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AIM Inheritance Tax Service  
Q4 2025 Update  
By James Rae, Head of Inheritance Tax 

 
Although the final quarter of 2025 was again a difficult one for AIM portfolios, we are pleased that 
those losses have been clawed back in January as several of our companies have announced strong 
trading updates. 

Endless speculation and Labour policy U-turns have contributed to the UK talking itself into a starker 
economic position than reality.  Foreign investors share this contrarian view as they added over £15bn 
to their UK exposure in 2025.  In addition, international companies acquired several UK businesses as 
the whole UK market looks relatively good value from the outside. 

We enter 2026 with increased optimism for AIM shares.  The valuation differential between UK large 
caps and smaller caps is historically wide and we believe that we should see some of this money begin 
to trickle down.  This valuation gap is at odds with the IMF’s prediction that the UK’s GDP growth will 
outstrip Germany, France, Japan and Italy this year and the market’s prediction that we should see a 
further two interest rate cuts in 2026.  This outlook would normally lead to a more favourable outcome 
for UK small cap share prices. 

As can be seen from the table below, UK smaller companies have lagged behind even global smaller 
company peers over the last year. 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Premier Milton 
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Reflecting on 2025 
2025 saw investors diversify away from America as concerns grew over Donald Trump’s increasingly 
erratic behaviour and high US stock valuations.  This benefited UK large caps but didn’t filter down to 
smaller UK companies.  As discussed above, we feel that this valuation disparity will close over time. 

It was a year of disappointment for our AIM portfolios which struggled for several reasons: 

Our high quality growth approach - We have always maintained a bias towards higher-quality, 
higher-growth businesses, a strategy that served us extremely well for many years. Our philosophy is 
built on identifying established companies with durable business models, consistent earnings growth, 
and strong cash generation. We adopt a strict investment process by focusing on proven, profitable, 
cash generative businesses with long-established track records. This helped us outperform our AIM 
peers each year for more than a decade until 2024. 

 

                                  

Source: Fidelity International, LSEG Datastream, 30 September 2025. MSCI UK Value and MSCI UK 
Growth indices 

 

Going forward, we feel confident in our style of investing.  Due to the prolonged falls in some of our 
holdings, we believe we now hold high quality businesses that are trading on far cheaper valuations.   

In addition, there are some of our companies, that have suffered a profit warning, where even a 
modest rise in revenues could lead to a significant rise in profitability due to operational gearing.  If 
this rise is coupled with a share price rerating, in terms of valuation, it could lead to some very healthy 
returns. 

We don’t hold gold, banks or mining stocks - These sectors, where we have no exposure, were helped 
by favourable macroeconomic trends: banks gained from a supportive interest‑rate backdrop, while 
miners benefited from elevated commodity markets, with gold hitting all‑time highs.   

The mining companies on AIM tend to be far more speculative than their larger company peers and 
therefore we will continue to avoid these.  There are barely any banks listed on the AIM market and 
the ones that are may not qualify for business relief, meaning we can’t invest.  
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Profitable AIM stocks have continued to see outflows – As discussed in previous updates, the changes 
to business relief at the budget in October 2024 have led to AIM market inflows slowing down 
significantly.  While we have not seen investors regularly withdraw funds from the market, clients 
continue to pass away which leads to net outflows. 

If the Government intends to keep the core of its business relief reforms, then we believe that they 
will look at some of the available alternative business reliefs. As an example, forestry currently 
receives 100% inheritance tax relief.  There are also billions in similar tax efficient products that have 
a limited benefit to the UK economy, and which could be targeted to raise taxes.   

We thought there was a strong chance that the Treasury would make changes to these unquoted 
business relief schemes at the latest budget as the Treasury had been asking for data from us on how 
many clients had been switching from AIM to unquoted schemes in the build-up – which we provided.  
Following the budget, we were informed that changes to these unquoted schemes are not off the 
table, but the Treasury ran out of time to have a full impact assessment. 

The above reforms could be extremely important to AIM market flows and therefore share prices.  At 
the current time, it is harder for a financial adviser to recommend an AIM investment to their clients 
when there are alternative, but opaque, products that offer 100% relief.  It seems that this may have 
been a misunderstood and unintended consequence of the reforms from the Treasury, who hadn’t 
appreciated the size of these unquoted business relief products. 

 

Positioning of the Portfolio 
As always, our AIM holdings continue to generate strong levels of cash, with nearly two‑thirds of them 
carrying net cash positions. Given these healthy balance sheets, we anticipate that broad‑based share 
buybacks and special dividends will remain a feature of the portfolio. 

Looking ahead, we will stay focused on higher‑quality businesses that, in our view, offer even more 
attractive long‑term return potential considering the declines of the past few years. Our preference 
remains for companies providing mission‑critical products or services—those essential to their 
customers’ operations.  

Given the geopolitical climate, we will continue to increase our exposure to defence stocks when we 
feel share prices are at reasonable valuations (unless you have specifically asked us not to buy defence 
companies).  Europe is rapidly realising that they will need to defend their own interests and that they 
can’t rely on a Trump-led America to act as a safety blanket. 

 

Winners over the Quarter 

Oxford Metrics – up by 22%  
Oxford Metrics was up by over 20% in the quarter as their results met market expectations – there 
had been some fears of another profit warning.  Oxford Metrics is a designer and manufacturer of 
motion capture and machine vision systems.  Motion capture cameras have multiple uses; however, 
a few of their end markets have faced significant headwinds in recent years.   

One use is in entertainment to create CGI for films and computer games.  As reported in the press, the 
film and gaming industries have been under significant pressure in recent years.  Another use is in life 
sciences – US university budgets have been impacted by Donald Trump’s policies. 
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Amidst a tough trading environment, the group has made clear operational progress. They have 
developed new markerless motion capture technology which is on track for commercial 
delivery.  Markerless revenue will be limited in the first year; however, the group has secured ten 
cornerstone customers who have been beta testing the product.  This product is unique in the industry 
and, if successful, should lead to software as a service revenue which the group has not had 
before.  Historically, sales have been one-off and therefore lumpy.   

The share price remains incredibly cheap despite the rebound in the quarter and we see the potential 
for an even greater rebound over the coming years. 

 

Tristel – up by 21%  
Tristel manufactures infection prevention and contamination control products utilising a proprietary 
chlorine dioxide formulation that is highly effective in destroying all types of bacteria quickly whilst 
being safe to use. Infection prevention is a basic requirement for the safe and effective provision of 
healthcare. Tristel target the clinical departments that carry out diagnostic procedures with small 
heat-sensitive devices.  

Tristel has spent a number of years getting its surgical disinfection products approved in the United 
States.  This took longer than predicted as the FDA have not approved a similar product before.  Now 
approved, this represents a significant opportunity for the group. 

Tristel has an agreement in place with Parker, a distributor and manufacturer of ultrasound 
equipment, in the United States.  Parker have agreed to manufacture Tristel’s medical disinfection 
products and sell and distribute these to US hospitals.  They will pay Tristel a royalty for every product 
sold which should mean a significant increase in margins for Tristel.  Parker have started to gain some 
sales traction, particularly in Florida.  The scale of the opportunity in the US is huge and there are 
limited costs for Tristel from here. 

We feel very comfortable holding Tristel from here.  Outside of the US, their medical device sales 
should grow at over 10% per annum as they continue to expand their presence in both Europe and 
the UK.  The US is a massive opportunity.  Tristel’s product is cheaper and more efficient than the 
incumbents and Parker are throwing a lot of sales staff at growing sales.  Parker are taking on a lot of 
the risk from here as Tristel will simply be paid a royalty.  Having discussed the opportunity with one 
of the customers in Florida we feel that this will eventually add significant value to the group. 

Tristel is a more expensive holding, at 20x P/E; however, we think profitability will increase at around 
15% per annum over the medium term as margins grow.  Considering the defensive nature of its 
revenue streams, and the scale of the opportunity, we think that the company is still reasonable value 
at this level. 

 

Losers over the Quarter 

Bioventix – down 24%  
Bioventix is a specialist biotechnology company focused on producing high affinity sheep monoclonal 
antibodies used in immunodiagnostic tests worldwide. Their antibodies are incorporated into blood 
testing machines used in hospitals and laboratories, and they benefit from a high margin, royalty-
based revenue model. Alongside their established antibody portfolio, they are currently developing a 
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tau related antibody aimed at improving early detection of Alzheimer’s disease, which has recently 
received wider media attention.  

We have revisited our valuation assumptions and modelled the company’s growth prospects. Based 
on the current share price, we estimate that Bioventix could deliver around 90% total upside over the 
next five years, including dividends (dividend yield is currently 8%), equivalent to an annualised return 
of approximately 13%. Although, this could be weighted towards the end of the forecast period as the 
Tau antibody sales drop through. We continue to view it as a high quality, cash generative business 
with strong long-term fundamentals, despite the recent share price weakness. 

 

Tracsis – down 21% 
Tracsis is a leading provider of software, hardware and services for the rail, traffic data and wider 
transport industries. The majority of UK transport operators use Tracsis software for timetabling, stock 
planning and distribution, labour resource planning and many other critical functions. Tracsis focus on 
providing niche solutions which are often critical to the highly regulated rail network. These are hard 
to replicate, and the industry has high barriers to entry. The group also has a traffic and data services 
division which focusses on improving traffic monitoring and flow. Tracsis has a significant amount of 
net cash on the balance sheet and is therefore well positioned to make further acquisitions going 
forward to further accelerate growth. 

Tracsis has had a couple of setbacks over the past two years; however, we feel that the share price 
falls are overdone.  Tracsis suffered during the lead up to the UK election as government bodies 
slowed purchasing decisions.  Following the election, there was a slowdown in the sales of their 
remote conditioning monitoring equipment (used to remotely inspect the rail network) as the 
government looked to review purchasing decisions.  This delay will only negatively impact network rail 
as the track will have to be visually inspected until these units are ordered. We feel that this work  
will return. 

We continue to feel that Tracsis has a chance to land some very significant contracts which would 
buoy the share price. Unfortunately, as these contracts will be awarded by the UK government or 
public bodies in the USA, we don’t have a clear timeline.  One positive signal, which hasn’t been 
recognised by the market, was the award of “preferred bidder status” for the procurement of a Pay 
As You Go (PAYG) tap converter system across GB rail.  When operational, the PAYG system will aim 
to provide a reliable best fare guarantee for travellers using PAYG across GB rail. Reassuringly, Tracsis 
has recently demonstrated a much improved performance and management expect to deliver on 
consensus estimates. 

Tracsis has over £23m of net cash on its balance sheet and its market capitalisation is only around 
£90m. Despite some revenues being delayed, it trades on 11x P/E, which is a ratio that could  
reduce rapidly when network rail resumes normal spending patterns. 

 

Stock in Focus - Fonix 
Please be warned that the following is based on our assumptions as we look to predict the outcomes 
for the stock.  There is no guarantee that this growth will transpire.   

Hopefully, this section will provide some insight into our investment process and explain our thoughts 
on some of our favourite companies in your portfolio.   
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Fonix is a fast-growing business based in London and founded in 2006. Fonix provide mobile payments 
and messaging services for their clients, who include ITV, BT, Bauer Media and Eurovision. When a 
consumer donates or enters a competition, they are directly charged to their mobile phone bill, 
without the hassle of having to provide payment details. This service can also be used for payments 
for ticketing, content and cash deposits. This is why Fonix has customers in media, telecoms, 
entertainment, enterprise and commerce.  

Fonix are focussed on creating significant new revenue opportunities for businesses by providing 
frictionless payments that help them monetise their customer relationships and increase conversion 
rates in their checkout processes. 

Having been tried and tested in the UK for years, their large international customers can see how 
successful Fonix’s platform is and are partnering with them in new geographies. It is early days, but 
Fonix will soon be entering several new European territories. 

 

Fonix Return Expectations 
When assessing a stock, we are looking for a total return of at least 10% per annum and hopefully 
significantly more. This return can be delivered in several ways and we are indifferent to how it is 
delivered.  In Fonix’s case, when added together and based on our assumptions below, we arrive at a 
high total return: 

 
1. Organic Growth – We try to predict how a company will grow its profitability organically over 

the next five years.   

Since listing in 2020, Fonix has grown gross profit by 86%.  In 2025, the share price fell by over 20% 
over market fears that the company has gone ex-growth.  This is understandable, if only offering the 
stock a cursory glance, as it is so dominant in its current markets, the UK and Ireland, that there are 
few potential new customers.  However, we strongly disagree with this sentiment. 

Last year was a year of consolidation for Fonix. It grew at a slower rate than historically; however, 
during the year, there were several positive developments. The company developed a number of new 
platform capabilities which should significantly increase average revenue per customer, it has entered 
Portugal alongside an existing client and has laid the groundwork to expand into multiple new 
territories. These costs have been expensed (so have temporarily depressed profits) and the company 
is now ready to capitalise on these newly created opportunities. Fonix is being led into each one of 
these territories by one of its largest customers, Bauer Media, which is what happened when they 
entered Ireland. In under three years, Fonix went from no market share in Ireland to dominance. The 
company has found that its capabilities are superior to international incumbents and that it can also 
easily offer services at a cheaper rate due to its lean business model - making customer wins in new 
territories easy. 

We therefore believe that there is a very strong chance that gross profit will expand from £18.6m in 
2025 to well over £30m by 2030. We also think that profit margins should expand. The Fonix platform 
is extremely scalable and they will only need to employ a couple of additional employees per territory. 
They only have around 50 members of staff at the current time. Fonix has a history of outperforming 
forecasts and management have now publicly stated that they believe they can achieve gross profits 
above £30m by 2030. We feel this is conservative. 
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Based on the above, we model that Fonix can deliver a 13% organic growth rate on profits per annum 
over the next five years. This assumption would mean that profits almost double by 2030. 
 

2. Free Cash Flow and Dividend – We try to predict what the return will be from cash flow from 
the business.  Some of this is paid back to us, in the form of a dividend and some of the free 
cash flow may be kept on the balance sheet as it is not needed to grow the business.  The free 
cash flow is our measure and prediction of what we will be paid as income for holding the 
stock over the next five years.  

Fonix hardly capitalises any costs (where a company invests in assets and then depreciates or 
amortises these over time), unlike many of its tech peers.  This means that profit numbers are 
relatively clean and are very similar to its free cash flow numbers.  Fonix is a very cash generative 
business which, as at 31st December 2025, pays out a dividend yield of over 5% and has a free cash 
flow yield of over 6%.  As free cash flow is slightly higher than the dividend, cash should continue to 
build on the balance sheet.  We take 6% p.a as our free cash flow return over the next five years. 
 

3. Rerating to the valuation – We look to predict what the valuation, P/E ratio, of the stock might 
look like in five years’ time.  Profitability can be manipulated and affect this ratio and therefore 
we consider elements such as free cash flow yield too, particularly if a company is capitalising 
significant development costs in order to grow.  Capitalising significant costs can artificially 
inflate a company’s earnings and therefore impact the P/E ratio.  We consider what the 
growth prospects will look like for the business in five years’ time and if there will still be a 
significant total addressable market to grow into.  We also weigh up the quality of the 
company, its recurring revenue, barriers to entry etc. 

As Fonix’s accounts are fairly clean, we don’t need to make any adjustments to what the P/E should 
be in 2030.  If the organic growth discussed above occurs, then we feel that the P/E ratio of Fonix 
should be 20x plus in 2030.  This will be because Fonix will once again have proven that it is capable 
of significant growth and we don’t think that the addressable market/growth will end in five years’ 
time.  Our thesis of well over £30m gross profit by 2030 does not assume dominance in these new 
international markets, like they quickly achieved in Ireland.  In addition, we believe that there will be 
plenty of new markets to address alongside potential new platform improvements that allow them to 
grow quickly and consistently long into the future.   

At the end of 2025, Fonix was trading on a P/E ratio of 15x.  This is significantly below its historic 
average and, as discussed, we believe that there is room for expansion.  For context, the average FTSE 
100 constituent was trading on 15x at the end of 2025 with a far lower projected short- and long-term 
growth rate.  If we see a rerating from 15x to 20x then this will add around 6% return to our total 
return per annum. 

Hopefully, the above provides an insight into our process and shows why we are particularly excited 
about Fonix – we are also excited by many others.   

Using the methodology and assumptions above leads to a predicted total return of 13% + 6% + 6% = 
25%p.a.  Everything above is based on our predictions having talked to the company and analysed its 
results and marketplace; however, hopefully this provides an insight into why we feel that the future 
is bright for the business and share price. 
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The value of investments, and the income derived from them, can fall as well as rise. Investors may get back less 
than invested. Past performance is not a reliable guide to future returns. Charles Stanley & Co. Limited is a 
member of the London Stock Exchange, is authorised and regulated by the Financial Conduct Authority and is 
part of the Raymond James Financial, Inc. group of companies. 

 

Conclusion 
Over the past four years, investors have needed plenty of patience, but the backdrop for UK small and 
mid-cap equities is becoming increasingly favourable as we move into 2026. Easing monetary 
conditions, heightened levels of corporate activity and attractive valuations together create a solid 
platform for potential stronger returns. This is especially true in the small and mid-cap space, where 
market inefficiencies remain significant and even modest inflows can trigger substantial re-ratings 
from currently subdued levels. Should a recovery in this area take hold in 2026, long-term investors 
will not want to be on the sidelines. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


