
AIM Portfolio IHT Plan Q3 2018 Report

• Total managed funds of  
£612 million at the end  
of Q3 2018.

• Of 19 Key List companies 
which reported trading 
results during the Quarter 
16 increased normalised 
earnings per share.

• The average Key List  
price-earnings (p/e) ratio 
of 23.8 is 16% above the 
average for the last 5 years 
and 43% above the average 
since 2002.

• We compare our 
performance against the 
FTSE All Share index, the 
FTSE AIM All Share and the 
FTSE Small Cap excluding 
Investment Trusts.

• Investors should be aware 
that the value of portfolios 
could fall as well as rise 
and therefore there is a 
possibility of loss of the 
capital invested. Past 
performance should not  
be seen as an indication  
of future performance.

• This report relates only  
to clients who have  
invested in the IW&I AIM 
Portfolio IHT Plan.

The UK Equity Market Backdrop

The FTSE 100 index finished 1.7% down 
in the quarter to September, compared 
to 4.7% growth for equities worldwide. 
US markets continued to drive global 
indices ahead, helped by strong earnings 
growth and tax cuts. Some international 
investors at least seem to be putting the 
UK in the ‘too much trouble’ basket, given 
the extra uncertainty around domestic 

politics and Brexit in particular. Both the 
Bank of England and the Federal Reserve 
raised interest rates in the quarter, and the 
latest news from the Brexit negotiations 
is impacting mainly through its effect on 
sterling, which given the preponderance 
of overseas earners in the UK’s large cap 
indices, then feeds through into share 
price and index movements.

Investec AIM IHT Portfolios

Client portfolios are based on a Key List of 
core holdings to which further stocks are 
added for larger investors. The Key List 
and the stocks comprising it are kept under 
constant review. Client portfolios reflect the 
composition and weightings of the Key List 
at the time of investment with changes

limited to those required to maintain 
qualifying status for Inheritance Tax (‘IHT’) 
relief, dealing out of under-performing stocks 
where possible, and trimming overweight 
positions following outperformance. The 
proceeds of any sales are reinvested in 
alternative Key List stocks.

Performance Commentary
It was gratifying to see that during the 
quarter our client portfolios on average 
outperformed their benchmarks, gaining 
5.2%. The best performer returned 7.9% 
over the three months and the worst 1.4%. 
This means that on average portfolios are 
up 8.1% for the year to date, ahead of the 
FTAS (+0.9%), Small Cap (-2.0%) and AIM 
All-share (+5.6%) indices. Over 12 months 
portfolios gained 10.2% on average with 
an underlying range of returns between 
18.5% and 0.7%. Performance remains 
meaningfully ahead of the FTAS and Small 
Cap indices for all the time periods above 
and over more than 3 years is better than the 
AIM All-share index which, as discussed in 
previous reports, has been driven in recent 
times by a small number of stocks with very 
high valuations. The strongest contributors 
to our overall performance in the quarter 

were Ideagen and (once again) Gooch & 
Housego. Walker Greenbank disappointed, 
warning of tough trading over the summer, 
and Alliance Pharma failed to meet high 
investor expectations with its interim results 
in September.

On average, client portfolios have performed 
well against comparators over the longer 
term, even before the potential 40% IHT 
saving is taken into account. Based on 
a sample of historic client portfolios we 
estimate the compounded total return of the 
Plan’s portfolios since inception in January 
2002 to be 505%. However the performance 
of individual portfolios will vary due to factors 
such as the length of time invested, the 
changing composition of the Key List and 
market conditions at the time of investment.

Index

5 years to 
30 Sept 

2018

4 years to 
30 Sept 

2018

3 years to 
30 Sept 

2018

2 years to 
30 Sept 

2018

1 year to 
30 Sept 

2018

3 months to 
30 Sept 

2018

AIM Portfolio IHT clients (note) 96.9% 71.7% 53.5% 35.2% 10.2% 5.2%

FTSE All Share (total return) 43.5% 35.3% 38.5% 18.5% 5.9% -0.8%

FTSE AIM All Share (total return) 47.8% 54.8% 58.1% 37.7% 10.8% 1.7%

FTSE Small Cap (total return) 50.7% 42.8% 31.0% 18.5% 0.7% -2.1%

Source: Datastream as at 30 Sept 2018 and Investec Wealth & Investment Limited

Note: Average client returns calculated on the net initial investment after all IW&I initial and ongoing charges.

Please remember that past performance is not a reliable guide to the future and that previous 
periods of favourable performance will not necessarily be repeated in the future.
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Price-Earnings Ratio and Dividend Yield
The chart below tracks the average historic 
price-earnings ratio (p/e) for our Key List 
of stocks over the last 10 years, based on 
normalised earnings. As at the end of Q3 
2018 it was 23.8x, which is 16% higher than 
the average for the last 5 years and 43% 
higher than the average since launch of 

16.7x. Whilst the average p/e has risen 32% 
over the last 5 years, portfolio returns have 
averaged 97%, showing that over the longer 
term earnings growth and dividends are more 
important drivers of return than valuation. 
The average historic dividend yield across the 
Key List at the end of the quarter was 1.3%.

Underlying Trading
Of the 40 companies on our Key List at 30th 
September, 19 reported either full or half year 
trading results during the Quarter and two 
of those reported declines in earnings (one 
reported no change). All of the companies 
normally paying a dividend at this time of 
year recommended an increase and outlook 
statements in general expressed confidence. 
If we become concerned about a company’s 
prospects we will retire the stock from our 

buying list and continue to monitor it closely 
before either restoring it or dealing out. 
However, liquidity constraints can sometimes 
make it difficult to exit investments where we 
would otherwise prefer to do so. 

The chart below shows the proportion of 
Key List companies reporting growth versus 
decline in earnings for each quarter over the 
last 10 years.

Outlook
Continuing Brexit uncertainty, trade wars 
and rising interest rates look certain to 
weigh heavily on markets over the coming 
months. As the March Brexit deadline 
approaches, the implications of a no-
deal scenario continue to prompt much 
discussion, with some focusing on the 
impact of trade barriers for exporters 
and some on the sterling implications for 
domestic demand and inflation. According 
to their last published annual results, 34% 
of our investee companies are entirely 
UK-focused, 42% earn the majority of their 

revenue overseas and 24% have some 
exports, but less than 50% of their sales. 
As ever, we continue to invest in diversified 
portfolios of companies with balance sheets 
and market positions that can withstand 
short term uncertainty and are capable of 
growing over the longer term. Allied with 
the potential 40% Inheritance Tax saving on 
invested capital available through Business 
Relief, we believe that the IW&I AIM Portfolio 
IHT Plan remains an attractive proposition 
for longer term investors.

The information in this document is for private circulation and is believed to be correct but cannot be guaranteed. Opinions, interpretations and conclusions 
represent our judgement as of this date and are subject to change. The Company and its related Companies, directors, employees and clients may have 
a position or engage in transactions in any of the securities mentioned. The AIM Portfolio IHT Plan should be regarded as a higher risk, long-term 
investment and the value of shares purchased and any income derived may go down as well as up and investors may not get back the full amount 
invested. Past performance is not a guide to future performance. AIM company shares tend to be relatively illiquid and therefore may be difficult 
to deal or obtain reliable information as to the value and the risks to which the shares are exposed. The information contained in this publication does 
not constitute a personal recommendation and the investment or investment services referred to may not be suitable for all investors; therefore we strongly 
recommend you consult your Professional Adviser before taking any action. The information contained in this report relates only to portfolios managed under 
the IW&I AIM Portfolio IHT Plan and not to any other IHT service managed by IW&I.
All references to taxation are based on current levels, practices and our interpretation of tax legislation which may be subject to change.
The value of any tax benefits will be dependent on individual circumstances.
© Investec Wealth & Investment Limited. Reproduction prohibited without permission.

Source: Thompson Reuters Datastream/Factset
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