and peer 
reviewing drafts. 

and tech businesses such as Polarean Imaging, 
Codemasters and Team 17 in raising high quality, 
long-term equity capital in London. In the last 18 
months, companies from the tech, finance and real 
estate sectors have raised the most capital on AIM 
while the most active sectors in terms of number 
of transactions – including both IPO and follow-on 
capital raisings - have been the mining, tech and oil & 
gas sectors. 

Statistics like these reinforce the value of AIM not 
only as a vibrant IPO market but also a vital source 
of long-term capital to enable existing businesses 
access further funding to support their ongoing 
growth. In the first six months of 2019 over £2 
billion has been raised in follow-on fundraising by 
existing issuers, the highest amount since the first 
half of 2015. 

London Stock Exchange Group is committed to 
facilitating access to patient equity capital for 
innovative businesses across all stages of their 
development. We work with capital providers and 
policy makers across the equity funding ecosystem, 
and in addition to AIM we support the growth 
of ambitious private companies through ELITE, 
our international business support and capital 
raising programme for ambitious and fast-growing 
companies. 

We look forward to the second half of 2019 and 
beyond with confidence and enthusiasm. The 
AIM pipeline continues to be robust and our 
mission remains constant: to support a diverse 
set of companies and investors to ensure the next 
generation of entrepreneurs have access to the 
patient equity capital they need to innovate and 
grow their businesses, supporting the economy and 
creating the jobs of the future.

These companies are vital to innovation, job 
creation and economic growth.
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EXECUTIVE SUMMARY KEY FINDINGS
WHAT’S IT ALL ABOUT? HIGHLIGHTS FROM OUR RESEARCH

Economic and political 
uncertainty have 
continued to depress 
market sentiment 
in the UK over 2019 
and this has fed 
into the investment 
climate. However, 
after a turbulent 
finish to 2018, when 
global markets saw 
billions wiped off 
their indices, 2019 has 
seen something of a 
recovery.

Nowhere has this 
been more clear than 
on the Alternative 
Investment Market 
(AIM), which 
rebounded strongly, 
particularly in March 
and April 2019.

Average diversification 
is up to

75
COMPANIES
for AIM based tax 
efficient products

£12.8bn
INCREASE

in total market 
capitalisation 

COMPARED  
TO 2018

72%
OF ADVISERS
said their confidence 
in AIM

WAS NOT AFFECTED
by the Q4 2018 volatility

77%
OF COMPANIES 
ON AIM 

have a capitalisation 
of less than 

£100m

98%
OF ADVISERS 

expect their use of AIM funds 

or shares to increase or 
remain the same in the next 

2 YEARS

9.35%
AVERAGE TARGET

 returns for open offers, 
way above the

1.5%
for historical offers

Key themes that this report focuses on include:

CHANGES TO AIM’S REGULATORY ENVIRONMENT

From 2017 onwards, a number of important changes have been made to the 
rules governing AIM-quoted companies, as the London Stock Exchange (LSE) 
moved to shore up the market’s reputation. Changes tightening the rules 
around firms’ corporate governance have been designed to ensure that those 
companies coming onto AIM have transparent and consistent processes that 
can be easily recognised and understood by potential investors.  

CURRENT MARKET CONDITIONS

While the global financial markets all suffered at the end of 2018, there were 
a number of factors specific to AIM which hit the market hard. Concerns were 
particularly raised over the future of Business Relief investments within AIM, 
with the Office of Tax Simplification (OTS) confirming that it intended to look at 
this area in its inheritance tax review. Although the OTS’s second report in July 
2019 suggested consideration needs to be given to BR’s role in AIM shares, it 
recognised BR’s other important role of supporting growth investment in AIM.

Wider factors also contributed to AIM’s struggles, including concerns over 
Brexit and the US-China trade war. However, despite these converging 
problems, the market remained relatively resilient, bouncing back to enjoy a 
strong first half of 2019.

MARKET COMPOSITION

AIM is made up of a diverse range of companies and even when grouped into 
relatively broad categories, no single sector dominates the market. This offers 
good opportunities for diversification for investors.

However, the number of companies quoted on AIM continues to recede, having 
fallen every year since 2007, and is now nearly half of what it was in that year. 
So careful consideration of diversification strategies is required.

Various underlying investment sectors will perform differently to the overall 
market: during the volatility of Q4 2018, sectors such as Financial Services and 
Real Estate & Construction saw falls that were far less severe than the AIM 
market as a whole.

SLOWDOWN IN TAX EFFICIENT OFFERS

After rapid expansion between 2013 and 2017, the number of tax efficient 
offers in the AIM market from 2018 has slowed significantly. While this 
may have been partly to do with the increased risk to capital requirements 
for VCT and EIS products, the fact that some VCT offers have successfully 
launched since those rules were introduced demonstrates that AIM can 
still be successful in this area. Business Relief’s presence in the AIM 
market remains strong.

THE AVERAGE 
TARGET FUNDRAISE
of new offers is

£19.25m

22
fewer companies 

listed on

AIM
than in 2018

AIM LOST

20%
of its value

IN Q4 2018

12
12 

AIM VCT PRODUCTS
have been launched since 

NOVEMBER

2016

33
open tax efficient 

offers at

JUNE 2019

TRACK RECORD 
is a key consideration, 
cited by

98%
OF ADVISERS
when considering 
AIM investments
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MARKET UPDATE

FUNDRAISING UPDATE
AIM IS STILL POPULAR

The May 2019 figures showed 
there were 901 companies listed 
on AIM, with a total market value 
of £104.079 billion.

While there were 22 fewer companies listed than 
in 2018, the increased market value reflects the 
returning investor confidence to AIM after the 
volatility seen in the fourth quarter of 2018.1

The number of companies listed on AIM has now 
fallen every year since 2007, when the figure stood 
at 1,694. While 2016 saw a higher reduction in 
international companies as the Brexit vote filtered 
through, there is now no discernable difference in 
the reductions between UK companies and overseas 
companies. In May 2019 there were 14 fewer UK 
companies listed (767) compared to the end of 2018, 
while there were 12 fewer international companies 
(134) than at the end of 2018.

A number of factors, including small business market 
sentiment and the propensity for larger firms to 
buy up smaller companies at a younger stage in the 
search for higher growth, may be at play here. This 
means that there are fewer companies, but with a 
growing average value. These signs have to be seen 
as encouraging for a growth market. 

Marcus Stuttard, Head of UK Primary Markets & 
AIM at London Stock Exchange, told us in July 2019 
that an important factor here is the way in which the 
London Stock Exchange works with the small business 
community “in a joined up fashion”. He pointed to 
government initiatives such as the British Business 
Bank, meaning that a “vibrant equity funding market 
for growth companies” now exists for funding to be 
raised from a variety of different sources. “As AIM has 
matured and the pool of capital continues to deepen, 
some of the larger investors that haven’t typically 
invested in growth companies are looking at AIM,” 
Stuttard added. “That is also contributing to larger 
transactions and companies on the market.”

MARKET VALUE AND FUNDRAISING

SOURCE: LSE AT MAY 2019
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”AIM offers a breadth of 
opportunity for investors, from 
micro-cap all the way up to the 
billion-pound company.”
—  DR DAN APPLEBY, ASSISTANT INVESTMENT 
MANAGER, BLACKFINCH
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Another indicator of the negative market sentiment 
among small businesses can be seen in the number of 
new issues raised on the market so far in 2019. By May 
2018, AIM had seen 22 new issues over the course of 
the calendar year. However, in May 2019 that figure 
stood at just 10. Altogether, year-to-date new issues 
had raised £108.2 million in May 2019, compared to 
£467.72 million in the same period a year earlier.

Market consensus seems to indicate an expectation 
that this lower level of activity will continue, with 
many management teams wary about what the 
immediate future may hold – not least when it comes 
to Brexit and any new direction from government 
under its new leadership. Suggestions that a General 
Election could be held before the next scheduled 
date of May 2022 may also have played a part in 
companies’ general feeling of uncertainty.

When looking at both new and further money raised 
by sector for the year-to-date at May 2019, all 
but one performed either in line with or below the 
performance seen a year earlier. Only the Financials 
sector showed a noticeable uptick in 2019, reaching 
£752.21 million, compared to £472.54 million in the 
first five months of 2018.

Nevertheless, despite the turmoil that affected all 
UK equity markets in Q4 2018, 8 new IPOs were 
announced, raising more than £100m from the 
issue of new shares.2 As BDO put it in its Direct AIM 
publication in March 2019: “While UK markets have 
seen the IPO pipeline slow in 2018 as compared 
to 2017, the UK still remains a highly attractive 
destination to take up a listing.”

So demand remains, even in the most difficult times.

The first two of these changes came into force on 
30 March 2018, while the third applied from 28 
September 2018. The early notification requirement 
has been introduced to streamline the process 
and reduce the risks of a delay, postponement or 
withdrawal of a proposed admission by eliminating 
any potential issues towards the end of the 
application process.

Overall, these changes should be seen as beneficial 
to investors by seeking to ensure AIM companies 
focus on their corporate governance and cannot 
simply get away with a tickbox exercise. 

Research from the Quoted Companies Alliance 
(QCA) and UHY Hacker Young published in 
December 2018 suggested companies are 
going to have to take greater positive action in 
communicating with their shareholders and other 
stakeholders.3 From a shareholder’s perspective, 
any additional transparency here must be 
favourable.

One notable absentee from the rule changes, 
which had been included in the initial consultation, 
was a potential tightening of the entry criteria. 
The discussion paper had considered whether to 
introduce (1) a minimum free float, or portion of 
a firm’s shares that can be publicly traded with 
the intention of minimising the risk of investors 
exercising little control over the company, and (2) 
a minimum capital raising threshold, bearing in 
mind the increasing market capitalisation of AIM 
companies and the average amount of capital raised. 

This topic generated the greatest level of feedback 
on the LSE’s discussion paper, with “strong support 
that the current approach to free float strikes the 
right balance”. As a result, the LSE concluded it 
would not proceed with these changes.

Another proposal that did not make it through 
was the potential for the LSE to introduce 
concepts such as automatic fines for certain 
explicit breaches. Again, the feedback suggested 
this would not be helpful, given the limited 
breaches that they could be applied to, and as a 
result, the LSE dropped this proposal.

NUMBER OF NEW ISSUES AND MONEY RAISED

SOURCE: LSE AT MAY 2019

IPOs

TRANSFER TO AIM

RE-ADMISSIONS

INTRODUCTIONS & OTHERS

22
new issues

£467.72 
raised

YTD MAY 2018

10
new issues

£108.20 
raised

YTD MAY 2019

Among the examples given as areas that the 
Exchange will generally consider as matters that 
could affect appropriateness under Rule 9, are:

• questions as to the good character, skills, 
experience or previous history of a director, key 
manager, senior executive, consultant or major 
shareholder 

• the rationale for seeking admission to AIM is 
not clear 

• formal criticism of the applicant and/or any of 
its directors by other regulators, governments, 
courts, law enforcement or exchange bodies 

• the applicant has been denied admission 
to trading on another trading platform or 
exchange 

• the applicant has a vague or ill-defined 
business model or business operations 

• corporate structure and business models 
which may give rise to concerns regarding 
appropriateness for a public market

• the applicant holds a derivative or economic 
interest in a material part of its assets or 
business operations via a risky contractual 
arrangement with the owner of the assets or 
operations rather than by owning them itself or 
through a subsidiary

Rule changes

In July 2017, the LSE published a discussion paper 
advancing changes to the AIM Rules, and in March 
2018 it confirmed a number of changes designed 
to raise the entry bar and boost the image of the 
market, to improve the quality of new entrants 
to London’s junior stock market whilst retaining 
accessibility for investors.

MAIN RULE CHANGES

• Early notification: nominated advisers 
(Nomads, see below) must submit a template 
early notification form to the Exchange, prior 
to submission of the Schedule One form, 
setting out key information on the company 
and its proposed admission. Where this is 
not yet available, the adviser must update the 
Exchange when it becomes available. 

• Assessment of appropriateness: AIM Rule 9, 
Schedule Three to the AIM Rules for Nominated 
Advisers now includes a non-exhaustive list 
of matters that could affect an applicant’s 
appropriateness for AIM.

• Corporate Governance: An AIM company 
must provide details on its website of the 
‘recognised corporate governance code’ that 
it has decided to apply, how it complies with 
that code and, where it departs from this, an 
explanation of the reasons for doing so. This 
information is to be reviewed annually.
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Nomads

In April 2018, the LSE introduced changes to further 
tighten up the rules for Nomads (those firms, 
typically comprising investment bankers, who have 
been approved by the LSE to manage the admission 
of new issues to AIM and who act as the effective 
regulator). This included new criteria for an entity 
seeking approval as a nominated adviser, requiring it 
to provide evidence that it:

• is capable of being effectively supervised by the 
Exchange; 

• has appropriate financial and non-financial 
resources; 

• is able to comply with Rules 23 to 25 (which relate 
to its ability to discharge its ongoing obligations 
and maintenance of appropriate records);

• has in place adequate risk management systems 
to ensure that it can identify, assess, manage, 
monitor and control risk appropriately.

These changes, like those introduced in March 2018, 
are designed to increase the checks and balances 
applied to the companies that act as the gatekeepers 
to AIM listings. Nomads are the first line of defence in 
looking at the suitability of a company to be listed on 
AIM, so the tightening rules on these organisations 
should give further comfort to investors that AIM-
quoted companies have been properly scrutinised 
ahead of being accepted onto the exchange.

For those with lingering concerns about the light 
touch regulation of AIM in comparison to the main 
markets, some companies are looking to provide 
more transparency. Research published in February 
2019 by the CFA Institute found fund managers have 
scaled back their spending on research in response to 
the new Markets in Financial Instruments II Directive 
(MiFID II).4 This could be leading to poorer coverage of 
some sectors of the equity market, which in turn could 
lead to a higher cost of capital for smaller companies. 

As Investors Chronicle explained in relation to 
the findings: “Little wonder, then, that some...
have taken the decision to voluntarily disclose 
information that falls outside of their statutory 
obligations. It’s all becoming very respectable.”5 

OTS Inheritance Tax Second Report

On 5 July 2019, the Office of Tax Simplification 
(OTS) published its second and final report from its 
inheritance tax review. In particular, the report looked 
at Business Relief (BR) in some depth, including 
where it applies to AIM shares.

BR was intended to remove the need for the sale 
or break up of family businesses to finance IHT 
payments. While acknowledging this, the OTS said: 
“However, in particular in relation to third party 
investors in AIM traded shares, BR is not necessary 
to prevent the business from being broken up or sold 
in order to fund the payment of Inheritance Tax. This 
raises a question about whether it is within the policy 
intent of BR to extend the relief to such shares, in 
particular where they are no longer held by the family 
or individuals originally owning the business.” 

Despite this anomaly, there’s no specific 
recommendation on this topic and the OTS went on 
to highlight the fact that the government has stated 
its commitment to protecting the “important role that 
BR plays in supporting family owned businesses and 
growth investment in AIM and other growth markets. 
In correspondence and meetings, the OTS has heard 
evidence of its importance in meeting that objective.”

The report also recommended that, for simplification, 
the BR trading test – whereby more than 50% of a 
company’s trading activity must be in BR-qualifying 
trades – could be aligned with the tests for gift 
holdover relief and entrepreneurs’ relief. This sees an 
80:20 split of trading versus investment. Such a move 
would take away some of the versatility currently 
allowed to BR qualifying companies in terms of the 
activities they can trade in and the diversification 
they can bring to their business models. While it’s not 
unusual for Business Relief trading companies to be 
100% dedicated to one qualifying trade, eroding these 
factors for the sake of administrative consistency 
could present an unnecessary threat to the 
methods available to small business to remain agile 
while also benefiting from BR’s original intentions. 

Some of the OTS’ recommendations could open 
up more structures to holding AIM shares in a BR 
compliant manner. It also requested clarification 
on when BR-qualifying assets need to be formally 
valued. Such valuations are generally much easier 
and cheaper for AIM-based BR investments 
than private shares as AIM shares have real time 
valuations freely available.

A quiet future?

The LSE has carried out its review into AIM, and 
made some changes to improve the market’s image, 
so we can now expect a quiet regulatory front for 
the foreseeable future, right? Don’t bet on it.

For a start, the outcome of the OTS’s second 
report on IHT leaves open many questions for the 
government. Given its previous support for BR 
within AIM, it seems unlikely that the government 
would be keen to carry out another review into this 
area. While the OTS questioned whether AIM based 
BR investments are within the policy intent of BR, 
there are no recommendations in relation to them. 
This was in acknowledgement of the government’s 
strong recognition of the important role that such 
reliefs have in helping stimulate investment in 
British businesses.

Indeed, a Treasury spokesperson told FT Adviser in 
September 2018 that they are “fully committed to 
supporting AIM”.6 

We now await the government publishing 
its response – but in the meantime the 
recommendations of this review could yet cause 
further uncertainty in the AIM market.

Given that the new rules were introduced to 
improve AIM’s reputation, it is hard to argue that 
they have had the desired effect, in light of recent 
events. Since these new rules have come into force, 
some high-profile AIM companies have suffered 
headline-grabbing setbacks, such as the collapse 
of both Conviviality and Patisserie Valerie. In the 
case of the former, an aggressive acquisitions 
programme in the period following its arrival on 
AIM in 2013 saw it struggle to keep its focus on its 
core proposition. Industry experts have suggested 

it “massively overpaid” for at least one of its 
acquisitions, as well as suggesting that it failed to 
improve its offering to customers and ultimately 
suffered the consequences.7

Patisserie Valerie, meanwhile, fell into 
administration in January 2019 after significant 
accounting issues.

Regardless of the individual circumstances of 
these companies, these events led industry 
commentators to question whether further rule 
tightening might be necessary. However, the 
advisers and managers that we have spoken to 
accept that investment failures are the nature 
of equity markets and there is a point at which 
regulation can become stifling to growth.

There are also ongoing Thematic Reviews of smaller 
listed and AIM-quoted companies from the Financial 
Reporting Council (FRC). Its report in the first quarter 
of 2019 highlighted five key areas it is focusing on: 

• Alternative Performance Measures (APMs) and 
strategic reports 

• Pension disclosures 

• Accounting policies (including critical 
judgements and estimates) 

• Cash flow statements 

• Tax disclosures

Scrutiny from this perspective should be welcomed 
by investors, as these reviews are looking at the 
internal administration and accounting standards 
of AIM companies, again with the purpose of 
increasing the integrity of those organisations.

  Align BR trading test with that of gift holdover relief and entrepreneurs’ relief

  Open up more structures and trades to BR qualification 

  Greater clarity on valuations of BR qualifying shares

Key recommendations affecting AIM from OTS IHT review
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A closer look at AIM’s new rules

Although AIM can definitely be described as the 
world’s most successful growth market, it has always 
needed to strike a careful balance between too much 
and too little regulation. It was only 10 or so years 
ago that AIM was described by a commentator in the 
USA as a “casino” and any scandal concerning an 
AIM company seems to be covered with relish by the 
financial press, which always likes negative news.

In these circumstances, last year the AIM Rules were 
updated to require nominated advisers to send to 
AIM Regulation an early notification form containing 
specified information on the companies on whose 
IPOs they were working. In addition, existing AIM 
companies and companies undertaking an IPO on 
AIM were required to identify a corporate governance 
regime with which they would comply.

The early notification process seems to have been 
introduced to ensure that only companies appropriate 
to AIM are actually able to join the market. Following 
AIM’s introduction in 1995, this process of assessing 
suitability was part of the nominated adviser’s role, 
but I guess the London Stock Exchange felt that, to 

maintain and improve AIM’s standards, the nominated 
adviser’s assessment would have to be augmented 
by the new process. Certainly I have come across one 
instance (before the new process was implemented) 
of AIM Regulation refusing to admit a company once 
the Schedule 1 notice had been sent. (The Schedule 
1 notice is required to be submitted to the London 
Stock Exchange 10 business days before a company 
is due to be admitted to AIM, in other words after the 
company has incurred most of the expense of an IPO.)  

The early notification process seems to have been 
designed to prevent these (rare) occurrences, 
enabling AIM Regulation to head off any unsuitable 
companies. However, despite what the name implies, 
an early notification can be submitted at any time up 
to the time that the Schedule 1 is submitted, which 
seems to defeat its purposes. Certainly on two IPOs 
I have worked on, the early notification notices were 
submitted fairly late in the process after some of 
the accounting and legal due diligence had been 
completed because the relevant nominated advisers 
wanted to have as much information as possible on 
the IPO candidate companies. 

It is too early to tell whether 
these changes have improved 
the quality of AIM companies

 
The other change, requiring companies to identify a 
corporate governance regime that will be applied is, 
in my opinion, less controversial. Most companies 
were in any event applying the Quoted Companies 
Alliance’s Corporate Governance Code and, since the 
change, most companies seem to have identified 
with this code which is more appropriate for AIM 
companies, rather than the more demanding UK 
Corporate Governance Code, which applies to 
Premium Listed companies.

In conclusion, it is too early to tell whether these 
changes have improved the quality of AIM companies, 
but anything that attempts to do so must surely be 
welcomed, if only to enhance the perception of the 
market.

Chris Searle
Corporate Finance Partner, BDO

Market update / Thought leadership

CURRENT MARKET CONDITIONS
MOVING AWAY FROM VOLATILITY

The AIM All Share suffered a significant drop at the 
end of 2018, and the steeper fall compared to the 
FTSE All Share demonstrates the junior market’s 
greater sensitivity to volatility. In total the sell off in 
the last quarter of 2018 saw the index lose over 20%.

A variety of factors conspired to bring about the 
fall, including geopolitical factors such as fears over 
the US-China trade war, rising US interest rates and 
increasing uncertainty around Brexit.

However, there were also some specific factors 
that hit AIM shares harder than the senior market. 
In particular, the OTS inheritance tax review raised 
some uncertainty in the second half of 2018 around 
the future of Business Relief, with the OTS confirming 
that AIM would be an area it looked at.

Another cause for concern was the rumour ahead 
of the Autumn Budget 2018 that Chancellor Philip 
Hammond was considering making changes to the 
tax system that could affect AIM shares. He had been 
reported to be looking at a number of proposals, 
including changing rules on capital gains tax (CGT) 
in relation to inheritances. However, as these did not 
materialise in the Budget, the concerns have since 
receded somewhat.

Underlining this general concern, rather than a 
more specific issue with a particular class of 
share, UK stock picker James Baker, manager 
of the Chelverton UK Equity Growth fund, said in 
October 2018, “so far, the sell-off has been fairly 
indiscriminate with AIM stocks in general being 
perceived as high risk even if they have strong 

balance sheets and high levels of revenue visibility 
and whatever their sector, with economically less 
correlated stocks being under the cosh just as much 
as more economically sensitive ones.”8 

Even with all the forces that were against it, experts 
have remained confident in AIM: 

“Although AIM clearly had a difficult second half of 
the year in 2018, it has not performed as badly as 
the cocktail of risks it faced might have suggested. 
Market values are still relatively high compared to 
historical levels and 2018 as a whole still saw a 
steady stream of new joiners. In our view, AIM is still a 
very viable market for well run companies with good 
business models and strong investment stories in the 
right sectors.”  - BDO, January 20199

Since the start of 2019, there has been a meaningful 
recovery. There was an initial snapback in the first 
few months of 2019 and although this plateaued, it 
began August trading at around the same level it had 
done back in October 2018.

By July 2019, AIM’s market capitalisation had climbed 
to £101 billion - its highest figure since 2017 and 
second highest since the market was launched in 1995.

One interesting point to note is the performance of 
some of the tax efficient products on the AIM market 
during 2018. A look at the performance of a number 
of Business Relief AIM portfolios tracked by MICAP 
can offer an insight into this, although it is important 
to remember that such investments should be for the 
long term and so can ride out short-term shocks.

FTSE AIM ALL SHARE VS FTSE ALL SHARE
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PORTFOLIO PERFORMANCE
DRILLING DOWN INTO THE PERFORMANCE OF BR MANAGERS DURING 2018

As has already been referenced, AIM lost over 20% 
of its value during the market volatility of the final 
quarter of 2018.

However, investment managers can outperform the 
overall market and many have a track record of doing 
so, meaning that investing in their products can help 
to provide some mitigation in the event of a market 
downturn such as that witnessed in Q4 2018.

Figures from MICAP show that the majority of BR 
managers were able to outperform AIM, which 
suffered an overall 19% drop from the start of 
January 2018 to the end of the year. This compares 
with an average of -15% for the performance of the 
21 portfolios tracked by MICAP in this area over the 
course of 2019.

As the data for these portfolios show, the majority 
performed in the negative mid-teens during 2018, 
somewhat better than the overall AIM market. This 
demonstrates the importance of experienced stock 
picking and being able to find sectors and stocks that 
are not driving the downturn. In the final quarter of 
2018, it was almost impossible not to be affected by 
the volatility, but through careful stock selection some 
managers were able to avoid the worst of the downturn.

It is also important to remember that AIM investments 
- and particularly BR AIM investments - need to be 
viewed over a long-term horizon and as such falls 
suffered in 2018 should not be viewed in isolation.

Looking back over the previous two years, the same 
portfolios have provided strong performances. Of 
the 18 offers that were tracked in 2016, just one 
outperformed the FTSE AIM All Share index, although 
many coalesced around the index’s 16.1% growth 
over the course of the year.

Meanwhile, in 2017, seven portfolios managed to 
beat AIM’s impressive 26% growth, while six more 
were above or near the 20% mark.

This demonstrates the importance of considering 
AIM investments over the long term and this is further 
highlighted by the annual year-on-year price volatility 
of AIM BR portfolios. Notably, 2018’s fall was the first 
since the global financial crisis of 2008 - and is far less 
severe. Given the performance of the AIM market since 
the start of 2019, it is unlikely that the market will follow 
the trend seen in 2007, when a relatively small fall 
precipitated the global financial crisis the following year.

TOP 
PERFORMER

AVERAGE LOWEST 
PERFORMER

AIM BR PORTFOLIO PERFORMANCE 2018
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”Mentioning AIM to investors can bring out a 
multitude of emotions. Our role is separating  

the facts from the fiction.”
—  SAM BARTON, MANAGING DIRECTOR, CLOSE BROTHERS ASSET MANAGEMENT
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Sector performance

It is important to remember that the overall index 
figures don’t always tell the whole story. While the 
volatility affected all global markets in Q4 2018, 
some sectors within AIM still managed to outperform 
the rest of the market. 

For example, the Financial Services sector saw a 
drop of 6.27% during the quarter, while Real Estate 
& Construction saw a fall of 9.26%. When compared 
with the overall drop in the AIM market of over 20%, 
these sectors clearly proved to be more successful 
than the average during the period.

Small business confidence

With new issues in 2019 lagging behind previous 
years, it seems that there remains some uncertainty 
among companies listed on AIM. While this may in 
part be a hangover from the volatility of late 2018, it 
seems likely that wider macroeconomic issues are 
at play.

At an international level, the pound has continued to 
struggle against the dollar over 2019. Having had a 
rally in early 2018, hitting a high of 1.4 against the 
dollar in April that year, sterling has fallen back and 
by June 2019 was trading around the 1.2 mark. 

AIM SECTOR PERFORMANCE
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+ BR, VCT and EIS require a longer term hold that fits well with AIM

+ There are opportunities for value

+ Volatility doesn’t write off a company

+ AIM offers good diversification, including non-UK exposure

+ Manager skill offers the chance to outperform the overall market

This appears to be linked, yet again, to Brexit. As the 
Conservative Party began its leadership process to 
replace Prime Minister Theresa May, comments by 
frontrunner Boris Johnson that indicated he would 
be willing to leave the European Union without 
a deal had hit sentiment and left investors wary. 
Johnson went on to win the contest, becoming 
the UK prime minister, but also sought to temper 
his rhetoric by insisting he was not aiming for a ‘no 
deal’ scenario.

Against this backdrop, market sentiment among 
small businesses has also struggled. The 
Federation of Small Businesses (FSB) quarterly 
survey of members reported in June 2019 that 
seven in ten small firms did not expect their 
performance to improve over the following three 
months, while four in ten expected it to worsen.

The FSB’s confidence measure reached -8.8 in Q2 
2019, down 22 points compared to the same period 
in 2018, marking the fourth consecutive negative 
reading. It is the longest period of negative readings 
since the measure was launched in 2010.

In such a negative environment for SMEs, it is 
perhaps unsurprising that by July 2019, there had 

been only 16 new issues since the start of the year, 
compared to 42 in the same period in 2018.

Having said that, AIM has been maturing well 
and it is important to remember that some larger 
companies also have a presence on the market 
today – it is no longer only for the smaller companies. 
There were just 42 IPOs on AIM last year, compared 
to a high of 387 in 2005. However, according to the 
Financial Times, this “underscores AIM’s increasing 
maturity”, explaining that in 2018 three-quarters of 
AIM’s constituents (by value) were profitable and 
dividend payers represented nearly two-thirds of AIM 
companies. That compares with slightly more than 
half and a third respectively in 2008.

“AIM is no longer dominated by unseasoned 
debutantes with promise.”19

This is underlined by the fact that a number of the 
larger companies on the market, such as ASOS and 
Fever-Tree, have decided to remain AIM-quoted 
companies, rather than making the jump to the 
main market.

The upshot of all this is that investors looking at AIM are 
presented with a wide variety of interesting options.

”More mature, more stable businesses are coming to  
the AIM market, which will allow them to raise expansion 

capital from firms like us to go out and expand.”
—  NIGEL ASHFIELD, MANAGING DIRECTOR AND PARTNER, TIME INVESTMENTS

Market Update / Portfolio performance
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Liquidity remains robust

Unless portfolios are very large it should be possible 
to liquidate a well-diversified AIM portfolio very 
quickly, perhaps within a week, assuming normal 
market conditions. But, in crisis conditions AIM can 
be vulnerable to investors reining in their risk appetite 
and selling off perceived smaller/riskier companies. 
Once that sell-off happens liquidity can dry up.20

AIM trading slowed in the first half of 2019 compared 
to the previous year, with the average daily value of 
shares traded per company quoted on AIM fluctuating 
between £233.5 million and £257.7 million in the 
first five months of the year. That compares poorly 
with the first five months of 2018, when all but one 
had an average daily value higher than £280 million. 
However, by December 2018 it had dipped to £208.6 
million – almost £100 million lower than April 2018’s 
£302 million.

But, to put this in context, the daily average in 2016 
was just £129.3 million.21 

Another potential impact on AIM in mid-2019 was 
the fallout from the suspension of trading of the 
Woodford Equity Income fund. Although this is 
listed on the main market, Neil Woodford has been 
a longtime supporter of alternative investments and 
in the days after the suspension, contagion reached 
certain AIM stocks backed by him.

For example, stocks in pharma company Circassia, 
mattress manufacturer Eve Sleep and Eddie Stobart 

– all backed by Woodford – were all reported to be 
down by over 9% in the week of the suspension.22 

 
Standing the test of time

One key consideration when looking at the recent 
trends in AIM is to remember that, overall, longer 
term returns still look very attractive and stand up 
to scrutiny when compared to other markets. While 
AIM is clearly more volatile because of the relative 
youth and smaller size and assets of many of the 
companies listed on it, the market has stood the test 
of time over the long term.

Even after the volatility at the end of 2018, AIM’s 
market value stood at £91.3 billion. While that was 
down by over £15 billion on 2017, it was still at that 
point the third highest market value that AIM had 
achieved at the end of any year since its inception 
in 1995. By May 2019, its market value had reached 
£104 billion.

Nonetheless, research commissioned by the Financial 
Times to mark AIM’s 20th anniversary in 2015 found 
that investors would have lost money in 72% of all 
the companies ever to have listed on AIM at that 
time.23 Picking the winners is therefore a critical, but 
also highly skilled, aspect when investing in AIM. As 
Paul Marsh at London Business School, who carried 
out the FT’s research, put it: “With more losers than 
winners, the people least equipped to sort the wheat 
from the chaff are private investors, and the people 
best equipped are the professional fund managers.”

TOTAL VALUE OF EQUITIES TRADED ON AIM

SOURCE: LONDON STOCK EXCHANGE
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How AIM benefits from lack of stamp duty

As Britain faces a dramatic change in its trading 
relationships and uncertainty puts the brakes on 
investment, we can’t put off long overdue reforms to 
our tax system any longer.

Stamp duty on shares was put on the chopping block 
by then-Chancellor John Major in 1990. It was due 
to be scrapped in 1991 with the introduction of the 
London Stock Exchange’s paperless dealing system, 
TAURUS. Unfortunately, TAURUS was delayed, then 
scrapped, earning Stamp Duty on Shares a near 30 
year stay of execution. 

For shares trading on AIM, stamp duty was rightly 
abolished in 2014, on the basis that the index 
is a “recognised growth market”. To be classed 
as a ’recognised growth market’, the majority of 
companies traded on that market must have a 
respective market capitalisation below £170 million. 
As AIM matures and larger companies remain on the 
index, we could be moving towards a place where 
AIM is no longer exempt from stamp duty.

But in the meantime, AIM’s special exemption from 
stamp duty is strikingly beneficial when considering 
the negative effects it has on the main markets:

First, by levying a 0.5% tax every time a share 
changes hands it depresses share prices and in turn 
makes raising finance through issuing equity more 
expensive.

Second, it distorts investment. It discourages 
investment in firms that turn over frequently, it deters 
investment in riskier firms where there’s a higher 
premium on liquidity, and as foreign incorporated 
firms are exempt, it leads to an excess number of 
overseas takeovers of British firms.

Third, while the evidence is somewhat mixed, 
transaction taxes can increase daily share price 
volatility. The 0.5% extra cost may discourage 
trading on slight changes in value, leading to sudden 
shifts in price. One study found that when Australia 
halved its stamp duty equivalent, share price 
volatility fell by 25%.

The arguments against stamp duty are stronger now 
than they were almost 30 years ago when abolition 
was first touted. This is because technological 
progress has driven down transaction costs, 
increasing the relative importance of stamp duty 
as a source of transaction costs. In a review of the 
evidence, the Institute of Fiscal Studies estimates a 
10% fall in transaction costs would lead to a 10-15% 
rise in turnover.

Oxera economics estimates the abolition of stamp 
duty would boost share prices on the main markets 
by 7.2%, while the IFS suggest a range between 
3.5% and 14% depending on share turnover 
and dividend yields. This discourages equity 
investment and encourages debt finance, reducing 
financial stability. Unlike other taxes on capital 
such as corporation tax, there are no investment 
allowances on offer.

The key barrier to abolition is the cost. The £3.5bn 
a year it brings in isn’t chump change. But in reality, 
abolition might be cheaper than you think. If the 
impacts on turnover and share prices are at the upper 
end of estimates, then the cost of halving the rate 
could be reduced by 70%. If abolition boosted growth 
as most estimates suggest, then other sources of 
revenue would increase. AIM, on the other hand, 
already reaps the rewards of stamp duty abolition.

Sam Dumitriu
Research Director, The Entrepreneurs Network

Market update / Thought leadership
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AIM IN THE NEWS
TOP NEWS IN 2018-19

Feb AIM investors should hold their nerve despite volatility 
As AIM suffered a difficult start to 2018, experts cautioned against abandoning the market 
altogether and suggested that there remains “scope for growth at a reasonable price on AIM”, 
as Russ Mould, investment director at AJ Bell, put it to the Financial Times.

Apr RA International set to join AIM 

Dubai-based remote site service provider RA International, which specialises in building and 
running bases for humanitarian organisations, governments and global corporations in remote 
parts of the world, was reported to be preparing a £100 million IPO on the AIM market.

Sep AIM governance code requirement to come into force
The LSE’s new rules came into force in two stages in 2018, with the later requirement for AIM 
companies to provide details of a recognised corporate governance code being introduced at 
the end of September. Those in the market were supportive of the measure, which had been 
designed to enhance the reputation of AIM.

Oct Patisserie Valerie finds accounting errors, suspends CFO
Patisserie Valerie, one of the best-known names listed on AIM, revealed ”significant, and 
potentially fraudulent, accounting irregularities”. It immediately suspended finance chief Chris 
Marsh, and warned the discovery had “significantly impacted the company’s cash position”. 
The firm would eventually fall into administration in January 2019.

Dec AIM-ing for growth in 2019
During the difficulties seen at the end of 2018, questions were asked of the LSE’s claim that 
AIM is “powering the companies of tomorrow”. But AIM continued to show signs of a maturing 
market, with dividends less concentrated and more diversified than in the main market.

Jan How Q4 ranks among the worst 20 quarters of the past half century
It’s not just AIM, or even the UK, was the message from Schroders, who pointed out that a 
combination of factors had led to global stocks suffering their worst quarter since 2011. 
A range of factors, from the escalating US-China trade war, to wider concerns over global 
economic growth, led to the falls, they said.

2018

2019

www.ft.com/content/31cba5a0-1315-11e8-940e-08320fc2a277

www.proactiveinvestors.co.uk/companies/news/199017/ra-international-set-to-join-aim-in-100mln-ipo-at-the-end-of-june-199017.html

www.accountancydaily.co/aim-governance-code-requirement-come-force

uk.reuters.com/article/uk-patisserie-hldg-accounts/patisserie-valerie-owner-finds-potential-accounting-fraud-suspends-cfo-idUKKCN1MK0KD

www.investorschronicle.co.uk/shares/2018/12/13/aim-ing-for-growth-in-2019/

www.schroders.com/en/insights/economics/how-q4-ranks-among-the-worst-20-quarters-of-the-past-half-century

Apr Probate rule change will see ‘death tax’ on AIM shares
It was suggested that proposed changes to the rules on probate could see fewer investors 
looking to the AIM market. Experts explained that the new banded structure for probate fees 
would see current Business Relief qualifying investments (including those in AIM shares) count 
towards the calculations for the probate fee due. The introduction of the probate changes was 
delayed due to the ongoing Brexit discussions in Parliament.

Jun Woodford contagion reaches AIM 
Concerns grew that the fallout from the suspension of trading at Woodford Equity Income 
Fund would transfer to the AIM market, where “super star stock picker” Neil Woodford had 
made his name. A number of AIM-quoted companies that Woodford has invested in, mainly 
through his Woodford Patient Capital Trust, suffered falls in value.

Jul Amati AIM VCT To Raise New Capital 
Amati AIM VCT announced plans to raise new capital towards the end of 2019 via a share 
subscription offer. Having seen no new AIM VCT raises for a number of months, Amati Global 
Investors’ plans offered a reminder that there remains interest in the market. It said the 
timing of the share offer and the amount raised will depend upon the availability of suitable 
investment opportunities.

May Pound slides to four-month low after Brexit talks end
Sterling fell on news that cross-party talks between the Conservative government and Labour 
opposition had collapsed. The failure of the talks effectively brought Theresa May’s time as 
prime minister to an end, as well as causing business sentiment to fall as the uncertainty 
around Brexit continued. 

www.telegraph.co.uk/investing/shares/probate-rule-change-will-see-death-tax-aim-shares/

www.bbc.co.uk/news/business-48309235

www.thisismoney.co.uk/money/markets/article-7115671/SMALL-CAP-MOVERS-Woodford-contagion-reaches-AIM.html

www.morningstar.co.uk/uk/news/AN_1561544889120558200/amati-aim-vct-to-raise-new-capital-towards-2019-end.aspx
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CONSIDERATIONS 
FOR INVESTMENT

SMEs AND THE ECONOMY
FRAGILE CONFIDENCE BUT STRONG OPPORTUNITIES

AIM offers a significant 
opportunity to access the tax 
efficient investment market, while 
at the same time supporting young 
and upcoming British businesses. 

It provides these small companies with a regulatory 
environment that can appeal to investors when 
compared with unlisted companies, providing a 
certain amount of clarity and transparency about 
their businesses and the investment opportunities 
that they offer.

Small and medium-sized enterprises (SMEs) continue 
to be critical to the UK economy. Figures published 
by the Department for Business, Energy & Industrial 
Strategy (BEIS) in October 2018 state there were 
5,667,510 private sector businesses at the start of 
2018. SMEs (0-249 employees) made up 5,660,000 
of those businesses, accounting for 99.9% of the 
total. The combined annual turnover of SMEs was £2 
trillion, 52% of all private sector turnover.24

The number of private sector businesses fell by 0.5% 
compared to 2017 (a drop of 27,000 businesses), 
which was the first fall since the index was started in 
2000. However, to put this into context, there were 
still 2.2 million more businesses than in 2000.

Government policy is targeted to help small 
businesses grow and thrive, with a clear recognition 
of their importance to the UK economy. In October 
2018 the Federation of Small Businesses (FSB) 
praised the Chancellor for delivering a “small 
business-friendly Budget”. FSB national chairman 
Mike Cherry said: “Through the Budget, the 
Chancellor is now using the strength of the Treasury 
to back small business.”

And in the 2019 Spring Statement, then-Chancellor 
Philip Hammond described the government’s 
approach as an economic plan “to back the 
enterprise and ambition of British business”.

Given this recognition, the government also 
provides a number of incentives to encourage 
investment into these smaller companies to help 
them scale up and flourish. Acknowledging the 
riskier nature of such investments, there are tax 
incentives that work to encourage people to use 
their money in a tax efficient way, while at the 
same time backing British business growth. 

In June 2019, then-Prime Minister Theresa May 
opened London Tech Week by stating that the 
UK is “one of the best places in the world to 
start and grow a tech business”. Government 
changes to the tax regime around the Enterprise 
Investment Scheme and Venture Capital 
Trusts have encouraged greater investment 
in so-called knowledge intensive companies, 
which may often include technology firms.

CONTRIBUTION OF DIFFERENT SIZED BUSINESSES TO 
TOTAL POPULATION, EMPLOYMENT AND TURNOVER

SOURCE: DEPARTMENT FOR BUSINESS, ENERGY & INDUSTRIAL STRATEGY

“Small businesses are the 
backbone of our economy”
—  Small Business Minister Kelly Tolhurst, launching 
     new investment for small businesses in Jan 2019
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According to Mark Brownridge, managing director of 
the Enterprise Investment Scheme Association (EISA), 
although the government doesn’t compile figures, 
anecdotal evidence suggests that for every £1 
invested via tax efficient schemes, the government 
gets back £4. EISA data shows £20 billion has been 
invested into nearly 30,000 small businesses since 
the EIS was launched in 1994. And figures from the 
Association of Investment Companies (AIC) show 
Venture Capital Trusts (VCTs) have raised £8 billion of 
investments since they were launched in 1995.25

While not all investments through BR, the EIS and 
VCT products will be in AIM-quoted companies, many 
companies on AIM do qualify for these tax efficient 
schemes. 

Changes to AIM in a tax efficient context

AIM isn’t a recognised exchange for the purposes 
of these schemes, meaning that although they can’t 
ordinarily include quoted stocks, the advantages 
of AIM are available to them. This incentivises 
investments into the often newer and smaller 
firms that tend to list on it which are consequently 
considered to be at the riskier end of the spectrum.

Tax incentives are applied to shares in companies 
that qualify as VCTs, EISs and under BR rules. For 
the first two, the incentives include a 30% relief on 
income tax, while BR can reduce inheritance tax to 
zero. The rules around what sorts of companies and 
activities qualify for these reliefs are broadly similar 
and historically AIM has provided a fertile ground for 
investments under these initiatives.

However, changes brought into force in 2018 have 
significantly changed the types of companies that 
can qualify for investment via VCTs and the EIS. The 
new rules now require that every pound invested via 
these schemes is a pound at risk. Although there 
is risk in any investment, the changes mean that 
companies with significant risk mitigants such as 
substantial asset backing and guaranteed income 
streams, no longer qualify for VCT or the EIS.  

Although this risk to capital condition might have 
been anticipated to reduce investor appetite, early 
signs remain positive. According to the AIC, VCTs 
raised £731 million in 2018/19 – the second highest 
amount since their inception and the highest since 
2005/06.26 The EIS, too, has remained resilient, but 
the number of applications being made for advance 
assurance (an indication of the likely number of new 
EIS-qualifying investment opportunities coming 

EIS INVESTMENT (1994-2019)

AMOUNT OF MONEY RAISED 

VCT INVESTMENT (1994-2019)

invested into

£20 
billion

29,770 
companies

invested into

£8 
billion

VCT 
companies

forward) has slowed - although this may be partially 
down to a change in HMRC rules which mean it will 
no longer consider “speculative applications”.27

The risk profile of BR investments has traditionally 
always been lower than the EIS and VCT, but 
these changes may to some extent open up more 
opportunities for BR because some companies will 
now no longer qualify for the EIS or VCT on the basis 
that they are not deemed risky enough.

Over half of BR managed investment services are now 
AIM-focused, while on the other hand AIM shares form 
only a relatively small proportion of EIS offers. Across 
the 61 tax efficient AIM offers ever launched, just five 
have been EIS products, while 34 have been for BR. 
And despite a rise in recent years of VCT products, 
there have still been only 22 VCT offers on AIM. 

This suggests the level of perceived additional risk 
on AIM has always meant that EIS and VCT AIM-
based offers have been far fewer than BR. This is 
partly because the restrictions on the size – both 
in terms of employees and asset value – of EIS and 
VCT qualifying companies mean that a much smaller 
portion of AIM companies qualify for the EIS and VCT 

tax reliefs, and those that do are at the lower end of 
the market where there is less resistance to volatility. 

Although qualification for the tax reliefs requires a 
minimum holding period from just two years (BR), 
where companies meet the regulatory conditions, 
investors are generally advised to consider their tax 
efficient investments on a five to ten year horizon. 

This also fits well with AIM investments, given the 
potential for volatility in the market. Despite peaks and 
troughs, AIM has continued to increase its market value 
since inception, even as the number of companies 
listed on the exchange has been reducing consistently 
since 2007. While investing over the long term is no 
guarantee of success (as this depends on the success 
of the underlying companies invested in), a longer term 
approach to AIM investments can help mitigate the 
higher level of volatility that the market can experience.

For those who may have concerns over the future 
of UK businesses after Brexit, it is also worth noting 
that AIM is not just UK-centric. Currently there are 
over 500 AIM companies with the majority of their 
operations outside the UK, in over 100 countries as 
far afield as the USA and Australia.28

£745m

£1.9bn

VCTs 
(2017/18)

EIS 
(2017/18)

SOURCE: HMRC MAY 2019

There are both advantages and disadvantages of investing in the AIM market as 
opposed to private companies:

BENEFITS DISADVANTAGES

Liquidity: With greater visibility than non-listed 
companies, the AIM market increases the 
opportunity for regular trading

Narrower investment universe: Investment 
managers focused solely on AIM currently have less 
than 1,000 firms to choose from

Transparency: Share price movements and 
valuations are freely available; changes around 
corporate governance mean companies must now 
sign up to a ‘recognised corporate governance 
code’ before they can list

Limited control over investee companies: Outside 
AIM, managers may get a seat on the board of their 
private company investees

Diversification: The ease of access to company 
information and data makes it easier to develop 
a diversified portfolio compared to non-listed 
investments

Higher volatility: Quoted companies are at the 
mercy of market sentiment and could suffer from 
contagion

Considerations for investment / SMEs and the economyConsiderations for investment / SMEs and the economy
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For example, clothing retailer ASOS revealed in its 
April 2019 interim results that international retail 
sales were running over £300 million ahead of UK 
retail sales for the six months to 28 February.29 
Meanwhile Fever-Tree’s annual report for 2018 
reported the drinks company had successfully 
established its own operations in the US.30

And it is not just the companies at the top of 
AIM’s market capitalisation that are expanding 
globally. In April 2018 flexible workspace software 
provider Essensys, ranked 228 on AIM by market 
capitalisation in May 2019,31 appointed a new vice 
president of operations for North America as the 
company looked to “accelerate the expansion of our 
North American business”.32

AIM isn’t just a way to get tax reliefs and there is 
real merit in investing in AIM-quoted companies 
beyond the tax tail wagging the investment dog. 
MICAP figures show there have only ever been 61 tax 
efficient products focused on the AIM market, and 
while these will generally invest in more than one 
company, there are 901 companies quoted on the 
market, many of which will never have had any kind 
of tax efficient investment. It is also worth noting that 
not all firms on AIM will qualify for the tax reliefs, so 
their position on the market has nothing to do with 
tax efficient investing.

This is important to remember, because it means that 
investments on AIM are made by investors not simply 
looking for tax relief, but as serious, considered 
investment opportunities.

Companies that have received BR, EIS, 
VCT funding ahead of AIM listing

Beauhurst has tracked 31,828 high-growth 
companies in the UK since 2011, of which 118 have 
held IPOs. 74 of those listed on AIM and 50 of those 
raised equity from private investors before listing.

In the period 2011 to 2018 they raised £528 million 
before listing, in 132 rounds for an average of £4.06 
million. In many cases, these companies will have raised 
through a combination of SEIS, EIS as well as from VCTs.

On average these companies raised in total £11.8 
million over four deals before listing. Typically a 
company waited 500 days between its last private 
fundraising and its first raising on public markets. 
Because of this delay, the amount raised by companies 
before IPOing appears to decrease year on year but 
this downwards trend is actually reflective of the lag 
between last private issuance and first public issuance.

The top investors into private businesses before they 
go on to list on AIM represent a particular subset of 
institutional investors. They are often the top investors 
into AIM listed businesses because of the sectoral 
preferences present in their portfolio. That is to 
say, because Life Sciences and Medical Technology 
businesses are some of the most likely to list on public 
markets, their private investors are some of the most 
likely to have backed a company that goes on to list.

Index Ventures and the Development Bank of Wales 
are the joint top backers of companies that went 
on to list on AIM. The Development Bank of Wales 
is a prolific investor by virtue of coinvesting in 

most deals that happen in Wales; Life Sciences is 
a sectoral strength of Wales’, so the Development 
Bank’s portfolio has a proportion of companies that 
went on to list. Woodford, through his Patient Capital 
Trust and Equity Income vehicles, is also a prominent 
backer of companies that have listed on AIM. These 
are the companies that would have been a relief 
to Woodford as his fund approached its liquidity 
thresholds – even if in the end they were not enough.

 
 
Although many of the companies that raised privately 
before listing on AIM are in Life Sciences and related 
sectors, the company which raised the most before 
listing was in fact a tissue paper manufacturer. Accrol 
Papers raised £81 million through a combination of 
equity and debt before going on to list in an IPO which 
raised £63.5 million for the company.

Considerations for investment / Thought leadership

Henry Whorwood
Head of Research and Consultancy, Beauhurst

INVESTMENT INTO COMPANIES THAT SUBSEQUENTLY LISTED ON AIM

Funder Manager

Index Ventures Index Ventures 9

Start UP & Early stage capital Bank of Wales 9

Woodford Investment Mngmt Woodford IM 8

IP Group IP Group 7

Syncona Partners Syncona Partners 6

DN Capital DN Capital 5

Invesco Perpetual Invesco Fund Managers 5

Parkwalk UK Tech Fund Parkwalk Advisors 5

Temasek 5

Touchstone Innovations Touchstone Innovations 5

TOP FUNDERS AND NO. OF FUNDRAISINGS 
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£4,545,252,416
amount raised by

Business Relief
investments on 
AIM

“We purchase qualifying AIM shares on our clients’ 
behalf to assist in making their inheritance eligible for 
Business Relief. However, since HMRC do not provide 
a definitive list of eligible companies, a big challenge 
is ensuring our clients have a diversified portfolio to 

maximise the potential tax relief BR can offer.”
—  CHRIS MURPHY, INVESTMENT MANAGER, WALKER CRIPS

SOURCE: MICAP
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PICKING THE STOCKS
A RANGE OF INVESTMENT OUTCOMES

FEVER TREE

The drinks mixer company is perhaps one of AIM’s best-known success 
stories. Admitted to the exchange in November 2014, by the end of that 
year it was delivering earnings per share of 1.54p. By December 2018 
that had risen to 53.38p. Its price reached an all-time high of 3,896p in 
September 2018 and the following month it was named Growth Business 
of the Year at the annual AIM Awards.

Although the company suffered in the falls of Q4 2018, it did stage 
something of a recovery and by June 2019 was trading at around 1,500% 
of its original price when it listed in 2014.33

“We’re not trying to operate a zero failure regime: companies 
will fail and that is the nature of markets and equity finance.”

—  MARCUS STUTTARD, HEAD OF UK PRIMARY MARKETS & AIM AT LONDON STOCK EXCHANGE

XEROS TECHNOLOGY GROUP

The experience of this firm, which specialises in laundry technology, is a 
cautionary reminder of how fortunes can change for firms on AIM. After 
years of strong performance since listing in March 2014, the company has 
suffered a series of falls in share price since the start of 2018. From an all-
time high of 357.5p per share in April 2015, it was trading at 300p per share 
in December 2017, before suffering a continued decline that left it trading at 
6.98p per share by 12 June 2019.

Its struggles have not been pinned on any specific issues, and although it 
has been trading at a loss, that is not uncommon for companies on AIM. 
New contract wins in China announced in 2019 did little to raise its share 
price, while the fact that Neil Woodford had been a strong supporter is un-
likely to bode well for its price in the short term at least.

GAMMA COMMUNICATIONS

Another winner at the 2018 AIM Awards, the communications firm has seen 
consistent long-term growth since arriving on AIM. Listing at a price of 205p 
per share in October  2014, by June 2019 it was trading around 400% higher, 
at around the 1,100p per share mark. It largely outperformed the rest of the 
AIM market and bounced back strongly after the slowdown of Q4 2018.

Earnings per share (EPS) have risen steadily year-on-year, with the 
exception of 2016, and by December 2018 had grown by 24.18% since 
listing. The fact that EPS growth fell back by 5% at the end of 2016, 
compared to the previous year, is a reminder that AIM shares generally  
need to be viewed over the long term.

IDE GROUP

Perhaps underlining the uncertainty that surrounds technology companies, 
IDE Group had been trading comfortably around the 30-40p per share mark 
for a number of years, after listing on AIM in 2010. However, the provider 
of cloud and IT managed services has seen its fortunes fall dramatically in 
recent years.

In September 2018, with its share price trading at around 3.5p per share, 
executive director Ian Smith unveiled its latest set of results, announcing: 
“Having been a director of numerous companies over the years, I can safely 
say these are the worst set of results I have ever had to provide commentary 
for and there is nothing positive to point to.” Unsurprisingly, the share price 
continues to struggle, and by June 2019 was trading below 1p per share.

PERFORMANCE ( (5 YEARS)PERFORMANCE ( (5 YEARS)

SOURCE: LONDON STOCK EXCHANGE SOURCE: LONDON STOCK EXCHANGE
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There are a few things that investors need to bear in 
mind when considering AIM offers. In the context of 
tax efficient investments, it is important to remember 
that the tax tail should not wag the investment: the 
investment needs to stand up and make sense even if 
the tax reliefs were not applied.

As we have already discussed, the recent changes 
to the rules around the EIS and VCT also need to be 
considered, because using these schemes for AIM-
quoted companies will inevitably mean investing in 
companies at the riskier end of the market. However, 
there are also some other emerging changes that 
could have an impact on investment decisions.

As demonstrated by the Beauhurst thought 
leadership article, many companies that list on AIM 
have already been selected and supported not only 
by private investors, but also by private equity and 
venture capital firms, using their expert investment 
selection criteria, techniques and due diligence. 

The potential for follow-on investment from those 
firms would seem to be a good signal to private 

These changes could have implications for AIM 
investors where they have acquired portfolios of BR-
qualifying shares, with the intention of using these 
investments as a way to manage their inheritance tax 
liability. BR qualification has never taken the value 
of those shares outside of the shareholder’s estate 
for the purpose of calculating their estate value. The 
relief simply reduces the IHT applicable on these 
shares to zero. As a result, other estate planning 
methods that do remove assets from the estate, 
such as trusts, could become more beneficial in the 
context of calculating probate fees. 

Nevertheless, trusts can be costly and this expense 
could reduce or even wipe out completely the benefit 
of the reduced probate fee that may be obtained 
on the lower value estate. When considering the 
benefits of and AIM BR-qualifying investment versus 
an additional probate fee cost, there can be clear 
advantages, as shown in the graph on the right.

Originally, it had been planned that the Order would 
come into force on 1 April 2019, however, in March 
that year, an MoJ spokesperson confirmed the 
Order would not come into force as planned and was 
quoted as saying that it would come into force “as 
soon as possible” but that Brexit matters were taking 
precedence.34

“This new banded fee model represents a fair and more progressive 
way to pay for probate services compared to the current flat fee and 
reflects our commitment to protecting access to justice by ensuring 

we have a properly funded and resourced courts system.”
—  PARLIAMENTARY UNDER SECRETARY OF STATE FOR JUSTICE LUCY FRAZER QC MP,  

MINISTRY OF JUSTICE, NOVEMBER 2018

FEES TO BE TAKEN: SCHEDULE 1 OF THE NON-CONTENTIOUS PROBATE (FEES) ORDER 2018

IMPACT OF PROBATE CHANGES

Considerations for investment / Future prospects

On an application where the assessed value of the estate    Fees to be taken

exceeds £50,000 but does not exceed £300,000 £250

exceeds £300,000 but does not exceed £500,000 £750

exceeds £500,000 but does not exceed £1,000,000 £2,500

exceeds £1,000,000 but does not exceed £1,600,000 £4,000

exceeds £1,600,000 but does not exceed £2,000,000 £5,000

exceeds £2,000,000 £6,000

£2m estate 
with £100,000 
in trust outside 
the estate

£20k
£5k

IHT on  
transfer  
to trust  
(no NRB 

available)

probate fee

£40k 
IHT saving

£15k net saving

investors, including from those looking for tax 
efficiencies, who invest alongside them when the 
companies come to be quoted on AIM. 

Probate fees

Personal representatives (executors where they are 
appointed by a will, or administrators otherwise) are 
responsible for dealing with the estate of a deceased 
person. Their authority to receive the assets in the 
estate is proved by a grant of representation, often 
referred to as a grant of probate. 

In November 2018, following a lengthy consultation 
period, the Ministry of Justice (MoJ) laid the draft 
Non-Contentious Probate (Fees) Order 2018 before 
Parliament to overhaul the way probate is granted. 
The existing system of a flat fee of up to £125 for 
bereaved families would be replaced by a sliding 
scale, with the largest estates facing probate fees 
of £6,000.

FUTURE PROSPECTS
WHAT ELSE IS ON THE HORIZON?

£34k net tax saving

£2m estate 
incl. £100,000 
BR investment 
rather than 
moving outside 
the estate*

£40k IHT 
saving £6k 

probate fee

*where no other IHT reliefs apply
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Key information documents

The Regulation (EU) No 1286/2014 on Key 
Information Documents (KIDs) for Packaged 
Retail and Insurance-based Investment Products 
(PRIIPs) was published on 9 December 2014 and 
has applied since 1 January 2018. Depending 
on the investment structure used, some AIM 
investments come under the PRIIPS regulation, 
while some managers and investee companies 
also provide them as part of their efforts to 
demonstrate transparency.

The KIDs must give investors an understanding 
of the financial instrument, providing details such 
as the risks, returns and costs associated with it.

However, in February 2019, a Joint European 
Supervisory Authorities (ESA) statement 
concerning the performance scenarios in the 
PRIIPs KID was issued, recognising that “the 
performance scenarios could, based on the 
recent economic environment, provide an overly 
positive outlook for potential future returns if 
they are taken to be best estimate forecasts”.

Consequently, the ESA recommended that 
providers include an additional warning within 
the section “What are the risks and what 
could I get in return”, under the heading of 
“Performance scenarios”:

“Market developments in the future cannot 
be accurately predicted. The scenarios shown 
are only an indication of some of the possible 
outcomes based on recent returns. Actual 
returns could be lower.”

In July 2019, the FCA annual report confirmed 
it was working with ESA and the European 
Commission on a review of PRIIPs that it said 
would “primarily focus on improving how risk 
and reward are displayed in the Key Information 
Document”.

What the future holds

There are plenty of reasons to see the AIM market 
as a strong opportunity for investment, but as our 
snapshot of company examples has shown, picking 
the winners remains a key - if difficult - aspect for 
investors and, more likely,  investment managers.

This has been underlined by the problems we referred 
to earlier in this report that have been suffered by 
one-time ‘star picker’ Neil Woodford, albeit on the 
FTSE market rather than AIM.

The Financial Reporting Council’s (FRC) thematic 
reviews, the London Stock Exchange’s own recent 
changes to the listing rules to burnish AIM’s 
reputation, plus the Office of Tax Simplification’s 
inheritance tax review all have the potential to 
introduce new considerations for investing in AIM.

However, the market has demonstrated its resilience 
in recent years, not least through its recovery from 
the volatility of Q4 2018.

“We will continue to work closely 
with the European Supervisory 
Authorities and the European 
Commission (subject to the nature 
of the UK’s relationship with the 
EU) as they conduct a full review 
during 2019 of the Regulatory 
Technical Standards under the 
PRIIPs Regulation.” 
—  FCA ANNUAL REPORT 2018-19

Considerations for investment / Future prospects

MARKET RESEARCH
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ADVISER SURVEY
HOW THE ADVISORY COMMUNITY SEES AIM

This survey was conducted over a 
period of three weeks from mid-
June to early July 2019. 

This is different to our previous surveys for these 
reports, which were conducted over the course 
of a year. As a result there are fewer responses 
than last time, but we hope this approach gives a 
timely and focused snapshot of the market as it 
appeared to advisers in those three weeks. A year 
can be a long time in the financial services sector, 
and in this instance such a long survey would have 
resulted in some respondents viewing the market 
from the depths of the volatility seen in Q4 2018, 
while others would have been looking at a much 
more positive landscape.

We had 50 responses and are very grateful to all 
of those who participated. Their answers provide 
valuable insights, although it’s worth remembering 
that many of those we reach out to are already 
involved in tax efficient investments to some 
degree.

DO YOU RECOMMEND AIM 
TO YOUR CLIENTS?

The vast majority of respondents said they 
recommend AIM to their clients, with 82% stating 
they do this sometimes. Anecdotally, some of those 
who do sometimes recommend AIM admit that this is 
only something they have done on a few occasions, 
largely because they feel the conditions for the 
client have to be quite specific to justify an AIM 
investment. It shows that AIM is always on the menu 
for advisers, even if it’s decided that it might not be 
what fits with the client’s diet this time around.

None of the respondents said that they never 
recommend AIM, compared to 32% who responded 
when we last carried out this survey for our 2017-
18 report. Meanwhile, the proportion of investors 
who frequently recommend AIM has increased 
from 10% in 2017-18 to 16% today. Both these 
results could, however, be related to the smaller 
sample of respondents in this year’s survey, where 
those that have chosen to respond tend to be 
the ones that are active in this market already.

FREQUENTLY

16%

SOMETIMES

82%

NO RESPONSE

2%

Market research / Adviser survey

IHT planning remains the overwhelming reason for 
recommending AIM investments, chosen by 98% of 
respondents as one of their top three. It reaffirms 
IHT planning’s position as the dominant factor in 
AIM-focused tax efficient investment decisions by 
advisers, after it also comfortably topped the chart 
in our last report. 

This suggests that advisers see investing in AIM 
as an important option for Business Relief offers 
- something that the government has recognised 
and which was underlined in the Office for Tax 
Simplification’s inheritance tax review second 
report. Despite this, MICAP data shows that there 
were no BR offers launched in the 12 months to 
June 2019. Instead, newly launched VCT offers have 
dominated this market. Current open offers are 
largely historical BR schemes, and this survey would 
suggest there is plenty of appetite from advisers to 
see more of this type of product in the market.

Meanwhile, growth was chosen by 58% of 
respondents within their top three reasons 
for recommending AIM. This has overtaken 
diversification as the second most popular reason 
since the last report, and may reflect the recent 
proliferation of AIM-based VCT products, with the 
attendant need to focus on a higher risk to capital 
and therefore on higher growth companies.

Track record remains one of the key differentiators 
in the minds of the majority of advisers, with 68% 
picking performance history among their top 
three criteria for selecting AIM funds or shares. 
This has been the top choice in our previous two 
reports, demonstrating the value that advisers 
place on an ability to show good past performance 
to clients. Together with the third most favoured 
choice - provider reputation (50%) - this shows the 
importance that advisers and their clients place on 
historical success and effective management.

Transparency of underlying investments is 
the second most favoured choice among the 
respondents and this may reflect the fact that those 
utilising AIM will often be more mature investors 
with a broader experience of investing: they are 
keen to be able to see and understand what it is 
that they are investing in.

Interestingly, ‘third party reviews’ has become 
much more popular with advisers since our last 
report and was listed in the top three criteria by 
42% of respondents. It has overtaken previous 
experience with the provider, suggesting that 
advisers are becoming increasingly confident in the 
AIM market and rather than simply staying with the 
same manager, are branching out to find alternative 
options for their clients.

WHAT ARE YOUR TOP 3 REASONS 
FOR RECOMMENDING AIM?

WHAT ARE YOUR TOP 3 CRITERIA 
WHEN SELECTING AIM FUNDS OR SHARES?

1 IHT PLANNING 56%

2 GROWTH 55%

3 DIVERSIFICATION/RISK MANAGEMENT 38%

TAX PLANNING (NON IHT) 35%

EXPOSURE TO A SPECIFIC SECTOR 12%

OTHER 8%

INCOME 4%

POSITIVE ECONOMIC/SOCIAL IMPACT 4%

1 PERFORMANCE HISTORY 68%

2 TRANSPARENCY OF UNDERLYING INVESTMENTS 60%

3 PROVIDER REPUTATION 50%

THIRD PARTY REVIEWS 42%

PREVIOUS EXPERIENCE WITH THE PROVIDER 30%

INVESTMENT PROCESS/ON PLATFORM 24%

IHT planning still tops advisers’ 
reasons for recommending AIM
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?

ARE ONLY HIGH NET WORTH AND SOPHISTICATED 
INVESTORS SUITABLE FOR AIM INVESTMENTS?

WHAT ARE YOUR TOP THREE CONCERNS 
WHEN SELECTING AIM FUNDS OR SHARES?

HOW HAS THE VOLATILITY SEEN AT THE END OF 
2018 AFFECTED YOUR CONFIDENCE IN AIM?

Unsurprisingly, investment risk remains at the 
forefront of most advisers’ minds when selecting 
AIM funds or shares, cited in their top three by 68% 
of respondents. This is an increase of 11 percentage 
points since our last survey and is perhaps in part 
a hangover from the volatility seen across the 
investment world in the final quarter of 2018. 

There has been a notable rise in concern over a lack 
of liquidity since our last report, with 54% of advisers 
including it among their top three concerns, making 
it the second most cited concern in the list. Again, 
recent developments in the wider investment sector 
may have had a bearing here, with the survey taking 
place during the period when the Woodford Equity 
Income fund had recently suspended trading. While 
this is not an AIM-focused fund, its troubles have 
clearly raised issues around liquidity across the 
investment landscape.

The focus on performance among advisers is at the 
expense of compliance and due diligence, which has 
dropped down the list of priorities for advisers. This 
may suggest that the recent changes instigated by 
the London Stock Exchange Group to polish AIM’s 
reputation have had the desired effect.

Meanwhile, one of the ‘other’ concerns cited was 
the threat that AIM stocks may be overvalued at 
present, making it potentially difficult to find value in 
the market. Anecdotally, this is a concern for some 

As inheritance tax continues to affect a growing 
segment of the population, it is perhaps no surprise 
to see that an increasing proportion of advisers 
believe AIM investments are suitable for all. While 
40% still believe that AIM investments are only 
appropriate for HNW and sophisticated investors, 
54% now believe a wider population can benefit from 
AIM - up from 51% in our last report.

With the vast majority of advisers citing IHT planning 
as a key reason for recommending AIM investments, 
the fact that IHT is affecting more and more people, 
not just HNW individuals, suggests that the future will 
continue to see a steady increase in the proportion of 
advisers choosing AIM investments for a wider pool 
of clients.

40%

6%

54%

NO RESPONSEYES NO

1 INVESTMENT RISK 68%

2 LACK OF LIQUIDITY 54%

3 COMPLIANCE AND DUE DILIGENCE 38%

SUITABILITY 34%

EXIT RISK 30%

HMRC CHALLENGE 26%

LACK OF TRANSPARENCY 24%

NO TRACK RECORD 16%

SECTOR REPUTATION 4%

OTHER 2%

advisers. Further up the market cap range, there are 
AIM companies with high price to earnings ratios 
and these could be the stocks that some of our 
respondents are referring to. 

However, many in the market believe that there are 
still good opportunities for value on AIM, not least due 
to the diversity on offer and the transparency that a 
quoted company must demonstrate. Furthermore, 
recent volatility, plus a move by some away from UK 
equities ahead of Brexit, has left a range of potential 
value opportunities. 

In a clear boost for the AIM market, the vast majority 
of respondents said the volatility in Q4 2018 had not 
impacted their confidence in the index. This perhaps 
demonstrates a recognition that the volatility was 
not simply an AIM issue, but one that affected stock 
markets around the world, big and small.

Nonetheless, it should be noted that the volatility did 
negatively affect confidence for just over a quarter 
of advisers. This demonstrates the importance for 
AIM to show some resilience: the fact that it bounced 
back so well during the first half of 2019 should help 
to bring back some of that confidence. Even within 
this group, however, only a small proportion - 2% of all 
respondents - said that the volatility had significantly 
reduced their confidence in AIM.

For all the uncertainty that Brexit has caused in the 
UK - and in particular feeding into the volatility in the 
financial markets - it seems to have had little impact 
on advisers’ views of the AIM market. Just 10% said 
the uncertainty that the ongoing Brexit discussions 
have caused has made it harder to recommend 
AIM investments. This is clearly good news for the 
companies quoted on AIM.

Some advisers have told us that Brexit has become 
a factor that has to be taken into consideration in 
everything that they do, but it has not made one area of 
investment harder to recommend than another, as its 
impact will be felt right across the investing spectrum. 
Instead, many have caveated advice by simply 
highlighting the fact that the post-Brexit world is an 
uncertain one as long as withdrawal discussions go on.

In some cases, advisers have told us that a small 
number of investors have chosen not to invest, awaiting 
the outcome of Brexit, but this is not AIM-specific.

WHAT IMPACT HAS THE BREXIT 
UNCERTAINTY HAD ON YOUR VIEW OF AIM?

SIGNIFICANTLY 
REDUCED

SLIGHTLY 
REDUCED

NO CHANGE HARDER TO RECOMMEND NO IMPACT

90% 
of advisers say that 
Brexit uncertainty has 
had no impact on their 
view of AIM

10%

90%

2%

26%

72%

Market research / Adviser surveyMarket research / Adviser survey
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As was the case when we last ran this survey, the vast 
majority of respondents expect their use of AIM to 
either increase or stay the same. Just 2% of advisers 
expect their use to decrease over the next two years, 
suggesting that AIM is an increasingly attractive and 
important proposition for advisers and their clients.

There has been a large increase in the number of 
advisers who are expecting to keep their use of AIM 
funds at about the same level over the next two years, 
now hitting 50% of those surveyed compared with 
21% in our last survey. 

A number of factors may be at play here. First, almost 
all of this year’s cohort said they recommend AIM 
already, while 32% said they did not in the previous 
survey. Second, many of those that had been looking 
to raise their involvement with AIM last time around 
may have done so and now reached a level that they 
are comfortable with. Another possible explanation is 
that some may simply be hedging their bets waiting to 
see how various market uncertainties - notably Brexit 
- will play out.

Regardless, AIM is clearly still an important part of 
advisers’ considerations when looking at investment 
options for their clients seeking tax efficiency, and this 
appears set to continue.

18%
82%

DO YOU USE AIM-FOCUSED EIS 
OR VCT PRODUCTS?

WHAT ARE YOUR TOP 3 REASONS FOR NOT 
USING AIM FOCUSED EIS OR VCT PRODUCTS?

WHAT ARE YOUR PREFERRED SECTORS FOR AIM FUNDS OR SHARES?

HOW DO YOU SEE YOUR USE OF AIM FUNDS OR 
SHARES DEVELOPING OVER THE NEXT TWO YEARS?

HOW HAVE THE RECENT RULE CHANGES, INCLUDING THE RISK-TO-CAPITAL 
CONDITION AFFECTED YOUR APPROACH TO AIM-QUOTED EIS/VCT INVESTMENTS?

Despite the fact that the majority of advisers see AIM 
as ideal for inheritance tax planning, the majority 
are not limiting themselves to BR products. Our 
respondents recognise the potential to use AIM for 
EIS and VCT investments (where 100% IHT relief can 
usually be achieved through BR). Given the changes 
to the risk to capital requirements, it is heartening to 
see that 82% still use these products, demonstrating 
that the combination of AIM and EIS or VCT under the 
risk to capital conditions presents a risk level that is 
not too high to consider.

It is also likely that the vast majority of those that do 
use AIM-focused EIS or VCT products would use VCTs 
(in preference to EISs), given that four AIM-focused 
VCT offers were launched in the 12 months to June 
2019, while there have only ever been five AIM-focused 
EIS schemes launched (albeit that two of these are 
evergreen and therefore remain open to investment).

Only a relatively small number of advisers answered 
this question, suggesting that the majority do not 
consider there to be strong general reasons not to 
recommend AIM-based products. It may be that 
most believe the decision is down to the individual 
circumstances of their clients.

Of those that did respond, the top reason was that 
they were unsure whether AIM investments can 
meet the new risk to capital requirements for EIS 
and VCT products. This suggests that at least some 
advisers remain concerned by the impact of the rule 
changes, despite the fact that four VCT offers have 
successfully launched since the new rules came into 
force. It may mean that more education is required.

This issue may also be feeding into the second-
highest choice, as the pool of AIM-quoted companies 
available to EIS and VCT products will be smaller 
because of the risk to capital condition. As AIM 
matures and larger companies remain on the market, 
these are also going to be outside the scope of EIS 
and VCT in most cases.

As in our previous reports, advisers are generally 
not focused on any particular sector when looking 
at AIM, instead preferring to leave that detail to the 
specialist skills of the managers. General enterprise 
and no preference (sector agnostic) make up the 
vast majority of responses, demonstrating advisers’ 
confidence in managers to make the right choices.

Where advisers do focus on particular sectors, it is 
industry and infrastructure that leads the way, with 
30% of respondents referencing this sector. Media 

and entertainment is chosen by just 10% of advisers 
and again this could be related to the rule changes to 
EIS and VCTs, which had been thought likely to bring 
an end to the use of these products in this sector. 

Launches of non-AIM EIS products during 2019, 
particularly one in conjunction with the British Film 
Institute, suggest the sector may yet be able to 
survive and thrive for EIS and VCT products, so it 
will be interesting to watch the adviser community’s 
response to this sector in future surveys.

Once again, there is good news here for the AIM 
market, with the vast majority of advisers not changing 
their approach to advising on AIM-quoted EIS and VCT 
investments. Indeed, 10% of respondents said the rule 
changes had made it easier for them to recommend 
the products to clients.

While this is clearly promising for the AIM market, it 
is important to note that a fifth of respondents said 
it had made them more reticent to recommend these 
products to clients. This may be because these advisers 
had traditionally used EIS and VCT products generally 
for less risky investments, whether on AIM or not. 

YES NO

1 Unsure whether AIM investments can meet 
risk to capital condition for EIS & VCT

55%

2 Not broad enough investment universe 
of qualifying companies

44%

=3 Volatility makes AIM too risky 33%

=3 Not enough control over investee companies 33%

Client perception of AIM riskiness 22%

30%
INDUSTRY & INFRASTRUCTURE

12%
FOOD & DRINK

10%
MEDIA & ENTERTAINMENT

4%
FINANCIAL SERVICES

32%
GENERAL ENTERPRISE

52%
SECTOR AGNOSTIC

10%

EASIER TO 
RECOMMEND

20%

MORE RETICENT 
TO RECOMMEND

70%

NO CHANGE
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ADVISER ROUNDTABLE
VIEWS FROM THOSE CLOSEST TO INVESTORS

What are the main changes you have noticed on AIM 
over the past two years?

DN: It would appear marketing of this area is being 
pushed more into the mainstream, which causes 
some concerns, as it has been partly driven by the 
tapering of the annual allowance for pensions and 
the opportunity for VCT or EIS investment and the 
possible associated AIM exposure. Whilst this is 
an area we monitor, we do not see it as a direct 
replacement for mainstream investment: one of the 
mantras is to not let the tax tail wag the investment 
dog. But the marketing around this seems to have 
become more widespread with some managers 
directing the arena to a broader range of investors. 
I think we will see a continued increase in market 
awareness as the inheritance tax value of estates 
increases. 

NF: We have definitely seen a slowdown in 
performance over the past few years. I mainly use 
AIM for Business Relief, and I find a lot of focus is 
now on the mid-sized companies rather than the 
larger ones. This is to try and add value, because the 
larger companies are deemed overpriced. Two years 
ago, most of the providers we used were picking the 
same, larger companies. This pushes the prices up.  
Some fund managers are still maintaining focus on 
bigger companies, because that is their own strategic 
investment proposition, but the value isn’t there at 
the moment. For this reason, I remain cautious as an 
adviser when selecting an AIM fund manager.

ATTENDEES

“We will see a continued increase in 
market awareness” — DAVID NEALE, BECKFORD JAMES
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Market research / Adviser roundtable

Moderator: Paul Jarvis, Intelligent Partnership

How have the recent rule changes around corporate 
governance impacted the market?

JM: Tightening the corporate governance rules is a 
very good move and it will build more confidence in 
the detail you get from AIM companies, enhancing 
the potential to attract more investors. Things 
like the problems at Patisserie Valerie knocks 
confidence, so anything that can be done to improve 
confidence in AIM companies is a good thing. It is 
hard for any regulation to stop entirely what goes 
on inside a company: if someone wants to operate 
outside what is considered the acceptable remit, 
they will do that. So regulation helps to a certain 
extent but it will not get rid of this completely.

DN: From an investor’s point of view it’s obviously a 
comfort to see this introduced as it does give more 
confidence, although as advisers we are relying on 
portfolio managers to do their due diligence. As we 
see a greater awareness of investment in the AIM 
market by clients, as well as an increase in marketing 
activity from portfolio managers, hopefully the 
governance changes reduce the risk of bad practice 
undermining client investment.

NF: I have witnessed positive feedback and it looks 
like many companies have embraced these changes. 
It is important that the relationship between the 
shareholders and the company directors remains a 
good one and this seems to be helping to achieve 
that.

What has the reaction been to the various macro 
economic impacts, from late-2018 volatility to the 
ongoing Brexit position?

NF: The AIM market has slowed down. There is a lot 
of uncertainty at the moment, which is encouraging 
advisers and investors to look for greater 
diversification. AIM Business Relief portfolios tend 

to have exposure to 30-40 companies, but some 
other non-AIM IHT products can indirectly give 
exposure to 70 or 80 companies, for example where 
you might be investing in one company, but that 
firm’s business is providing loans to a wide range 
of other companies. So indirectly you are getting 
exposure to much greater diversity. Having utilised 
AIM for clients successfully in the past, currently, as 
advisers, I feel we are broadening our horizons and 
due diligence. 

JM: One of the reactions has been heavy share 
price discounting and tightening of liquidity. The 
spreads widen when there is uncertainty, and it 
becomes harder to determine what a fair value is. 
The uncertainty of Brexit is a nightmare for small 
businesses because they do not know where their 
markets are going and where business will be 
coming from. Whatever the outcome, it will provide 
certainty and then businesses will be able to plan 
effectively - it is the uncertainty of not knowing that 
is causing the problem at the moment.

DN: The diversification in the performance across 
various sectors within the AIM market has really 
highlighted the associated risks. For example, 
notwithstanding the decimating effect of the diesel 
change legislation on the sector, the autos sector has 
been on a downward trend ever since the 2016 EU 
referendum result, currently standing around -75%. 
That is not reflective of how mainstream investments 
have performed, so issues such as Brexit have 
highlighted what we already know about the smaller 
company market: it is significantly more risky. It also 
shows the importance of using established AIM 
portfolio managers with a reputation for expertise in 
this field. It highlights that it is all very well marketing 
Business Relief investments in AIM as an opportunity 
to save on IHT, but if the portfolio is heavily invested in 
a sector that reacts to bad news, things can go south 
very quickly, curing the IHT issue in the wrong way.

How do you select AIM fund managers to work with?

JM: We make decisions based on the expertise of 
the manager, and in particular whether they have a 
specialist team. We wouldn’t usually use a generalist 
fund manager who has AIM within their portfolio, 
instead we look for an AIM specialist first and 

“Hopefully the governance 
changes reduce the risk of bad 
practice undermining client 
investment.” — DAVID NEALE, BECKFORD JAMES

“A lot of focus is now on the mid-sized 
companies rather than the larger ones.” 
— NATASHA FATHERS, HAWSONS WEALTH MANAGEMENT

NATASHA FATHERS
HAWSONS WEALTH MANAGEMENT
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foremost. Then we look at what assets they have 
and what special features they may offer.

DN: Our starting point is using a research platform 
such as MICAP, which we use to identify open 
opportunities. We generally shortlist the initial 
opportunities according to a range of criteria 
specific to the individual client case including 
initial investment levels, intended level of portfolio 
diversification as well as portfolio fee structures. 
Where possible, we would look to diversify across 
more than one manager to help mitigate risk. We 
tend to start with managers with known experience 
as we rely on their due diligence at individual 
company level not only to ensure qualifying 
companies but also to identify sound investment 
opportunities.

NF: Primarily, it’s through looking at their knowledge 
of the market and their investment process. I like to 
see a strong investment committee with a good track 
record. Fund managers should be fully aware of what 
they are buying and why. I am a firm believer that AIM 
is a ‘stock picker’s’ market, so it needs that hands-on 
approach. We always look at the costs involved. Many 
investment proposals will have a lot of commonalities 
and it is important to drill down whether those with 
higher fees are able to justify them and if so, how. 
When I get proposals from fund managers, I will 
always study this in depth and research the companies 
being invested in.

What is AIM most useful for, for example, Business 
Relief, the Enterprise Investment Scheme, Venture 
Capital Trusts or other forms of investment?

NF: It is mainly for Business Relief. The two main 
reasons I look to AIM are for BR where clients have 
an aggressive attitude to risk or where the client is 
likely to need access plus the IHT relief in the near 
future (i.e. after 2 years).

DN: In this case, and appreciating that AIM isn’t the 
only remit of BR, EIS and VCT investing, potential 
longer-term investment return coupled with 
inheritance tax efficiency go hand-in-hand. If reliefs 
were withdrawn, we would still want a client to be 
holding something beneficial. However, where we 
do look towards such portfolios, it is most likely to 
be for the inheritance tax efficiency because of the 
growing value of estates, but it needs to suit the 
investment risk appetite of the client. We do look 
at AIM focused VCT products for income tax relief 
as part of a tax-free income source to complement 
retirement planning, again where suitable. That is for 
a small proportion of investors and AIM is really for 
sophisticated investors with a high capacity for loss 
on the amount allocated.

JM: For us, 99 times out of 100 it will be a BR 
product, and occasionally a VCT product. AIM is 
better for liquidity, so it suits BR, and mostly we use 
BR ISA products with AIM. We will only tend to use 
AIM for VCT investments when non-AIM VCTs have 
reached capacity. That’s because if people are going 
to take the level of risk involved in a VCT, we think it 
may as well be for something more aggressive than 
in a pooled investment that an AIM VCT offers. Also, 
if you invest directly, rather than through an AIM VCT 
product, there is a good chance that the VCT will have 
a manager on the board of the company that you are 
investing in.

What are your hopes and concerns for the market 
over the next year and how could the AIM market be 
improved?

JM: Our big hope is for reduced volatility in the 
market. We would also like to see a narrowing of 
spreads: some are very wide, which can create 
expensive trading conditions. I would also hope that 
the share price discounts narrow compared to the 
value. On the flip side, our concerns will obviously 
be that there is greater volatility, and that liquidity 
might become an issue. Perhaps the biggest concern, 

though, would be if there are a couple of high 
profile failures, because of the impact that would 
have on the public perception of AIM. It’s not the 
smaller companies, because you expect a certain 
amount of failure among these, but if some of the 
bigger companies on AIM were to collapse, then the 
negative sentiment that would create would be bad 
for the market.

DN: I hope the market in general will demonstrate 
resilience against import/export type concerns and 
the Brexit backlash in the first instance, though 
we’ve seen how certain sectors have suffered. Aside 
from the general economic influences, an historical 
concern is seen in how readily an AIM company’s 
share price can be artificially hyped by noise around 
it, and how bulletin boards can drive a company’s 
AIM share price incredibly quickly both up and down. 
This doesn’t necessarily support investor confidence 
or help the underlying company. Obviously, this can 
happen on the main market but there is likely to be 
greater liquidity there than in company stocks at the 
very small end of the market as highlighted by the 
recent Woodford turmoil. Hopefully the corporate 
governance changes will increase confidence and 
reduce the risk of high-profile failures or scandals. 
Increased regulation will push up costs, which may 
lead to companies opting not to list and potentially 
removing good opportunities for investors as well as 
fund raising for companies.

NF: My concerns are around the uncertainty in the UK. 
As a result, investors may naturally migrate to what 
they perceive to be lower risk, safer investments, 
such as fixed interest, commodities and cash. 
Meaning the smaller companies are forgotten. Having 
said that, in my experience, AIM is now spoken about 
more widely than ever before. We have had clients 
successfully utilise Business Relief. It is useful to 
have real-life examples of its success when advising 
future clients. The change in focus from the fund 
managers to the smaller/middle sized companies is 
positive as these will benefit from new investment. 

We are now seeing new companies being picked 
and that is exciting. It is always nice when investors 
can say they directly participated in the success of a 
company. 
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“I am a firm believer that AIM 
is a ‘stock picker’s’ market” 
— NATASHA FATHERS, HAWSONS WEALTH MANAGEMENT

“Our big hope is for reduced 
volatility in the market” — JON 
MARSHFIELD, CHARTERED FINANCIAL MANAGEMENT

“AIM is better for liquidity, so 
it suits BR” — JON MARSHFIELD, CHARTERED 
FINANCIAL MANAGEMENT
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INDUSTRY DEBATE
VIEWS FROM THOSE SELECTING AND MANAGING THE INVESTMENTS

How have the last 12 months been for your business 
and what have been your main focuses?

DA: It has been a busy period managing the Adapt 
AIM Portfolios, navigating industry changes 
including MiFID II, an evolving political landscape 
and Brexit uncertainty. While investor optimism has 
been knocked, the portfolios still received healthy 
inflows. The growth potential and business relief 
aspects of AIM ensure it remains attractive.

CM: Over the last year we began to lay the 
groundwork of innovating the way we do business, 
by utilising the best of what service technology 
has to offer. Our core business of Investment 
Management has been working hard alongside 
companion offerings from Wealth Management, 
Pensions and Alternative Investments, utilising the 
innovative software developed by our in-house 
team, to provide clients with quality service.

SD: We have continued to go from strength to 
strength, with our assets under management 
growing to over £3bn. We have continued to steadily 
increase our headcount to ensure that we can 
continue to provide the high levels of customer 
service that we have become known for. One of our 
focuses has been our recent rebrand, which helps 
to better position our business around our vision, 
which is to deliver the best alternative investment 
solutions to the market. From an AIM perspective, 
we have focused on adviser outreach and education. 
AIM has an important part to play but we recognise 
that the AIM market is inherently volatile, so it is 
essential that it is recommended for all the right 
reasons and not just the IHT saving.

SB: It has been an interesting year to say the least! 
Our main focus has been on ensuring that the 
portfolios are well positioned to deliver strong risk-
adjusted returns – with an emphasis on the risks.

JG: Despite the political and economic headwinds, 
we are pleased with our continued success in AIM 
fundraising. Our focus on the larger companies 
in the market and our significant portfolio 
diversification have been key strengths for clients. 
We have also worked hard to make it easier 
for advisers by working with greater numbers 
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of platforms and other ways of accessing our 
portfolio. 

RP: Inflows into our range of AIM products have been 
strong. As ever, our focus has been on delivering 
performance in line with our mandate and maintaining 
high levels of service to investors and advisers.

“The AIM market is inherently 
volatile, so it is essential that it 
is recommended for all the right 
reasons.” - STEPHEN DANIELS, TIME INVESTMENTS

What have been the biggest concerns for you in the 
market over recent years?

CM: At Walker Crips we do our best to view 
challenges not as concerns, but opportunities to 
grow. The recent deluge of industry regulation 
and speculation around Brexit have both posed 
significant challenges. We continue to motivate our 
people, limit costs, and nurture best intentions to 
enable our advancement.

SD: The lack of strong, effective internal governance 
within AIM companies remains our largest area of 
concern. There are too many instances of financial 
irregularities occurring within the AIM companies and 
this is naturally affecting investor confidence in the 
market. Sell side liquidity on the smaller AIM names is 
also of concern, although less of an issue to long-
term Buy and Hold investors such as ourselves.

SB: Obviously, Brexit has been a major concern – 
with such varied outcomes and entrenched views 
on all sides, the only logical reaction has been to 
look for geographic diversification; thankfully AIM 
does offer this. We are worried that central banks’ 
accommodative monetary policy has driven pockets 
of overvaluation, particularly on AIM. As we saw in 
the fourth quarter of 2018, any threat of tightening 
has had a big impact on highly rated stocks. Finally, 
the press surrounding potential changes to IHT has 
been unhelpful for the market.  

JG: Our biggest concern is the over-dramatisation 
in the press of the perception of the AIM market. A 
company failing, or lacking rigorous oversight coupled 
with reporting on the small size companies can give 
the impression that the whole market is poor. This is 
patently not the case and its always the actions of 
the few that tarnish the reputation of the masses. 

RP: The ongoing political uncertainty has not gone 
unnoticed! But our objective remains the same, 
which is to support growth companies over the long 
term and look through short-term market volatility.

DA: There was a rocky period during Q4 2018 where 
we saw a heavy sell-off across global markets. This 
coincided with central banks contemplating raising 
interest rates, making stocks less attractive from 
an investing standpoint. The heightened geopolitical 
risks that have dented market optimism also show 
no signs of fading.

“The press surrounding potential 
changes to IHT has been 
unhelpful for the market.”  
- SAM BARTON, CLOSE BROTHERS ASSET MANAGEMENT

How do you view the market’s prospects going 
forward?

SD: AIM, due to the availability of Business Relief, 
will continue to play an important role in allowing 
growing businesses to access expansion capital 
at a reasonable cost. New names are listing on 
AIM, however the current pace of takeovers (Manx 
Telecom, Safecharge, Telford Homes) means that 
the list of mature AIM companies is starting to 
contract.

RP: AIM does a tremendous job of providing capital 
to growth businesses in all market conditions, and 
we expect that to continue. After all, AIM has done 
this over various cycles already and there’s no 
reason to expect it won’t continue to do so. 
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  CONFIDENCE INSTILLED:  The new corporate 
governance rules instituted by the London Stock 
Exchange Group have had a positive influence on 
confidence in the AIM market and they have made 
it easier for advisers to recommend investing in 
companies quoted on the index. 

  IMPORTANCE OF IHT: Inheritance tax is a big 
part of investors’ considerations when looking at 
the AIM market and while advisers acknowledge 
the tax tail must not wag the investment dog, the 
rising number of people affected by IHT means 
AIM-based BR solutions remain attractive. 

  GROWTH FOCUS ACCEPTED: Managers, 
advisers and investors continue to see the potential 
of EIS and VCT after the risk to capital changes.

  CONCERNS PERSIST: Uncertainty and liquidity 
remain causes for adviser concern when viewing 
AIM (as well as other national and international 
markets).

  AIM INVESTMENT IS HERE TO STAY: The index 
continues to prove popular with both new and 
established companies.

JG: All our prospects are linked to Boris delivering 
Brexit in the coming months. There is inertia 
everywhere and AIM is no different. There are very 
few new share issues. I believe that post-Brexit 
we will all put our best foot forward and re-unite in 
our efforts to improve the UK’s economy and every 
market will benefit as a result. 

SB:  Although the backdrop of Brexit and tariff 
wars are unhelpful, there are some world-class 
businesses on AIM, and barring a few “darlings”, 
valuations look reasonable on a long-term view. So 
while there might be a few pitfalls on the way, we 
are cautiously optimistic about prospects.

CM: The political landscape in the UK has been 
challenging. From an investment manager’s position 
it is complicated at best and frustrating at worst. 
Our AIM team believe that, in terms of growth rates, 
the UK and further afield across the globe have 
shown signs of slowing momentum; though despite 
this caution, pockets of value are still detectable in 
places for the medium to long-term investor. 

DA: The UK market is weighed down by negative 
sentiment surrounding Brexit. The UK economy looks 
strong on some measures, with decades of low 
unemployment, accelerating wage growth and tepid 
inflation. If the new PM delivers a smooth Brexit, we 
should see business sentiment spring back, also 
boosting market prospects.

“The UK economy looks strong 
on some measures.” - DAN APPLEBY, 

BLACKFINCH INVESTMENTS

“AIM does a tremendous job 
of providing capital to growth 
businesses in all market 
conditions.” - RICHARD POWER, OCTOPUS 
INVESTMENTS

What do you think about the creation of a new 
Scottish stock exchange? Will it have an impact  
on AIM?

SB:  Not really. There are two reasons for this – AIM’s 
dominance in smaller companies and the under-
representation of Scottish companies on the market, 
which may be a function of brokers reducing their 
presence outside London.  

DA: There’s nothing wrong with a bit of healthy 
competition! But it would take a lot to knock the LSE 
from the number one spot. AIM is the LSE’s junior 
market, unique in catering to small and growing 
businesses. There’s no other market like it globally, 
so we see little impact.

JG: Anything that can support the growth of 
companies is a good idea. If this helps those 
companies in the regions take the first step in 
the listed journey, then it should be supported.  
The work done suggests that AIM companies are 
typically Southern centric. This and other incentives 
will only help raise awareness and the support for 
growing companies.

CM: If the new Scottish stock exchange encourages 
entrepreneurship and helps innovative businesses 
to grow, then we believe this can only be a positive 
for economies in general. We are unsure what the 
eventual impact on AIM will be as yet, nevertheless 
we continue to monitor the situation.

SD: We will follow the establishment of the new 
exchange with interest. Its success or otherwise 
will greatly depend on the quality and size of 
the companies which decide to list on the new 
exchange and whether HMRC will permit Business 
Relief to be available. We do not feel that this 
market is likely to have a material effect on AIM for 
the foreseeable future.

RP: There have been many junior markets across 
Europe that have tried with little success to emulate 
what AIM has achieved, including some that no 
longer operate. There’s only a handful of Scottish 
companies and it’s not clear why they’d have any 
incentive to move from AIM.

“Anything that can support the 
growth of companies is a good 
idea.” - JONATHAN GAIN, STELLAR ASSET MANAGEMENT

How could the AIM market be improved?

JG: There is a balancing act between supporting 
growing companies and the perception of over-
regulation. Changes introduced last year on Nomads 
has and will continue to ensure companies are 
structured and follow consistent and verified due 
diligence. As ever, improving transparency of all 
disclosures for investors will always be welcome and 
must become the investments world’s number one 
focus – it’s not just a matter for AIM.

DA: The recent accounting scandals of AIM-listed 
companies, including big names like Patisserie 
Valerie, have highlighted the risks of AIM investment. 
They have also raised doubts about the regulatory 
environment. AIM, if used correctly, offers great 
opportunities for growth and increased scrutiny of 
firm accounts, particularly from auditors, should 
protect investors. 

SD: We would always welcome new names to the 
AIM market to stimulate investor interest and to 
improve general liquidity. We would also suggest 
that increased audit and reporting requirements 
should be imposed on AIM companies once their 
market capitalisation reaches a certain threshold. 
This approach would not place an increased burden 
on fledgling businesses but will ensure that an AIM 
company’s governance grows in line with its value.

RP: Leaving the market alone and not changing 
rules for the sake of change would be the best 
thing. Since it launched in 1995, AIM has flourished 
where other markets haven’t by slowly evolving and 
meeting the needs of companies and investors.

CM: There could always be more stringent 
regulations; or at least, more rigorous enforcement 
of regulations. However, it is important to find the 
right balance of an appropriate regulatory framework 
without discouraging companies from listing.

SB: We’d all like better regulation of AIM without 
dampening the market’s entrepreneurial spirit. 
What I’d like to see is more dialogue with market 
participants who are eager to see the market 
thrive. From an investor perspective, we have been 
increasing our engagement with investee companies 
about their corporate governance by regularly voting 
at AGMs and meeting non-executives where we feel 
standards need improvement.  

“It is important to find the 
right balance of an appropriate 
regulatory framework without 
discouraging companies.”  - CHRIS 
MURPHY, WALKER CRIPS

Market research / Industry debateMarket research / Industry debate

Moderator: Paul Jarvis, Intelligent Partnership
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INDUSTRY ANALYSIS This section takes a look at the current 
market of AIM-based tax-advantaged offers. 
Unless otherwise stated, the analysis is 
based on data obtained from the MICAP 
platform and is correct as of June 2019.

Our intention here is to give advisers data on key investment metrics 
– such as costs, minimum subscription and target returns – so that 
they have a reference point when reviewing the market and can 
understand the levels of returns to expect and at what prices.

TERMINOLOGY
WHAT ARE WE TALKING ABOUT?

OFFER STATUS 

Open Offers AIM offers that are raising money at June 2019 

New Offers AIM offers that launched in the 12 months to end of May 2019

Historical Offers AIM offers that launched before May 2018

INVESTMENT STRATEGY 

Growth Investment into trading companies for long-term capital growth 

Growth & Income Investment into trading companies for long-term capital growth and income 

INVESTMENT TYPE 

Alternative  
Investment Fund

A collective investment undertaking which raises capital from a number of 
investors with a view to investing it in accordance with a defined investment 
policy for the benefit of those investors, but does not require authorisation 
pursuant to the UCITS directive. Whoever is responsible for arranging the 
investment must complete an appropriateness test on the investor

Discretionary 
Portfolio Service

Investors contract with an investment manager who will invest their funds on 
their behalf. The FCA Authorised Manager must complete a suitability test on 
each holding and have permission to manage investments

PRODUCT TYPE 

EIS Enterprise Investment Scheme (EIS) is a government-backed investment scheme 
that is designed to help smaller trading companies to raise finance by offering a 
range of tax reliefs to investors who purchase new shares in these companies

BR Business Relief (previously Business Property Relief) reduces the value of a 
business or its assets when working out how much Inheritance Tax has to be paid

VCT A Venture Capital Trust is a company, broadly similar to an investment trust, 
which subscribes for shares in, or lends money to, small unquoted companies. 
A range of tax reliefs are offered to VCT investors to compensate the risks 
associated with this type of investment.
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QUANTITATIVE ANALYSIS
HOW AIM OFFERS BREAK DOWN

AIM offers by sector

There remains a wide variety of companies listed on 
AIM, and of the 901 firms, there is no single sector 
that dominates. As of May 2019, Software & Computer 
Services was the largest sector, with 10.8% of the 
market, followed by Financial Services with 10.3%.

These were the only two sectors to corner more than 
10% of the market share, with Mining having dropped 
back from its leading position in our last report, from 
over 10% in September 2017 to just shy of that mark 
with 9.8% in May 2019.

Having said that, the overall composition of the 
market has remained relatively stable, with no major 
changes. It has the same top 5 as in 2017 and indeed 
the same since our first report in September 2016.

The Other category contains a wide variety of 
sectors that make up less than 1% of the market. 
Demonstrating the continued diversity available 
on AIM, this category includes such sectors as 
Aerospace & Defence, Beverages and Forestry & 
Paper, to name only a few.

However, a small number of companies does 
not necessarily translate into a small market 
capitalisation, as this depends far more on the size of 
company in that sector. For example, just 0.4% of the 
market is comprised of companies in the Beverages 
category, but, thanks largely to the success of Fever-
Tree, the sector has an overall market capitalisation 
of £3.76 billion - far higher than, for example, Health 
Care Equipment & Services, whose companies 
have 3.6% of the market, but a combined market 
capitalisation of £2.73 billion.

AIM offers by market cap size

Underlining AIM’s position as a destination for 
young and growing companies, the vast majority 
of organisations quoted on the market have a 
capitalisation of less than £100m (77% of the whole 
market), with those of £500m or more accounting for 
just under 5% of the overall market.

However, while the overall picture of the market has 
not changed substantially since September 2017, 
there does appear to have been a slight shift higher 
up the market capitalisation range. In 2017, the 
£25 million to £50 million range included over 150 
companies and was much closer to the £10 million to 
£25 million range, with those in the higher brackets 
seeing lower numbers of companies within them. 

Today, though, the three ranges that cover the market 
between £25 million and £250 million are much 
closer together, suggesting that AIM is maturing as 
more companies increase their market capitalisation 
and grow their businesses.

AIM-based tax efficient offers

OVERALL MARKET

A number of investment managers provide products 
that invest in AIM-quoted companies to help clients 
take advantage of the tax efficient benefits that can 
apply. According to the MICAP platform, there had 
been a total of 61 offers in this space by June 2019, 
with the first recorded back in March 2001. 

While growth in the market was initially relatively 
steady, it underwent a major expansion between 
2013 and 2017, with at least six new products being 
launched in each of those years. The best year for 
new offers came in 2017, when 10 were launched. 
Since the start of 2018, however, there have been 
only five new offers launched up to June 2019.

Changes introduced in 2013 allowing AIM shares to 
be held in an ISA helped drive the popularity of some 
AIM focused tax advantaged offers from that date. 
However, the recent slowdown may be explained by 
the changes to EIS and VCT, which pushed up the 
risk requirements of these products. In the case of 
BR, the slowdown may be attributed to uncertainty 
around its future role amid the Office for Tax 
Simplification’s inheritance tax review.

SOURCE: LSE AIM STATISTICS MAY 2019

MARKET COMPOSITION BY SECTOR
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BY PRODUCT TYPE

According to MICAP, as of June 2019 there were 33 
open AIM offers on the market, of which all but two 
were for BR products, while those remaining were 
both for EIS products.

In recent years, VCT has been by far the most 
popular product to be launched. Since November 
2016 there have been 12 VCT products launched, 
with the remaining five in that period being BR 
products. All of the offers launched in the 12 
months to June 2019 were VCT offers, but all closed 
before June 2019.

That means all of the currently open offers - mostly 
BR with two EIS - are historical, having been 
launched over a year ago, which suggests VCT 
managers still see a use for AIM albeit for a short 
window of opportunity for investors (which is not 
unusual for VCTs). 

Meanwhile, there has been a break in the launching 
of new EIS and BR offers, both of which tend to stay 
open longer.

Of the 61 AIM focused tax-advantaged offers ever 
launched, 34 have been BR offers, 22 VCT offers and 
just 5 EIS offers. Given that EIS and VCT have broadly 
the same rules in terms of qualifying companies, it 
may be surprising to see the disparity between the 
number of products available for the two.

However, part of the answer to this could be that, 
as VCTs are listed vehicles themselves, they are 
more comfortable with quoted companies. Marcus 
Stuttard, Head of UK Primary Markets & AIM at 
London Stock Exchange, has referenced this, 
saying that VCTs act as ”important crossover and 
cornerstone investors”. He added that companies 
will often raise VCT finance ahead of an IPO, with the 
investment putting them on a good footing to make 
the jump onto AIM.

Meanwhile, the lack of BR offers launched since 
December 2017 may again be down to the 
uncertainty over IHT following the OTS review - 
although Stuttard underlined that the report does 
acknowledge the government’s commitment to 
protecting the important role that BR plays in 
supporting growth investment in AIM.

BY STRATEGY

Of the 33 open offers available, 69% have Growth 
strategies, while the remaining 31% have Growth & 
Income strategies, which distributes dividends back 
to investors. This is an increase for the use of the 
Growth & Income strategy, underlined by the fact 
that since 2018, the five products launched into the 
market, which are no longer open to investment, all 
followed Growth & Income strategies. 

All AIM-based VCT offers have a Growth & Income 
strategy, which of course is in keeping with their 
ability to issue tax-free dividends.

However you slice this particular pie, what is clear 
from the strategies is that there is a laser-like focus 
on growth, highlighting once again that AIM-quoted 
tax efficient investment offers are perhaps most 
suited to those investors who are more willing, and 
have greater capacity, to take risks with their money. 
Highly risk-averse individuals who are seeking to 
preserve their wealth and dislike volatility should 
look at different tax efficient planning options 
outside of AIM.

BY INVESTMENT TYPE

Of the 33 open investments on offer, there are two 
investment types available: Discretionary Portfolio 
Services and Alternative Investment Fund (AIF).

The main difference between the two investment 
types is that for an AIF, the manager needs to 
complete an appropriateness test on the investor, 
whereas a suitability test must be completed by 
Discretionary Portfolio Services managers. The 
appropriateness test, which is to check that the client 
has the necessary knowledge and experience to 
understand the risks involved with the investment, is 
less onerous than the suitability test, which involves 
identifying and understanding the client’s financial 
background and needs.

While this might suggest becoming an AIF should be 
more popular with managers, the process involved 
and the administrative and reporting burdens for the 
manager may cancel out the benefits of less onerous 
investor checks.

Historically, of the 61 products in this space, 55.6% 
have been Discretionary Portfolio Services, while the 
remaining 44.4% were AIFs. Of the open products, 
however, only one offers the AIF. 

OFFERS BY PRODUCT TYPE

EIS BR VCT

Historical 
offers

Open 
offers

OPEN OFFERS BY STRATEGY OPEN OFFERS BY INVESTMENT TYPE

GROWTH ALTERNATIVE INVESTMENT FUND

GROWTH & INCOME DISCRETIONARY PORFOLIO SERVICE

AIFs were brought in through the Alternative 
Investment Fund Managers Directive in 2013. At that 
time, some managers may have looked to establish 
AIFs, which promised to enhance supervisory practices 
to prevent market instability and improve investor 
protection by requiring enhanced transparency.

However, a number of fairly demanding requirements 
were also introduced by the AIFs, including requiring 
some fund managers that already hold a permission 
to manage investments to be re-authorised, as well 
as introducing new EU-wide ‘passports’ to market 
and manage AIFs.

It may therefore be that the benefits of AIFs proved to 
be outweighed by the additional requirements placed 
on managers and as a result many have reverted to 
Discretionary Portfolio Services.

BY SECTOR

Tax efficient products focusing on AIM investments 
are generally agnostic when it comes to the sectors 
in which they invest, and all products ever captured 
by MICAP have stated General Enterprise as their 
investment sector. However, as we have seen earlier, 
there remains a wide variety of sectors covered by the 
underlying companies that are listed on the AIM market.

“Portfolio diversification is vital when investing in AIM.”
—  JONATHAN GAIN, CHIEF EXECUTIVE, STELLAR ASSET MANAGEMENT
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FEES AND CHARGES
WHAT ARE THE COSTS OF AIM-BASED TAX EFFICIENT OFFERS?

% OF OPEN OFFERS THAT CHARGE EACH FEE OPEN OFFERS CHARGES (%)

NEW OFFERS CHARGES (%)HISTORICAL OFFERS CHARGES (%)
AVG MIN MEDIAN MAX

Initial Charge (total) 2.32 0.00 2.50 6.00

To investor 2.20 0.00 2.50 3.50

To investee company 0.13 0.00 0.00 3.00

Initial Deal Fee (total) 0.08 0.00 0.00 1.00

To investor 0.09 0.00 0.00 1.00

To investee company 0.09 0.00 0.00 1.00

AMC (total) 1.41 0.00 1.50 2.00

To investor 1.41 0.00 1.50 2.00

To investee company 0.00 0.00 0.00 0.00

Annual Admin Fee 0.02 0.00 0.00 0.50

To investor 0.02 0.00 0.00 0.50

To investee company 0.00 0.00 0.00 0.00

Exit Performance Fee 2.50 0.00 0.00 20.00

Exit Deal Fee 0.08 0.00 0.00 1.00

AVG MIN MEDIAN MAX

Initial Charge (total) 0.55 0.00 0.00 2.50

To investor 0.57 0.00 0.00 2.50

To investee company 0.00 0.00 0.00 0.00

Initial Deal Fee (total) 0.32 0.00 0.00 1.00

To investor 0.43 0.00 0.00 1.00

To investee company 0.00 0.00 0.00 0.00

AMC (total) 1.31 0.75 1.25 2.00

To investor 1.31 0.75 1.25 2.00

To investee company 0.00 0.00 0.00 0.00

Annual Admin Fee 0.02 0.00 0.00 0.30

To investor 0.02 0.00 0.00 0.30

To investee company 0.00 0.00 0.00 0.00

Exit Performance Fee 0.63 0.00 0.00 20.00

Exit Deal Fee 0.44 0.00 0.00 1.00

AVG MIN MEDIAN MAX

Initial Charge (total) 3.00 2.50 3.00 3.50

To investor 2.20 0.00 2.50 3.50

To investee company 0.13 0.00 0.00 3.00

Initial Deal Fee (total) 0.00 0.00 0.00 0.00

To investor 0.00 0.00 0.00 0.00

To investee company 0.00 0.00 0.00 0.00

AMC (total) 1.24 0.00 1.60 1.75

To investor 1.65 1.50 1.70 1.75

To investee company 0.00 0.00 0.00 0.00

Annual Admin Fee 0.00 0.00 0.00 0.00

To investor 0.00 0.00 0.00 0.00

To investee company 0.00 0.00 0.00 0.00

Exit Performance Fee 0.00 0.00 0.00 0.00

Exit Deal Fee 0.00 0.00 0.00 0.00

% of total ofers  
(open & historic)

Total Initial Charge 39% 62%

Total Initial Deal Fee 36% 22%

AMC 100% 95%

Annual Performance Fee 3% 19%

Annual Performance Hurdle 3% 19%

Exit Performance Fee 3% 6%

Exit Performance Hurdle 3% 6%

Exit Deal Fee 36% 22%

Total Annual Admin Fee 6% 5%

Exit performance fee 
is more prevalent in 
historical offers

Initial charges are less 
common in current open 
offers than historical or 
new offers

AMC remains by far the 
most popular of the fees 
applied by managers
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INITIAL CHARGES

The number of managers applying total initial charges 
continues to fall. While overall 62% of products 
include this fee, only 39% of current offers apply one 
and that figure is down from the 48% of open offers 
that applied the fee in 2017.

The initial charge to the investee company appears to 
have gone out of fashion entirely, with none charged 
over the 12 months to June 2019, and none charged 
on any of the open offers. 

However, there is an increased initial charge to the 
investor, with the average charge now hitting 3% for 
new offers, up from 1.5% in the 2016/17 tax year. Of 
the currently open offers, the average total initial fee 
is only 0.55%. This would appear to be related to the 
fact that all new offers are VCT products, where there 
are higher initial fees than for BR offers, which make 
up the majority of currently open offers.

AMC

The Annual Management Charge (AMC) remains by 
far the most popular of the fees applied by managers. 
Among the open offers available in June 2019, the AMC 
ranged from 0.75% to 2%, with an average of 1.31%. 
This is in line with the historical figures for the AMC, with 
the majority of offers being in the 1.41% range.

Advisers are reminded that when an offer states an 
AMC, it is charged every year on the investment’s NAV 
regardless of performance, therefore it is important 
to choose a fee level that they and their clients are 
both comfortable with.

PERFORMANCE FEES

Similar to the general BR market, performance fees are 
relatively rare in the AIM space. Just one of the 33 open 
offers charges an annual performance fee, and the 
same is true for new offers. Overall, including historical 
offers, 18% include an annual performance fee. 

Of those offers to include a performance fee, one is 
a BR offer, while the remaining 10 are VCT offers. All 
the VCT offers that charged a performance fee set it 
at 20%, while the BR offer set it at 15% of earnings 
above the relevant hurdle rate.

An exit performance fee is charged when an 
investment is liquidated. The fee is also percentage-
based so the total amount payable depends on how 
much growth the investment has delivered over the 
lifetime of the investment.

MINIMUM SUBSCRIPTION

The glut of VCT products in the market from 2017 
has had a significant impact on the average minimum 
subscription amounts for tax efficient AIM-based 
products, with VCTs typically having much lower 
minimum subscriptions than other types of investment 
wrapper. All new offers between June 2018 and 
June 2019 were VCTs, hence the average minimum 
subscription for this period being just £4,000. 

The fact that the lowest minimum subscriptions 
quoted for new offers are £2,000 with the highest 
at £5,000 highlights the continued opening up of 
tax efficient AIM-based products to a wider market. 
An investor no longer needs to be a high net worth 
(HNW) individual to benefit from the tax reliefs and 
other features of investing in VCTs. Having said that, 
consideration needs to be given to whether it is 
appropriate and whether the risks can be justified 
with such a small amount of investment and the 
subsequent diversification that is possible.

The vast majority of historical offers are BR products, so 
here the average minimum subscription is considerably 
higher, at £61,061. Many BR offers are ‘evergreen’, 
meaning they are open-ended so that capital can be 
invested on an ongoing basis with no termination date. 

None of the BR and VCT AIM-focused offers that have 
ever been launched charged an exit performance 
fee, however, four of the five EIS offers charged this 
fee - all at 20%. This shows that fees and charges on 
AIM tax-advantaged offers tend to follow the norms 
for that particular investment product type. This has 
remained unchanged since our last report in 2018.

Given that so few offers include either a performance 
fee or exit performance fee, it’s important that advisers 
pay attention to offers with these charges as they can 
be substantial when applied. The question is, can the 
investment strategy and portfolio justify the fees?

Another consideration for advisers here is that those 
managers that do charge a performance fee will also 
state an annual performance hurdle: the minimum 
level of return an investment must deliver before the 
performance fee is applied. All the VCT offers with an 
annual performance fee set their performance hurdle 
at 6%, while the one BR offer with a performance 
fee set it at 5%. For the EIS offers with an exit 
performance fee, all of them set the hurdle at 100%.

It is important to think about whether an offer’s hurdle 
rate is reasonable in relation to its performance. More 
fees than are reasonable may be levied if the hurdle 
rate is too low, and high hurdle rates can incentivise 
managers to take unnecessary risks.

DEALING FEES

There are two types of dealing charge – initial deal 
fee and exit deal fee – which are applied when shares 
are purchased and sold respectively. It is interesting 
to note that dealing charges are generally only 
charged by AIM BR offers. 

Of all offers currently open, 36% charge an initial deal 
fee, with the same percentage also charging an exit 
deal fee. While most products that charge one type of 
deal fee also charge the other, that is not always the 
case. None of the offers launched since 2017 have 
included any dealing fees.

All of the currently open products that charge dealing 
fees are BR offers and of them, all but two charge 1% exit 
deal fees (the others being 0.35% and no exit deal fee). 

It is worth highlighting that some managers charge 
a fixed amount for each transaction; this means the 
larger the order, the cheaper the dealing fee on a 
percentage basis, so for such a fee structure it is 
better to trade in large amounts.

OTHER KEY INVESTMENT METRICS
WHAT ELSE NEEDS TO BE TAKEN INTO ACCOUNT?

TARGET RETURNS

Five companies in our register of open and historic 
products explicitly offer target returns. While they 
remain in the considerable minority, this is an 
increase of three compared to our 2017 figures. Two 
of the open offers explicitly include target returns. 
The average annual target returns for open offers is 
9.35%, considerably higher than the 1.5% quoted for 
historical offers.

Although company earnings can be modelled and 
forecasted, their share prices are solely determined 
by buying and selling activities in the market. 
Thus, most managers don’t specify a numerical 
return target, instead, a number of managers set 
outperforming the FTSE AIM Index as their return 
target.

DIVERSIFICATION

We use the target number of investee companies 
stated by the managers as a measure of 
diversification. We consider an offer with a larger 
number of investee companies as more diversified 
than an offer that holds fewer portfolio companies.
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Again, the recent glut of AIM VCT offers has had a 
marked impact on the level of diversification within 
this market, with a considerable increase on the 
average target number of investee companies in 
the new offers compared to historical offers. AIM 
VCTs typically hold a significantly higher number 
of investee companies in comparison to AIM BR 
services, as underlined by the much lower average for 
open offers, which are dominated by BR products. 

The fact that VCTs have a much lower minimum 
investment level than BR but a greater number of 
investees is likely down to the fact that a VCT investor 
is investing in the VCT itself and doesn’t hold any 
shares invested in by the VCT directly. We suggest 
that, because shares in a BR product have to be held 
directly by each investor in order to qualify for the 
relief, this would make it much more labour intensive 
and incur additional fees to invest in as many 
companies as a VCT does, in terms of transferring 
the shares to investors and tracking each individual 
parcel of shares for reporting purposes. Thus the 
administration involved for BR products reduces the 
number of companies they tend to invest in.

The rise in AIM VCT offers since our last report 
has also impacted the historical average, which 
has risen from around 30 in September 2017 to 
over 50 by June 2019. While this does not mean 
that managers today are making these investment 
portfolios more diversified (instead it is a function of 
the type of product being launched), this increased 
diversification is obviously good news for investors 
looking for some insulation against the volatility of 
the AIM market.

TARGET DIVIDEND

Unlike target return, which is not commonly stated 
by AIM managers, just over a third (38%) of all offers 
quote a target dividend to be paid to investors. The 
majority of those that do quote a target dividend are 
VCT offers, while some BR offers also quote this. 
However, none of the EIS offers provide a target 
dividend, in line with EIS rules .

The range of target dividends has narrowed from our 
last report, when figures for September 2017 showed 
offers of between 5% and 6%. That has tightened to 
between 5% and 5.5% in June 2019, and again we 
think this is due to the higher proportion of AIM VCTs 
in the market, which typically offer lower dividends 
than BR products.

TARGET DIVIDEND

OPENHISTORICAL NEW

AVG MIN MED MAX

6%

5%

4%

2%

3%

1%

0%

CONCLUSIONS
WHAT WE LEARNED FROM THE INDUSTRY ANALYSIS

AIM-based tax efficient offers

The market has grown significantly in recent years, 
most notably from 2013 to 2017. However, this 
expansion has somewhat tailed off, with only five 
new products launched between January 2018 and 
June 2019 - half the number launched in 2017 alone.

There are a number of factors that are linked to this 
slowdown. To begin with, the changes that were 
made to EIS and VCT rules at the Autumn Budget in 
2017 and came into force the following April may 
have given managers pause for thought on how they 
structure and position their products. 

Having said that, the four products that were 
launched after the rule changes came into force were 
all VCTs, demonstrating that AIM investments can 
qualify under the higher risk to capital requirements. 
Anecdotally, there have been suggestions that HMRC 
has been slower at giving advance approvals to EIS 
and VCT funds since the new rules have come into 
force, which could also account for a reduced number 
of offers coming onto the market. In terms of BR, 
uncertainty over potential changes to inheritance tax 
with the Office of Tax Simplification’s review may also 
have had an impact.

Another factor that may be impacting the number 
of offers being launched is the volatility that the AIM 
market suffered during the final quarter of 2018. 
Although it has rebounded strongly since then, it may be 
that the volatility combined with the recent introduction 
of the new rules has led some managers to suspend 
their focus on this market for the time being.

Furthermore, the unresolved Brexit position and 
continued negative market sentiment among small 
businesses could have deterred some from choosing 
to launch new products at this time.

Nonetheless, there remain good opportunities for 
tax efficient AIM investments, with all 33 current 
open offers targeting some form of growth strategy. 
Furthermore, the fact that all but two currently open 
offers are for BR products - which are not bound 
by the same risk to capital rules as EIS and VCT - 
suggests that AIM can still offer a strong option for 
steady growth at less challenging risk levels.

Fees and charges

The fees and charges applied by managers for their 
tax efficient AIM products remain broadly in line with 
what we have seen in our previous reports. 

AMC is the most common type of charge quoted by 
AIM managers using tax efficient products, followed 
by initial charge and dealing charges. An annual 
performance fee is quoted by some AIM VCTs, while 
the exit performance fee is found exclusively among 
AIM EIS offers.

Fewer managers appear to be applying initial 
charges, however where initial charges to investors 
are made, they have increased to an average of 3%, 
up from 1.5% in 2016/17. This suggests that advisers 
and investors should look closely where these fees 
are applied to ensure that the benefits are worth the 
increased costs of these charges.

Other key investment metrics

There is good news from the diversification figures, 
where the average number of investee companies 
for new offers is considerably above the number of 
historical offers. This is likely to be down to the rise 
in the number of VCT offers in this space over recent 
years. It should also give investors a level of comfort 
that they are investing in a wide range of underlying 
companies.

Furthermore, the continued reduction in the average 
minimum subscription amount for new offers 
highlights the expanding nature of tax efficient AIM 
investments, as they become increasingly accessible 
to investors, rather than being the preserve of HNWs.

“AIM remains a crucial part of the funding ecosystem for 
smaller companies. Long-term shareholders on AIM are able 
to support businesses with growth capital throughout the 

economic cycle.”
—  RICHARD POWER, HEAD OF QUOTED SMALLER COMPANIES, OCTOPUS INVESTMENTS
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AIM SOLUTIONS

BLACKFINCH
ADAPT AIM PORTFOLIOS

ABOUT THE MANAGER

Blackfinch Investments is part 
of Blackfinch Group, an award-
winning investment specialist 
with a heritage dating back 
25 years. Bringing significant 
experience and expertise with a 
transparent approach, Blackfinch 
is entrusted with over £300 million 
in assets under management and 
administration. Blackfinch holds its 
values as core, constantly adapting 
to and evolving with market 
change.

Blackfinch Investments offers 
tax-efficient solutions to meet 
customers’ needs, reflecting 
legislative developments and 
evolving client requirements. 
Our popular Inheritance Tax 
range draws on Business Relief 
for a more efficient route to IHT 
mitigation. It includes the Adapt IHT 
Portfolios and Adapt AIM Portfolios 
for individuals, and the Thrive 
Corporate Management Service for 
businesses. 

We are focused on safeguarding 
clients’ investments, from targeting 
qualifying businesses, to charging 
lower fees, to working to deliver 
a fair and transparent return. For 
more information, please visit 
blackfinch.com. 

OUR AIM OFFER

The Adapt AIM Portfolios represent 
a discretionary portfolio service with 
the potential benefit of Inheritance 
Tax mitigation after two years. 
The portfolios consist of 20-40 
shares that we believe will qualify 
for Business Relief. The portfolios 
undergo regular reviews by a 
leading tax accountant to identify 
potential risks to Business Relief 
ineligibility. Blackfinch’s investment 
objectives are capital preservation 
and tax efficiency while targeting 
strong returns. Investors choose 
from Income and Growth portfolios, 
differing in selection of investee 
companies and treatment of 
dividends. Both provide flexibility 
and control with access to funds 
as circumstances change.

The Adapt AIM Portfolios combine 
Blackfinch’s tax-efficient specialism 
with the stock-picking expertise 
of Chelverton Asset Management, 
in a partnership exclusive to the 
service. Blackfinch is entrusted with 
over £300 million in assets under 
management and administration, 
including £21 million, as at 16 
July 2019, invested in AIM. A 
leader in tax efficient investments, 
Blackfinch continues delivering 
value through its expertise, quality 
service and transparent approach.

CASE STUDY 

We have invested in kettle safety 
control manufacturer Strix Group, 
because the British love a good 
(and safe) brew! Founder Eric 
Taylor invented his revolutionary 
thermostat during WWII. By 1982 
the business was rebranded 
Strix under Eric’s son. In 2009 it 
celebrated manufacturing its 1 
billionth safety control, followed 
by an AIM listing in 2017. 

We like Strix due to its history and 
potential. Its global addressable 
market limits concentration risk, 
with excellent IP protected by 
patents. The business is now 
expanding into water filtration. It 
owns Aqua Optima, a challenger 
to Brita filters, and has acquired 
the Astrea filtering water bottle, 
bringing further R&D knowledge. 
With demand for cleaner water 
from health-conscious consumers, 
Strix’s expansion offers 
attractive growth prospects.

Strix entered our portfolios on 7 
September 2017. Investment is 
ongoing, standing at £542,639 
on 16 July 2019. Our investment 
advisers, Chelverton Asset 
Management, meet with Strix’s 
management team regularly.

AVERAGE MARKET VALUE (£m)

0%
£0 - £100m £100 - £250m £250 - £500m £500m+

10%

20%
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ADAPT AIM INCOME PORTFOLIO ADAPT AIM GROWTH PORTFOLIO
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CLOSE BROTHERS AM OCTOPUS INVESTMENTS

ABOUT THE MANAGER

In the complex world of finance, 
we deliver clarity and direction. 
Our expertise helps pinpoint what 
matters, guiding the decisions 
that will help you better serve your 
clients.

We are one of the UK’s largest and 
longest established providers of 
high-quality investment services. 

We manage £12+ billion on behalf 
of individuals, charities and 
institutions.

We are part of the Close Brothers 
Group, a FTSE 250 leading UK 
merchant banking group, providing 
lending, deposit taking, wealth 
management services, and stocks 
and shares trading. Established 
in 1878, our strategy focuses on 
developing long-term relationships 
through delivering high levels of 
client service and professional 
expertise to help the people and 
businesses of Britain thrive over 
the long-term.

OUR AIM OFFER

The Close Inheritance Tax Service 
(CITS) is one of the longest running 
AIM-based inheritance tax (IHT) 
services on the market, and has 
a successful track record. Since 
its launch in March 2001, it has 
proved effective in protecting 
clients’ estates from IHT.

Objectives: 

1. To achieve a beneficial 
tax status by capitalising 
on Business Property 
Relief (BPR)1

2. To preserve capital2 and 
achieve growth over the long-
term within the context of BPR

3. To diversify risk across 
sectors, industries and (where 
possible) geographies

Each segregated client portfolio 
holds 25 to 35 AIM (or NEX) quoted 
companies. Sam Barton and 
Stephen Wood have applied the 
disciplined, institutional quality 
investment process since 2008. 

WHAT WE LOOK FOR 

When researching specific 
companies to invest in, we 
consider a range of factors:

Financial structure: a strong 
financial position, visible 
earnings, robust cash flow 
and growing dividends.

Market position and customer 
base: a long trading history, 
blue chip customers, access 
to niche markets, strong 
brands and market leaders.

Other considerations: 
strong management, under-
researched companies and 
those uncorrelated to the 
performance of other assets.

ABOUT THE MANAGER

Since 2000, Octopus has been 
providing advisers and investors 
with solutions they won’t find 
anywhere else, along with fresh 
ideas that help them solve more 
problems. 

As well as being the market 
leader in inheritance tax 
investments and venture capital 
trusts, Octopus also provides an 
easy-to-use cash management 
platform that advisers can use to 
top tier savings rates for clients, a 
product through which investors 
can add property-backed loans 
to their portfolio, and a range 
of investment funds that draw 
on deep experience in smaller 
company and multi manager 
investing. 

Transparent on fees, proactive 
at keeping advisers in the loop, 
Octopus is strongly endorsed by 
financial advice professionals, 
having been awarded five stars 
in the Financial Adviser Service 
Awards for the last five years 
running. Octopus currently 
manages £8.6 billion1 on behalf of 
its customers.

OUR AIM OFFER

The Octopus AIM Inheritance Tax 
Service is for investors who want to 
target growth while reducing their 
estate’s inheritance tax liability. 

The service, which can be held 
in an ISA, invests in a diversified 
portfolio of smaller companies 
that are expected to qualify for 
Business Property Relief. As long 
as shares have been held for at 
least two years and are still held 
when the investor dies, they can be 
left to their beneficiaries free from 
inheritance tax. 

The portfolio is managed by the 
experienced Octopus Smaller 
Companies team, one of the 
largest and most established 
teams investing in AIM companies. 

CASE STUDY 

GB Group combines individual 
identity data with technology to 
provide its corporate clients with 
identity verification intelligence. 
Octopus initially invested in the 
company for the FP Octopus 
UK Micro Cap Growth fund at 
26 pence in September 2010, 
shortly after the company moved 
to AIM from the Main List. 

We made a further initial 
investment for the Octopus AIM 
VCTs at 40 pence in November 
2011, and added GB Group to 
the Octopus AIM Inheritance 
Tax Service in August 2013 at 
100 pence. Across all mandates 
Octopus owns 8% of the company. 

The shares currently trade at 
over 570 pence. GB Group has 
expanded rapidly since we first 
invested. Between 2011 and 
2019 it acquired Capscan, tmg.
tv, CRD (UK), DecTec Solutions, 
CDMS, Logate, IDScan Biometrics, 
Postcode Anywhere, Vix Verify and 
IDology. The company employs 
nearly 1,000 people, compared to 
165 in 2011. Sales have increased 
seven-fold, and GB Group is 
now valued at £1.1 billion.2

1  A company that qualifies for BPR at 
the time of investment may cease to 
qualify for reasons outside our control 
at a later date, which means any tax 
benefits will be lost until the capital is 
reinvested in BPR qualifying company. 

2  This is not a capital protection service 
and your client’s capital is at risk.

1  Octopus Investments, 30 June 2019. 
2  GB Group 5 year performance.

All data as at 30 June 2019. Past performance is not a reliable indicator of future results. CITS launched on 14 March 2001. Performance figures for the Close 
Inheritance Tax Service are stated after annual management and dealing fees, but do not reflect the effect of any initial or administration fees. A reference 
client for each series is used as a proxy for that series and the figures above show the simple average return over all series active in the period under review. 

PERFORMANCE IN DIFFERENT MARKET CONDITIONS
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Monthly market returns

25 of 219 months 69 of 219 months

102 of 219 months 23 of 219 months

SOURCE:  NUMIS SECURITIES AND CLOSE BROTHERS ASSET MANAGEMENT – BOTH USE MID-MARKET PRICES AND ARE SHOWN AS TOTAL RETURN. 

CLOSE INHERITANCE TAX SERVICE OCTOPUS AIM INHERITANCE TAX SERVICE

GB GROUP
30/06/2018 to 

30/06/2019
30/06/2017 to 

30/06/2018
30/06/2016 to 

30/06/2017
30/06/2015 to 

30/06/2016
30/06/2014 to 

30/06/2015

% Return -7.37% 72.82% 27.38% 32.06% 35.62%

SOURCE: LIPPER
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TIME INVESTMENTS
TIME:AIM

ABOUT THE PROVIDER

TIME is an award-winning 
investment manager specialising in 
tax-efficient investment solutions. 
Our original IHT service holds a 
23-year track record and was one 
of the first to utilise BR to offer IHT 
mitigation for investors. Over 4,000 
investors have invested in our IHT 
services to date and we hold a 
100% track record of successfully 
achieving BR.

We have over £500m in BR 
AUM and, with a nationwide 
team of 30 planning experts, 
we are dedicated to supporting 
the adviser community and 
professional connections.

Our mission is to create 
transparent investment 
opportunities that bring long 
lasting peace of mind to investors 
and their advisers by seeking 
defensive performance. To do this 
we have established a culture that 
revolves around our clients.

Recent award wins:

• Service Beyond the Call 
of Duty at the Moneyfacts 
Awards 2018;

• Best BR Investment Manager 
at the Growth Investor Awards 
2018;

• Best IHT Portfolio Service 
at the Investment Week Tax 
Efficiency Awards 2017/18 for 
TIME:Advance.

OUR TIME:AIM OFFER

TIME:AIM uses our unique ‘smart 
passive’ approach to select 
companies listed on AIM for 
inclusion within the portfolios we 
create for investors. Designed 
to offer lower volatility returns 
than the AIM market, TIME:AIM 
will only target AIM listed 
companies that qualify for BR.

Available within an ISA and non-
ISA wrapper, TIME:AIM provides 
investors with the opportunity 
for significant growth potential 
and mitigation of their IHT 
liability after only two years.

TIME:AIM is the only AIM IHT 
Portfolio to use a smart passive 
approach to select companies for 
inclusion within the portfolio. 

It’s our view that the smart passive 
approach provides a robust 
investment strategy which is less 
exposed to human risk factors, 
such as the departure of a fund 
manager or stock picker bias. 

A welcome secondary benefit 
of this approach is that we are 
able to offer this service with 
a significantly lower annual 
management fee than many of the 
traditional AIM BR fund managers.

CASE STUDY 

TIME’s investment team conducts 
a regular, quantitative screening 
process on the constituents 
of AIM. Our process excludes 
companies which are either 
unprofitable or trade on overly 
high valuation multiples. To reduce 
the volatility usually associated 
with the AIM market, our 
screening process also excludes 
companies which operate in 
traditionally high-risk sectors.

All companies in the portfolio are 
regularly monitored to ensure 
that BR continues to be available. 
In the event that a company 
ceases to qualify for BR or 
intends to de-list from AIM, we 
will arrange for the shares to be 
sold as soon as is practicable and 
reinvested in BR qualifying shares 
of a different AIM company.

Unlike most AIM IHT portfolios, 
TIME:AIM uses verifiable financial 
and commercial information 
published by AIM companies 
to determine the portfolio of 
shares for an investor, rather 
than relying on an individual 
stock picker’s opinions regarding 
the future commercial success 
of companies and the quality 
of their management teams. 

TIME’S SMART PASSIVE PROCESS

BR QUALIFYING? VOLATILITY?RISK?SUFFICIENTLY 
LARGE?

EXAMPLE 
FILTERS

AIM 
MARKET

AROUND 30 
HOLDINGS

STELLAR AM
ESP AIM

ABOUT THE MANAGER

Stellar Asset Management was 
formed in 2007 by our chairman 
and CEO, both of whom have been 
at the forefront of tax-efficient 
investment in the UK since the early 
1990s, when they first established 
Close Brothers Investment Limited. 
We are an independent firm, wholly 
owned by our directors and staff, 
and we have been helping clients 
plan to mitigate inheritance tax for 
over a decade. 

We are solely focused on estate 
and succession planning, and our 
clients include individuals, trustees, 
business owners and those with 
lasting powers of attorney. We 
provide a range of tailored services 
and offer the flexibility of investing 
in equities or physical assets such 
as forests, farms and residential 
property. 

No matter which service you 
choose, our fundamental 
commitment is, and always will be, 
capital preservation. We then seek 
to achieve cautious growth which 
can be distributed or reinvested 
to fit your requirements. Currently, 
Stellar has over £300m assets 
under management and growing.

OUR STELLAR ESP AIM

ESP AIM is a discretionary 
managed service, designed to 
provide investors with IHT relief 
after two years. The portfolio 
comprises 40 AIM-quoted 
companies, all of which qualify 
for Business Relief, and aims to 
provide investors with a blend of 
capital preservation and growth 
whilst reducing volatility. 

We believe diversification is key 
to protecting against market 
risk, which is why we offer 
one of the most diversified 
portfolios on the market. We 
hold 40 companies across 
eight of the ten AIM sectors. 
The notable sector exclusions 
from our portfolio are Utilities 
and Oil and Gas and we also do 
not invest in companies which 
typically have a binary outcome. 

We seek to identify companies 
with an uncomplicated business 
model, a strong balance sheet 
with good market valuation and 
liquidity using a ‘bottom up’ 
approach; based on fundamentals 
as opposed to satisfying 
any predetermined category 
definitions or weightings.

CASE STUDY 

In 2014, when Fever-Tree listed 
on AIM, we hesitated at paying a 
substantial price for shares when 
earnings were small, and the 
overall concept was in its infancy.

We invested 28 months later. The 
share price was higher (£15), but 
so was our certainty of a strong 
growth trajectory. Fever-Tree 
products were no longer a niche 
offering, but a regular on British 
supermarket shelves. 

In July 2018 we speculated, 
however, that at 3617p per share, 
further growth might prove 
difficult. Much depended on Fever-
Tree ‘cracking’ America, where 
there is less need for gin mixers. 
We consequently took some profits 
at this level and recycled the cash 
elsewhere in our portfolio. Seeing 
the shares now at 2092p proves 
our intuition was correct. 

Managing a stock like Fever-Tree 
is entirely different to a mature 
business in established markets. 
Both have merit but, given 
that every stock is unique, our 
approach is flexible. 

ESP AIM CUMULATIVE PERFORMANCE
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WALKER CRIPS
 IHT RELIEF PORTFOLIO AIM

ABOUT THE MANAGER

Rooted in tradition. Growing 
through innovation. Two simple 
phrases express the culture and 
exemplify what Walker Crips is; a 
group, able to provide a range of 
services for our clients and the 
financial industry. Walker Crips 
Investment Management has a 
100-year track record in growing 
with clients to make investment 
rewarding. Given the resources to 
develop solutions to meet client 
needs, the York branch of Walker 
Crips Investment Management 
saw the requirement for a 
straightforward AIM portfolio. 
Clear in its intent, The Walker Crips 
IHT Relief Portfolio enables future 
beneficiaries to maximise their 
inheritance.  

OUR AIM OFFER

Approximately 800 companies 
are screened on a monthly basis 
to ensure the most suitable 
collection of holdings within the 
portfolio. Whenever possible, 
the investment team meet with 
company management to assess 
the suitability of the holding for 
the portfolio. To the best of their 
knowledge, the team establish 
whether the holding qualifies for 
Business Relief (BR); continuing 
on to assess the company based 
on its market position, barriers 
to entry, pricing power, the 
sustainability of the business 
model, and more. Finally, the 
investment team evaluate the 
share price valuation; asserting the 
belief that avoidance of overpaying 
for stock is the first and foremost 
action towards limiting downside 
risk and increasing chances of 
long-term positive returns.

CASE STUDY 

Dart Group, the owner of 
Jet2holidays as well as Fowler 
Welch Logistics, features as 
one of our AIM investments. 
We originally invested after 
assessing there was scope for 
growth in the area of low-cost air 
travel, in addition to the shares 
trading at an attractive valuation. 
Acting on our assessments we 
invested upwards of £50,000 
in January 2007, and have 
made additional investments 
as and when necessary. Since 
originally investing, Jet2holidays 
has become one of the UK’s 
biggest tour operators, and 
Fowler Welch has expanded by 
opening new satellite depots. 
Our input in meetings with 
company management give us 
the opportunity to question or 
challenge when appropriate to 
do so, enabling us to defend 
the interests of our clients.

PORTFOLIO CUMULATIVE RETURNS SINCE INCEPTION
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DISCRETE RETURNS 2014 2015 2016 2017 2018 2019 JUNE 28

Median WCIM AIM Portfolio (TR) -5.93% 23.16% 4.99% 10.38% -12.52% 12.80

FTSE AIM All-Share Index (TR) -16.53% 6.63% 16.07% 25.97% -17.12% 7.87%

FTSE All-Share Index (TR) 1.18% 0.98% 16.75% 13.10% -9.47% 12.97%

SOURCE: WALKER CRIPS INVESTMENT MANAGEMENT AND FE ANALYTICS

* SINCE INCEPTION JUNE 25  

** CAPTURED JUNE 28

AIM SOLUTIONS COMPARISON

BLACKFINCH ADAPT AIM IHT CLOSE INHERITANCE TAX SERVICE

MANAGER NAME Blackfinch Investment Management Ltd Close Brothers Asset Management

YEAR FOUNDED 2013 2001

AUM (IN TOTAL) / AUM (ON AIM) £316m / £21m £12bn / £275.5m

DESCRIPTION OF OFFER 

A discretionary service where investors hold 
shares in AIM-quoted companies that meet 
the qualification requirements to obtain 
Business Relief for Inheritance Tax purposes

The Close Inheritance Tax Service (CITS) 
is a specialist discretionary investment 
management service designed to provide 
accelerated relief from Inheritance Tax (IHT) 
by investing in Business Property Relief (BPR) 
qualifying shares quoted on the Alternative 
Investment Market (AIM) and the NEX 
Exchange Growth Market

LAUNCH DATE Growth - 24/06/2016

Income - 15/07/2016
28/03/2001

TAX WRAPPER OR RELIEF Business Relief for IHT & ISA Business Relief for IHT & ISA

NO. OF HOLDINGS 20-40 (Currently 32 - Growth; 23 - Income) 25-35

TARGET FUNDRAISE £30m N/A

INVESTMENT OBJECTIVE

Growth or Income available

1. To achieve a beneficial tax status by 
capitalising on Business Property Relief 
(BPR)*

2. To preserve capital** and achieve growth 
over the long-term within the context of BPR

3. To diversify risk

TARGET ANNUAL RETURN 
(WHERE STATED)

N/A
To preserve capital and generate modest 
growth

LIQUIDITY (DAYS TO EXIT) 14 days 10 days (depending on size of withdrawal)

INCOME (Y/N) Y N

MINIMUM INVESTMENT £15,000 £50,000

MIN INCREMENT £15,000 N/A

INITAL FEE 0% £250 + VAT (one-off charge)

AMC 1.5% + VAT 1.25% + VAT of portfolio value

OTHER FEES
Dealing fee of up to 1%

Additional custodian and settlement charges 
may apply

Dealing fee: 1% on the value of each 
transaction

*  Acompany that qualifies for BPR at the time of investment may cease to qualify for reasons outside our control at a later date, 
which means any tax benefits will be lost until the capital is reinvested in BPR qualifying company.

** This is not a capital protection service and your client’s capital is at risk.
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TIME:AIM & TIME:AIM ISA WALKER CRIPS IHT RELIEF PORTFOLIO

MANAGER NAME TIME Investments Walker Crips Investment Management

YEAR FOUNDED 2011 2007

AUM (IN TOTAL) / 
AUM (ON AIM)

£3bn / £38m £3.3bn / £4.2m

DESCRIPTION OF OFFER 

TIME:AIM uses our innovative ‘smart passive’ 
approach, designed to reduce the volatility of 
returns and remove stock picker bias. TIME:AIM 
only targets AIM listed companies that qualify 
for BR, offering the potential for growth and IHT 
mitigation. TIME:AIM can be held within an ISA or 
non-ISA wrapper

This portfolio enables the best intentions of 
the UK government. By applying tax benefits 
made available to the investors of burgeoning 
companies, your Walker Crips investment 
manager can assist in investing towards 100% 
tax relief

LAUNCH DATE November 2016 25/01/2007

TAX WRAPPER OR RELIEF

Business Relief and ISA
ISA Wrapper permitted, IHT relief once shares held 
for 2 years, no Stamp Duty Reserve Tax

NO. OF HOLDINGS 30 33

TARGET FUNDRAISE N/A N/A

INVESTMENT OBJECTIVE
Growth

Capital Growth with IHT mitigation once shares 
held for 2 years

TARGET ANNUAL RETURN 
(WHERE STATED)

N/A 3%

LIQUIDITY (DAYS TO EXIT)

Withdrawals processed monthly; sales proceeds 
sent to investors within 14 days of selling shares

5 business days, subject to markets

INCOME (Y/N) N Y

MINIMUM INVESTMENT £25,000 or £15,000 for ISA applications £50,000

MIN INCREMENT £15,000 N/A

INITAL FEE 1% + VAT
Varies: for £50,000 investment, approximately 
£1,200

AMC 0.8% + VAT
1.5% £50,000 to £250,000; tiered scale 
decreasing on higher value portfolios (+ VAT)

OTHER FEES 1% Dealing 1% transaction cost - min £20, max £100

OCTOPUS AIM INHERITANCE TAX SERVICE STELLAR ESP AIM

MANAGER NAME Octopus Investments Stellar Asset Management

YEAR FOUNDED 2000 2007

AUM (IN TOTAL) / 
AUM (ON AIM)

£8.6bn / £1.8bn £300m / £74m

DESCRIPTION OF OFFER The Octopus AIM Inheritance Tax Service offers 
a fast and flexible solution to inheritance tax 
planning, while providing the potential for 
significant capital growth through investment 
into a portfolio of 20-30 companies listed on 
the Alternative Investment Market (AIM). The 
Octopus AIM Inheritance Tax Service is also 
available within an ISA wrapper

Stellar ESP AIM is a discretionary investment 
management portfolio service providing 
investors with the opportunity to mitigate their 
inheritance tax liabilities and generate capital 
growth from companies quoted on AIM. Investors 
can obtain 100% relief from inheritance tax after 
two years by investing in Stellar ESP AIM, as all 
companies in the portfolio qualify for Business 
Relief. Investors’ capital will be invested in up to 
40 companies to maximise diversification

LAUNCH DATE June 2005 01/01/2014

TAX WRAPPER OR RELIEF

BPR Qualifying. Can also be held in an ISA

An investment will be considered relevant business 
property and therefore after two years it qualifies 
for 100% relief and will be outside an estimate for 
inheritance tax. Stellar ESP AIM can also be held 
within an ISA. An AIM portfolio invested through an 
ISA wrapper not only offers relief from inheritance 
tax but retains existing ISA income tax and capital 
gains tax advantages (i.e. all income is received 
with no further liability to income tax and any 
capital growth will be free of capital gains tax)

NO. OF HOLDINGS 20-30 40

TARGET FUNDRAISE N/A N/A

INVESTMENT OBJECTIVE
BPR qualification and capital growth

To mitigate inheritance tax liabilities and 
generate capital growth for investors, higher 
than that of the FTSE AIM All-Share index

TARGET ANNUAL RETURN 
(WHERE STATED)

N/A To outperform the AIM All-Share index

LIQUIDITY (DAYS TO EXIT)

Trade within 2 days

Redemptions can be made at any time subject 
to 10 days notice. ESP AIM intends to provide 
investors with access to their capital within 10 
working days of the investor’s request, subject 
to liquidity

INCOME (Y/N) N N

MINIMUM INVESTMENT £25,000 £20,000

MIN INCREMENT £20,000 N/A

INITAL FEE 2.5% Octopus initial charge (for advised 
investments)

0.50%

AMC 1.5% + VAT per annum Octopus annual 
management charge (for advised investments)

0.75%

OTHER FEES
1% dealing fee (on the purchase and sale of all 
shares within the portfolio); adviser initial charge 
and ongoing fee agreed with your client

Dealing fee of 1%; administration fee of 0.25%; 
1% dealing out fee*

*When investing via a wrap platform this service has a different fee structure - please check with Stellar for platform specific information. VAT is also payable, where applicable, 
as is Government stamp duty and any other charges levied by exchanges, clearing houses or other authorised bodies which may be relevant to the investor’s dealings. Adviser 
charging, and non-advised commission can be facilitated by an investment in ESP AIM. Intermediaries who are permitted to receive commission (e.g. for execution only clients) 
can be paid initial commission, usually at the rate of 2.5% of the investment amount, plus annual “trail commission” usually at the rate of 0.5% of the values of the investment 
they have introduced.

AIM SOLUTIONS COMPARISON



72 73

CONCLUSIONS

REPORT CONCLUSIONS
SUMMARY OF OUR FINDINGS

1. 
 
VOLATILITY SHOULD NOT BE 
A DETERRENT 

As you will have noticed, 
‘volatility’ has become 
something of a watchword 
throughout this report and 
the reverberations of the final 
quarter of 2018 continue to be 
felt. In our last report on the 
AIM market, the relative lack 
of volatility seen during and 
following the Brexit referendum 
was highlighted, but like any 
market, AIM is susceptible 
to geopolitical and economic 
forces and so it proved in 2018.

However, its strong and steady 
recovery in the first half of 2019 
has demonstrated the market’s 
underlying resilience, as well as 
the confidence of investors that 
AIM remains a good place to put 
their cash. Indeed, the index has 
confirmed its moniker as “the 
world’s leading growth market” 
and demonstrated its growing 
maturity in recent years as a 
number of large companies have 
chosen to remain on AIM - or 
even jump from the main FTSE 
index to take advantage of the 
junior market’s growth potential.

2. 
 
RULE CHANGES 
APLENTY

New corporate governance 
requirements are designed to 
give further comfort to investors 
and have served to underline 
AIM’s growing maturity.

The collapse of some major 
AIM companies - albeit for 
differing reasons - has led to 
calls for tighter rules across the 
investment market. However, 
Marcus Stuttard, Head of UK 
Primary Markets & AIM at 
London Stock Exchange, told 
us in July 2019 there are no 
further rule changes planned 
and in general the market seems 
comfortable with this. The 
increased emphasis on the risk to 
capital of investments through 
VCTs and EIS has had a limited 
impact, although this may have 
contributed to a slowdown in the 
number of these products coming 
to market since the start of 2018.

However, concerns over potential 
changes remain. The OTS 
inheritance tax review’s second 
report suggested the government 
should consider the relationship 
between BR and AIM. While it 
recognised the government 
is strongly supportive of BR’s 
important growth investment 
role in AIM, it remains to be seen 
what approach Boris Johnson’s 
administration might take.

3. 
 
BREXIT IS A DRAG, BUT IT 
WON’T LAST

We hope that in future 
editions, we will not have to 
use the ‘B-word’, at least not 
in the context of a pervasive 
undercurrent of uncertainty. 

However, for advisers, 
investors, managers and 
investee companies alike, the 
lack of clarity on what Brexit 
will eventually look like remains 
a constant source of concern, 
even if in most cases it is 
background noise. Its impact on 
market sentiment, both among 
investors and small business 
confidence, and the continued 
craving for long-term clarity has 
been apparent throughout this 
report. 

The good news is that there is 
a general consensus that once 
a final Brexit position is agreed, 
the investment climate will 
improve. 
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SWOT ANALYSIS
OVERVIEW OF AIM

STRENGTHS WEAKNESSES OPPORTUNITIES THREATS

 Regulatory changes 
introduced by LSE, as 
well as those through 
the Markets in Financial 
Instruments II Directive 
(MiFID II), are creating 
greater credibility and 
transparency in the 
market, especially 
when compared with 
the relative opacity 
of unquoted stocks.

 Volatility seen in Q4 
2018 cannot be ruled 
out in the future and 
those not looking at 
these investments 
over the long term 
will be particularly 
exposed to potential 
fluctuations.

 Recent Brexit 
concerns and volatility 
have affected a 
wide range of UK 
equities, leaving some 
companies on AIM 
with strong statistics 
and prospects 
undervalued.

 Brexit remains an 
unknown quantity 
that could sharply 
affect both investor 
confidence and 
the willingness of 
smaller companies 
to grow and expand 
their businesses.

 Liquidity remains 
strong with a healthy 
trading of secondary 
shares that cannot 
be found in other 
unquoted stocks.

 Potential exists for 
contagion to hit stocks 
quoted on AIM as a 
result of concerns over 
those listed on the 
main FTSE exchange, 
as seen in the wake 
of the problems at 
Neil Woodford’s 
Equity Income Fund.

 Tax efficient 
investments, 
particularly BR, have 
outperformed the 
general AIM market 
over recent years.

 Some companies 
further up the index 
have high price to 
earnings ratios used 
for their valuations, 
which could signal 
over-valuation.

 Increased 
diversification within 
the tax efficient 
products that are 
available on the 
market should insulate 
investors to volatility 
to some extent.

 Although there 
is a wide range of 
sectors represented by 
companies on AIM, the 
number of firms now 
quoted is continuing to 
reduce, meaning the 
scope for investors is 
becoming more limited.

 AIM-quoted EIS 
and VCT investments 
can still qualify for 
the tax reliefs even 
after the tightening 
of the rules around 
the risk to capital 
in such schemes.

 Continued negative 
sentiment within 
the small business 
community could 
affect the number of 
companies looking to 
grow on AIM and the 
number of IPOs could 
continue to dwindle.

 The conclusion 
of the OTS review 
into inheritance 
tax underlined 
the government’s 
commitment to AIM 
as an important 
supporter of small 
British businesses.

 There is still some 
uncertainty among 
advisers over whether 
AIM investments can 
meet the new risk to 
capital requirements 
for EIS and VCT 
products, despite some 
VCT offers having been 
successfully launched 
since the rule changes 
came into force.

 As inheritance tax 
take continues to 
rise, a larger pool of 
investors are seeking 
tax efficient homes 
for their money.

 As more mature 
companies remain 
on or switch to 
AIM, questions may 
be raised over its 
‘unlisted’ status for 
the purpose of tax 
efficient investments.
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PROVIDE 
FEEDBACK E-LEARNING

CLAIM 
YOUR CPD

Intelligent Partnership has 
achieved accredited status for 
AiR from the CISI, CII and PFS. 
Members of these professional 
organisations represent the ma-
jority of the insurance, investment 
and financial services industry. 
Readers of the industry report 
can claim one CPD hour towards 
their CISI, CII or PFS member CPD 
scheme for each hour spent on 
the report, up to a total of four 
hours. The CPD hours claimed 
should reflect the length of time 
spent studying the material.
The review process included an 
assessment of the technical ac-
curacy and quality of the material 
against CPD Accreditation stand-
ards. Achieving the recognised 
industry standard afforded by 
these organisations for this report, 
and our training, demonstrates 
our commitment to delivering only 
balanced, informative and high 
quality content to the financial ser-
vices and investment community.
In order to obtain CPD and meet 
accreditation standards, readers 
must complete a short question-
naire and provide feedback on the 
report. This includes 12 multiple 
choice questions to demonstrate 
learning and a feedback form 
to assist in the compilation and 
improvement of future reports.

To claim CPD please visit:
Intelligent-partnership.com/cpd

Intelligent Partnership actively 
welcomes feedback, thoughts 
and comments to help shape 
the development of this industry 
report, with a particular interest 
in the topics readers would like 
to be covered in more detail in 
interim and future annual reports.
This report is produced on an 
annual basis and is compiled 
through the conducting of research 
and surveys with providers, 
promoters and practitioners within 
the alternative investment industry. 
Greater participation, transparency 
and fuller disclosure from industry 
participants should help foster best 
practice and drive out poor practice.
Feedback can be given on the 
website or via email:

Intelligent-partnership.com/
feedback

Reports@intelligent-partnership.com

Participation and feedback are  
gratefully received.

Intelligent Partnership has created 
a series of accredited e-learning 
courses for regulated advisers, 
paraplanners, accountants, 
and solicitors that require a 
recognised level of knowledge 
and understanding in all areas 
of tax-efficient investments.

Our e-learning programme covers 
courses on EIS, VCTs, Business 
Relief, and Gifts and Trusts. These 
are designed to further your 
knowledge in these complex areas. 

Our e-learning courses contain 
an engaging mix of written and 
interactive content, videos, 
and info-graphics to enhance 
the learning experience. 
Learners get access to a suite 
of resources, including case 
studies, calculators, document 
templates, process flowcharts 
and decision making trees.

Our EIS course has been 
accredited by the EIS 
Association, CISI, CII, and PFS. 

The course is eligible for four 
hours of Structured CPD. On 
completion, the learner will 
receive the relevant Certificate of 
Knowledge and Understanding.

For more details, please visit:
www.intelligent-partnership.
com/e-learning/

www.intelligent-partnership.com

CPD AND FEEDBACK
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“The AIM market is maturing and has demonstrated strong 
resilience over the past year, meaning it has retained the 
qualities that make it an attractive hunting ground for 
investors, including those looking for tax efficiencies.”

– Guy Tolhurst, Managing Director, Intelligent Partnership


