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 AIM Portfolio Liquidity | The Elephant in the Room 
A note for financial advisers to assist in the selection of investment managers of AIM portfolios, highlighting 
the overlooked importance of liquidity risk. 

In the light of various liquidity issues that have arisen in real estate funds and the Woodford funds more 
recently it seems timely to look at the relevance of liquidity in AIM – IHT portfolios. When we refer to AIM or 
AIM-IHT portfolios we refer to portfolios consisting of companies’ shares traded on the Alternative Investment 
Market (AIM) qualifying for Business Relief from Inheritance Tax (IHT). 

AIM portfolios are widely used in inheritance tax planning. There are many factors that Financial Planners 
might use to select managers such as manager experience, resources, cost, historic returns, portfolio structure 
to mention a few. A survey by Intelligent Finance reveals that only 20% of advisors consider liquidity to be an 
important risk in AIM stocks, whilst the majority consider investment risk to be the most important. Advisors 
should consider that liquidity is a key component of investment risk, and in some manager’s cases, perhaps 
significantly understated. Advisors should take adequate measure to limit their client’s exposure to this very 
real risk.  In this note we examine liquidity risk, and its impact on AIM portfolio manager selection. 

Managers will typically make their clients aware of the heightened investment risk of an AIM portfolio and the 
typically higher charges. They will typically also point out that there is increased liquidity risk of investing in 
small companies as compared with large companies. Managers will also make it clear that their AIM portfolios 
are actively managed with investment decisions being made based on their analysis of the investee companies. 

The purpose of this note is to shed more light on the liquidity risk that managers are taking, the impact on 
investment management, and the dangers that this creates for clients and their advisers. 

 

The Providers 

The market for AIM portfolios is to some extent 
relatively diverse with most discretionary fund 
managers offering access to an AIM offering. There 
are also specialist firms that market heavily to 
Financial Planners and a small number have 
achieved dominance in this arena. Overall there 
are over 30 different providers offering various 
AIM related structures in addition to a plain vanilla 
managed AIM share portfolio. 

In this note wish to focus on the largest fund 
managers and the extreme levels of liquidity risk 
that investors may unwittingly be taking by placing 
client funds with those managers, and the 
consequent potential liability that this creates for 
advisors themselves. 

The largest providers of AIM portfolios currently 
manage assets between £250m and £1.5bn, with 
Octopus being the largest. Then there is a 
somewhat smaller second tier of firms with 
between £50m and £100m in AUM.  

Portfolio Structure 

Most AIM portfolios contain between 20 and 30 
stocks with some stretching as far as 40 stocks. The  

 

 

range of company size traded on AIM is very broad 
and effectively starts from close to zero to £2.7bn.  

Below is a breakdown of potentially eligible AIM 
traded companies by market capitalisation. 

Dispersal of AIM companies by market capitalisation 

Market Cap Range Number of Companies 

Greater than £500m 34 

Greater than £250m 68 

Greater than £100m 151 

Greater than £50m 236 
 

Source: London Stock Exchange 

Some managers express a range or minimum of 
company sizes that they look to select from. They 
might restrict themselves to the largest (for greater 
liquidity) or the smaller companies (for more 
attractive investment opportunities). To the best 
of my knowledge, there are no managers actively 
targeting in companies of less than £50m market 
cap. 
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How does this impact portfolio construction? For 
reasons of avoiding over concentration, portfolio 
construction tends to be done by equally weighting 
individual company exposures. That is not 
necessarily always the case as Octopus appear to 
weight towards the larger companies. Market cap 
weighting might reduce liquidity risk but in reality, 
that risk is being replaced by increased stock 
specific risk. 

If we assume that most managers will prefer to 
equally weight their portfolios, we need to suggest 
a maximum individual company exposure. For the 
sake of argument, we will say 5% of the market 
capitalisation of any individual company. Much 
more than this would likely result in greatly 
increased illiquidity, and much less would reduce 
the ability of managers to manage cost effective 
sums of investor money. If funds are being 
allocated to investments in equal value, this leads 
us to a maximum individual investment value 
determined by the smallest constituent in the 
portfolio. If we segment the available AIM market 
stocks by market capitalisation, using the above 
distribution, we see the number of available stocks 
and the implied size of each investment: 

 

 

 

As we see, the managers strategies tend to target 
20 – 30 holdings, although a small number go as far 
as 40 holdings. The main justification for limiting 
portfolio spread to less than 30 holdings is the lack 
of choice of stocks that fit within the managers 
investment criteria. Therefore, diversification 
tends to be driven by the limited number of 
‘attractive’ investment opportunities. If we extend 
the above table to impute a maximum desirable 
AUM for each band of stocks, we see: 

 

 

 

 

Market 
Cap Range 

Number of 
Companies 

Investment 
size @ 5% 

Max AUM 
30 
Holdings 

Greater 
than 
£500m 

34 £25m £750m 

Greater 
than 
£250m 

68 £12.5m £75m 

Greater 
than 
£100m 

151 5m 150m 

Greater 
than 
£50m 

236 2.5m 75m 

 

We can see from the above that the maximum 
theoretical capacity of these strategies becomes 
relatively small quite quickly. The figures also 
reveal the extreme limitations of investment 
choice as a manager increasingly focusses on larger 
cap companies. In the case of investing in the 
largest stocks only, the strategy requires investing 
in almost every stock regardless of other important 
factors of investment quality or diversification 
across sectors. Clearly, in this instance, portfolio 
quality could be seriously compromised. 

Introducing Stock Selection Further Reduces 
the Investable Pool 

We see above the pool of potential investments is 
already quite limited so we need to illustrate the 
actual likely impact of applying some basic stock 
selection criteria on the pool of investments. To 
illustrate the impact of a simple screen for over-
valued shares, by eliminating stocks that have a PE 
over 40 and those with no earnings, we shrink the 
investment universe as below: 

Market Cap 
Range 

Number of 
Companies 

Investment 
size @ 5% 

Max AUM 
30 
Holdings 

Greater 
than £500m 

16 £25m £750m 

Greater 
than £250m 

37 £12.5m £375m 

Greater 
than £100m 

78 £5m £150m 

Greater 
than £50m 

111 £2.5m £75m 
 

Market Cap Range 
Number of 
Companies 

Investment 
size @ 5% 

Greater than £500m 34 £25m 

Greater than £250m 68 £12.5m 

Greater than £100m 151 £5m 

Greater than £50m 236 £2.5m 
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 It becomes apparent that once a manager starts to 
narrow down the universe, creating a well-
diversified portfolio in only the largest, most liquid 
stocks is unachievable. Indeed, dropping the 
market capitalisation to £250m is only just 
executable and still offers very little investment 
choice to the manager if they incorporate other 
factors in the stock selection. Again, portfolio 
quality is likely to be compromised. 

Impact of the Free Float 

So far, we have not considered the impact on 
liquidity of a large founder stake reducing the free 
float (the free float is the number of shares outside 
of those that are closely held). Such Founder (or 
closely held) stakes vary in size considerably. For 
example, James Halstead is 34% family controlled, 
ASOS is over 30% closely held, and RWS Groups 
founder holds 32%. In other cases, the proportion 
can be quite small, and in others much higher. If we 
take a more conservative figure of 20% of shares 
on average being closely held and adjust the above 
table for free float instead of market capital, we 
see: 

Free Float 
range 

Number of 
companies 

Investment 
size @ 5% 

Max AUM 
30 holdings 

Greater 
than 
£500m 

8 £25m £750m 

Greater 
than 
£250m 

30 £12.5m £375m 

Greater 
than 
£100m 

69 £5m £150m 

Greater 
than £50m 

102 £2.5m £75m 
 

Under this constraint, it is impossible to construct 
a portfolio from just the largest companies, and 
indeed it is almost impossible to do so using 
companies whose market cap is over £250m. 
Indeed, the entire pool of potential investments 
has diminished to between about 70 and 100 
depending on the minimum size of the underlying 
companies included. 

A look at column 4 in the above table: ‘Max AUM 
30 holdings’ now provides the numbers to which 
advisors should pay attention. This is a suggested 
maximum investment capacity for a particular AIM 
portfolio strategy for the given minimum target 
size of investee company. We see that limiting the 

capacity to just the largest companies is too narrow 
a range of stocks to be investable. At over £250m, 
the range of companies in the investable universe 
is still too small for a manager to have any 
meaningful degree of discretion as to which to 
include. At the next level down, with a universe of 
£100m and over, an active strategy appears to be 
actionable though quite limited, but the maximum 
investable capacity reduces to £150m. Expanding 
the target universe to £50m free float produces a 
good range of investable companies, but severely 
constrains the capacity of the strategy to £75m, 
and will have an impact on specific investment risk. 

How does this compare with the major 
providers of AIM portfolios? 

The table below lists the market value of the AIM 
traded assets held either in AIM-IHT portfolios or 
related products with those providers managing in 
excess of £100m. 

Manager AIM assets (£million) 

Octopus 1,600 

Investec 534 

Hargreave Hale 365 

Charles Stanley 320 

Brooks MacDonald 287 

Close 263 

Downing 250 

Canaccord 210 

Amati 169 
 

It becomes clear that the largest providers have 
accumulated assets under management that vastly 
outweigh the available liquidity in the underlying 
companies shares. Octopus are amongst the 
largest shareholders on many AIM company 
registers. Octopus’ ability to manage these funds 
will be extremely restricted and may be, to some 
extent, reliant on new investors for redeeming 
exiting investors. The next tier of companies, from 
Investec down to Amati, are all substantially 
invested beyond our reasonable definition of good 
liquidity, and almost certainly beyond the level of 
investment that can be actively managed.  

Is Trading Volume a Better Measure of 
Liquidity? 

It is worth noting that average daily trade in these 
sorts of shares tends to be between 0.5% and 1% 
of their market capitalisation, so clearly in normal 
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markets there should be adequate facility for 
mangers to make meaningful reductions in sub 5% 
stakes. However, the advisor needs to consider the 
managers ability to trade at reasonable prices in 
adverse conditions. By which we mean that the 
liquidation of several % points of stock over a 
period of weeks. It seems quite likely that in a stock 
that has commercial problems, any attempt to 
liquidate a large position will likely result in a 
deeply depressed price, if not effectively paralysing 
the market. 

Lessons for Advisors 

It is clear that a small number of providers have 
cornered the majority of assets under 
management. In the light of the collapse of the 
Woodford funds as a result of liquidity issues, 
advisors should be highly sensitive to the potential 
problems arising from unsaleable large stakes in 
companies. 

Whilst all providers make reference to potential 
illiquidity in their terms and conditions, it is not a 
risk that is widely highlighted or explored. In the 
day to day operation of these portfolios, investors 
expect their portfolios to be actively managed 
(once past the initial two-year holding period), are 
indeed told that their investments will be actively 

managed and pay hefty fees for that management. 
Advisors should be asking if their clients are getting 
value for money, or indeed, being misled. 

A further risk to be considered is the ability to exit 
these strategies in the event of a change in tax 
treatment, or other systemic change. In such a 
circumstance, widespread selling could occur and 
it is likely that the largest AIM managers will be 
forced to limit account redemptions, or risk deeply 
depressing share values. 

Advisors should also consider the consequences of 
an inability to exit these investments in a timely 
manner. We would suggest that the largest 
portfolios would struggle to realise significant 
funds in the event of such a need. If stocks cannot 
reasonably be sold, beneficiaries will be faced with 
inheriting small amounts of shares in companies 
that they will need to administer themselves, with 
consequent expense and delay in settling any 
estate, with potential reputational issues for 
advisors. If clients lose money as a result of 
illiquidity problems, advisors will need to be sure 
that their recommendation of one manager over 
another, took full consideration of this risk, and 
that the risk was adequately explained to their 
client. Advisors should take adequate measures to 
limit their client’s exposure to this very real risk. 
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https://octopusinvestments.com/adviser/wp-content/uploads/Octopus-IHT-AIM-ITS-factsheet-retail-CAM07787-1601.pdf 

https://www.investec.com/content/dam/united-kingdom/downloads-and-documents/wealth-investment/for-
intermediaries/brochures/aim-iht-reports/AIM%20IHT%20Plan%20Q3%20-%20IWI059.pdf 

https://www.charles-stanley.co.uk/sites/www.charles-
stanley.co.uk/files/IHT%20Service%20Quarterly%20Fact%20Sheet%20Q3%202019.pdf 

https://www.closebrothersam.com/media/2852/cbam5457-cits-factsheet.pdf 

https://www.canaccordgenuity.com/globalassets/wealth-management-
uk/documents/brochures/b203_ihtps_brochure_single_page.pdf 

http://www.amatiglobal.com/about.php 

https://www.sarasinandpartners.com/docs/default-source/brochures-and-flyers/sarasin-amp-partners-aim-brochure-q4-
2017.pdf?sfvrsn=6 

https://assets-us-01.kc-usercontent.com/8c961317-6aee-00a7-e4b6-ae38cd847d2d/0eeb2134-485a-4a16-aa1d-
63b52ab2af9a/Downing_AIM_Estate_Planning_Service_Brochure_Mar2018_online.pdf 

https://micap.com/ 

 

 

 

https://octopusinvestments.com/adviser/wp-content/uploads/Octopus-IHT-AIM-ITS-factsheet-retail-CAM07787-1601.pdf
https://www.investec.com/content/dam/united-kingdom/downloads-and-documents/wealth-investment/for-intermediaries/brochures/aim-iht-reports/AIM%20IHT%20Plan%20Q3%20-%20IWI059.pdf
https://www.investec.com/content/dam/united-kingdom/downloads-and-documents/wealth-investment/for-intermediaries/brochures/aim-iht-reports/AIM%20IHT%20Plan%20Q3%20-%20IWI059.pdf
https://www.charles-stanley.co.uk/sites/www.charles-stanley.co.uk/files/IHT%20Service%20Quarterly%20Fact%20Sheet%20Q3%202019.pdf
https://www.charles-stanley.co.uk/sites/www.charles-stanley.co.uk/files/IHT%20Service%20Quarterly%20Fact%20Sheet%20Q3%202019.pdf
https://www.closebrothersam.com/media/2852/cbam5457-cits-factsheet.pdf
https://www.canaccordgenuity.com/globalassets/wealth-management-uk/documents/brochures/b203_ihtps_brochure_single_page.pdf
https://www.canaccordgenuity.com/globalassets/wealth-management-uk/documents/brochures/b203_ihtps_brochure_single_page.pdf
http://www.amatiglobal.com/about.php
https://www.sarasinandpartners.com/docs/default-source/brochures-and-flyers/sarasin-amp-partners-aim-brochure-q4-2017.pdf?sfvrsn=6
https://www.sarasinandpartners.com/docs/default-source/brochures-and-flyers/sarasin-amp-partners-aim-brochure-q4-2017.pdf?sfvrsn=6
https://assets-us-01.kc-usercontent.com/8c961317-6aee-00a7-e4b6-ae38cd847d2d/0eeb2134-485a-4a16-aa1d-63b52ab2af9a/Downing_AIM_Estate_Planning_Service_Brochure_Mar2018_online.pdf
https://assets-us-01.kc-usercontent.com/8c961317-6aee-00a7-e4b6-ae38cd847d2d/0eeb2134-485a-4a16-aa1d-63b52ab2af9a/Downing_AIM_Estate_Planning_Service_Brochure_Mar2018_online.pdf
https://micap.com/


 

www.peregrineblack.com October 2019 Page | 5 

Peregrine & Black Investment Management Limited is a 
Private Limited Company registered in England and 
Wales, registered number 09796196.  Peregrine & Black 
Investment Management Limited is authorised and 
regulated by the Financial Conduct Authority FRN 757727 

  

 

Disclosures 

The past performance is based on actual portfolio investments. The returns achieved by any investor will 
vary according to their tax position. The returns shown a before fees.  

Peregrine & Black Investment Management Limited is a Company registered in England and Wales (no. 
09796196) and is authorised and regulated by the Financial Conduct Authority (FRN 757727). 

Investors should note that the value of an investment and the income from it can go down as well as up. 
Past performance should not be seen as a guide to future performance. This document is not intended and 
should not be construed as an offer, solicitation or recommendation to buy or sell any specific investments 
or participate in any investment (or other) strategy. It is recommended that potential investors should seek 
advice concerning the suitability of any investment from their Financial Advisor. Tax treatment depends on 
individual circumstances and may be subject to change in the future. Please consult your tax advisor for 
advice on tax matters. 

Contact: Chris Redman at Peregrine & Black Investment Management, 80 Abbey Street, Faversham, Kent, 
ME13 7BH.  Tel. 01795 227 100. Email Chris.Redman@Peregrineblack.com 
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