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Cheaper, Faster Growing, with More Cash

The last few years have tested investor patience as it has been a difficult time for the AIM index and
our holdings. We are pleased to report that we have seen some recovery in the second quarter of the
year; however, this doesn’t make up for the tough period over the last few years, and we are hopeful
that we will see a further recovery.

What provides us with confidence at this moment in time is that our companies are cheaper, faster
growing and higher quality (in our opinion), than their average peers on both the AIM and main
market.

CSAIMIHT FTSE AIM All FTSE All
Portfolio Share Share
EV/EBITDA . . 9.6
5 Year Revenue Compound
1.8%
Annual Growth Rate
EBITDA Margin 19.8%

Free Cash Flow Yield 5.7%
Dividend Yield 3.2%

Source: Bloomberg —30.06.26

o Cheaper — We believe that this is demonstrated by the EV/EBITDA ratio (Enterprise Value
divided by the company’s Earnings Before Interest, Depreciation and Amortisation) and
the Free Cash Flow Yield (the free cash that the company produces as a percentage of the
business’s market value). We are particularly interested in the cash flow, as this is harder
for a company to manipulate, and, as you can see in the table, the free cash flow yield is
higher for our companies than both the average of companies on the AIM index and the
FTSE All Share.
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o Faster Growing — As you can see in the table, historically, our companies have grown their
revenue at an average rate of 13.5% per annum over the past five years. This is
significantly higher than the average company on the AIM market or on the main market.

° Higher Quality — We feel that a high profit margin is a good indicator that a company is
higher quality and less likely to become loss making. This can be seen with the EBITDA
margin figures. In addition, over 90% of our companies have net cash on their balance
sheets (see pie charts below). They have built up this cash position over time through
consistent cash generation. Many of them are now buying back their own shares (second
pie chart) as they feel that their own share prices are too cheap. A reduction in the number
of their shares on the market will mean that their profits get divided by fewer shares over
time, making the remaining shares more valuable. This balance sheet strength makes
these companies less susceptible to shocks In addition, their management teams should
have the flexibility to make long-term decisions that add to shareholder value.

Portfolio Companies With Net Cash Portfolio Companies Undertaking Share
Buybacks (%)

m Net Cash m Net Debt mYes mNo

Source: Bloomberg and Company Accounts — 30.06.26

Current Events and Outlook
The UK Economy and Your Portfolio’s Exposure

Many of our investors have some concerns about UK economic growth. AIM businesses are generally
smaller and therefore more domestically focused than main market shares and this can put investors
off AIM shares. We therefore want to highlight that the companies in your AIM portfolio generate
more revenue overseas than they do in the UK — your exposure is therefore relatively well diversified.

The companies in your portfolio that have the most significant revenue exposure to the UK, tend to
be on the lowest valuations and have very signifcant asset backing in the form of cash and freehold
properties. In addition, with the exception of Jet2, which is exceptionally cheap, these stocks are not
exposed to the UK consumer. We are therefore very comfortable with these positions.
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Portfolio Revenue Split by Geography

15.2%

48.8%

m UKSales  Europe sales = US/ Americas sales = ROW

Source: Bloomberg and Company Accounts —30.06.26

The second point that we would like to highlight is that the UK may be in a more robust position than
many investors fear. UK household saving remained high in 2025 — higher than the US. This was also
the case in 2024. As you can see from the chart below, household savings are in an extremely healthy
postion, which should add a degree of comfort for investors.
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More savings means that the safety net is stronger for the general population; however, consumer
spending makes up a large share of UK GDP and this caution doesn’t help growth. When more
confidence returns, there is potential for spending to recover from a stronger base; however, higher
mortgage rates and geopolitical uncertainty may mean that we see this in the medium term rather
than over the next 12 months.
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What will Andy Burnham’s Impact be on the UK and Smaller Companies?

Andy Burnham has become Prime Minister unchallenged; meaning that he is in office just a few weeks
after returning to parliament.

It is highly likely that Andy Burnham’s policy direction will have to evolve as he faces the reality of
public finances. He will clearly be looking to devolve powers away from Westminster, having found
success in Manchester. Naturally, this doesn’t guarantee success. Many would argue that devolved
powers in Scotland and Wales have done little to help those areas.

Fiscal Policy

Investors are considering what John Healey, the new chancellor, will mean for capital markets. In
general, we feel that Mr Healey is someone who will look to balance the books and he has experience
in the treasury under Gordon Brown.

Burnham has committed to Labour’s manifesto promise to not increase the main rates of income tax,
VAT or national insurance; however, cabinet members, such as Shabana Mahmood, was a strong voice
against the reduction in the top rate of income tax from 50% to 45% in 2012. We feel that it is highly
likely that Andy Burnham will share this sentiment and that we will see the top rate of income tax
return to 50% at the next budget.

The new Prime Minister does have an instinct to shift taxation from income to wealth; however, it is
difficult to know how he might do this. One major reform could be around stamp duty and property
taxes; however, this would be far harder to achieve as it would involve radical reform. Andy Burnham
has spoken in favour of an annual land value tax to help speed up housing development that could
possibly replace stamp duty and council tax. Details are currently sparse.

Andy Burnham has committed to the “triple lock” on pensions which reduces his ability to bring the
welfare bill down. He has previously stated that he is “not squeamish” about reducing the UK welfare
bill to support defence spending. He would likely favour a radical push to get people back to work
rather than an attack on people’s benefits. It is difficult to know what major reforms he could
implement here.

Overall, we don’t think bond markets will have a “Liz Truss” moment, as the new cabinet largely sticks
to the current fiscal plan. If this transpires, we believe that there shouldn’t be any radical shifts in
expectations for interest rates, which should hopefully continue to gradually fall over the course of
the next year - which is good for UK smaller companies.

Defence

With the limited policy information available at the current time, it is difficult to predict what the
impact might be on every industrial sector; however, there are a few implications so far.

For defence, the direction of travel could not be clearer. The lack of urgency around defence spending
and the inability to close funding shortfalls was the straw that broke the camel’s back for Keir Starmer.
This had already been flagged to us by our AIM defence companies who have seen huge increases in
orders from mainland Europe and the US, and almost nothing from the UK. This cannot continue.
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The old defence secretary is now chancellor. We therefore doubt that the UK’s defence spending plans
will remain unfunded for much longer. It remains to be seen where the money will come from;
however, in the current geopolitical environment this spending is non-negotiable and it is now a
political hot potato.

Unless you specifically asked us not to hold defence stocks, your AIM portfolio has significant exposure
to the sector.

Concurrent Technologies is our favourite stock in the sector. The company designs and manufactures
high-performance, mission critical computing systems and PCB boards that operate reliably in harsh
military environments across land, sea, air, cyber, and autonomous systems. The company has a
leading edge over far larger competitors in this area at the current time and we feel that it is going to
see significant growth over the coming years. This can already be seen through its large “design wins”
where its product is selected to be designed into a new system or programme (such as a refresh of an
old military vehicle). Concurrent won £129m of design wins in the first half of this year. Concurrent’s
current revenue expectations for the year are c.£53m. As these design wins turn into orders and
revenue, we therefore predict extremely significant growth for the business.

Science Group will also be a beneficiary. Part of their business designs and manufactures submarine
atmosphere management systems. It also has a defence and aviation consulting arm.

Solid State should start to see further orders come through from defence primes such as BAE Systems.
Last year, 47% of Solid State’s revenue was related to defence and we see that increasing. The
company is exposed to drone warfare through their expertise in power units and other components.
They also provide Nato with various communication systems.

Energy

The UK pays some of the highest prices in the world for gas and electricity. The impact on citizens and
the competitiveness of UK manufacturing is obvious.

The policies surrounding energy remain less clear, although Andy Burnham is reportedly ready to
“move quickly” to expand North Sea oil and gas production. This is a move away from Ed Miliband’s
push for net zero. The direct impact of this on companies in your portfolio is likely to be minimal;
although it may help Jet2 secure jet fuel in the long term.

An indirect impact of the government slowing its net zero urgency could be on unquoted business
relief products. As discussed in previous reports, many of these inheritance tax vehicles invest in wind
and solar farms that are already subsidised by the government — therefore costing the Treasury twice.
We have heard that the Treasury and the FCA are looking at these vehicles and considering their
business relief status. This has been ongoing for some time, and it is impossible to predict what the
outcome might be; however, if business relief were downgraded or removed from these vehicles it
could be positive for inflows into companies on the AIM market. Many financial advisors are currently
opting to invest in unquoted business relief schemes, as they provide clients with 100% business relief,
instead of opting for an AIM investment which only provides 50% relief. Removal of business relief
from unquoted products could save the government over £500m a year at a time of fiscal constraints.
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Infrastructure

As Mayor of Manchester, one of Burnham's key priorities was improving transport connectivity across
Greater Manchester and the wider North. He has frequently campaigned for increased investment in
rail, tram, bus, and active travel networks, arguing that better infrastructure is essential for economic
growth, productivity, and social mobility. As Prime Minister, he has now introduced a £2 bus fare cap
which should see greater demand for bus services.

Journeo (not held in all portfolios due to liquidity constraints) benefited from the changes in
Manchester as it struck deals to supply bus safety solutions. The £2 policy could result in further deals.

A key area of growth for Tracsis is the expansion of pay-as-you-go (PAYG) rail ticketing. This technology
records when passengers tap in and out of stations and then automatically charges the correct fare
after the journey has been completed. The aim is to create a seamless and transparent process where
passengers no longer need to decide in advance which ticket to purchase, as the system determines
the most appropriate fare automatically. It is likely that Andy Burnham is a huge supporter of this
technology. Faster adoption of this system could result in significant and recurring revenues for
Tracsis.

Renew is one of the largest businesses in your portfolio and is one of Network Rail’s largest
maintenance and renewals contractors. All of their contracts are on a time and materials basis which
protects their margins. Renew is not a beneficiary of brand-new rail track projects; however, it should
benefit from a focus on infrastructure upgrades and operational enhancements.

We will continue to monitor Andy Burnham’s policies closely. So far, we feel that the change has been
a net positive for your portfolio.

The Big Beautiful Failure

The US has demonstrated some extraordinary military capability in its war with Iran; however, even
Donald Trump’s most loyal supporters will struggle to convince themselves that it has been anything
but a catastrophic failure. The Strait of Hormuz continues to be a trump card for the Iranians. They
can open and close it at will to the detriment of the global economy. Four months into the conflict,
the region is less stable, Iran is more hostile, the risk of future conflict is higher and it is uncertain what
impact the US and Israel have had on Iran’s nuclear capabilities. Currently, it seems likely that their
aspirations to acquire a nuclear deterrent remain intact if not strengthened.

The end to the conflict is unpredictable; however, this is another event that shows that countries need
to examine their key supply chain bottle necks and have a degree of independence especially when it
comes to key commodities and defence. This will lead to long term questions regarding the energy
sector, defence manufacturing and potentially the insourcing of Al for “middle-powers” such as the
UK.

There are some long-term exposures in your portfolio to these themes, particularly in defence. In
terms of short-term risk, higher oil and gas prices are broadly negative for equities. Over the long-
term, it is difficult to know the direction of travel for oil and gas prices as the current premium may
ultimately be offset by efforts to diversify energy supply. Higher prices tend to encourage additional
production, investment in alternative energy sources and greater energy efficiency. If these trends
accelerate, the result could eventually be a period of oversupply in certain energy markets, placing
downward pressure on prices despite ongoing geopolitical tensions. As a result, while near-term
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energy prices may remain elevated and volatile, the longer-term outlook is far less clear and may
ultimately be shaped more by investment decisions, technological change and energy security policies
than by any single conflict.

In the short term, the two stocks that are impacted in your portfolio the most are Jet2 and MP Evans.
Jet2 would be negatively impacted over the long term by high jet fuel prices. For now, the main impact
on its share price is investor sentiment as the company had hedged most of its fuel costs for its
summer 2026 flights before the Iranian conflict. This combined with the £2bn of net cash on its balance
sheet means that it is in a position of strength relative to debt burdened competitors. At the start of
July, Jet2 provided a strong trading update stating that load factors have been ahead of last year so
far — the percentage of seats filled per flight.

MP Evans owns and operates sustainable oil-palm plantations and processing mills in Indonesia,
where it grows palm fruit, harvests it, and converts it into crude palm oil and related products. The
palm oil price is correlated to the brent crude price as it has some of the same end markets through
biofuel. A high oil price is therefore generally good for MP Evans.

Conclusion

We are encouraged that our companies are now cheaper and faster growing than the average stock
on the main market. We feel that this disconnect cannot continue indefinitely and the share price rises
in our AIM shares in the second quarter have not bridged this large gap. Several of your companies
face tailwinds from investments in defence and infrastructure which we hope will be reflected in share
prices over the next 12 months as these opportunities lead to further rises in cash generation.

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.
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