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Overview

This Consultation Paper (CP) seeks respondents’ views on proposals to
change our rules in two distinct areas of the UK Listing Authority (UKLA)
Source Book.

The first area covers the implementation of the Transparency Directive (TD)
which will affect the Disclosure and Listing Rules and the second area
concerns our review of the Listing Rules relating to investment entities and
proposes various changes.

Detailed discussion of the proposals in both of these areas is set out in the
following chapters.

PART 1 - Transparency Directive

The TD concerns the harmonisation of requirements to disclose information
about issuers whose securities are admitted to trading on a regulated market.

It replaces and updates parts of the existing EU legislation in this area — the
‘Consolidated Admissions and Reporting Directive’. The TD is designed to
enhance transparency on EU capital markets by requiring regulated market
issuers to produce periodic financial reports and shareholders in such companies
to disclose major holdings. The TD also deals with the mechanisms through
which this information is to be disseminated and stored.

The TD is a minimum harmonisation directive which allows the home
Member State of regulated market issuers to impose more stringent
requirements than those set out in the directive while restricting the host
Member State to the minimum TD requirements.
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Our approach to implementing the TD is founded on our ‘better regulation’
commitment to implement directives in a sensible and proportionate way.
We are proposing to implement the TD’s minimum provisions, and to retain
existing requirements which would be additional to those provisions only
where we believe these are clearly justified by our cost benefit analysis, or
which are strongly supported by issuers and investors.

We have also taken the opportunity of TD implementation to review our rules
covering areas related to — but outside the scope of — the TD. The CP sets out
our proposals to remove those rules whose benefits are unclear and only
retain those that we believe remain justified.

A key purpose of this consultation is to invite market views as to which
elements of the current UK regime we should retain.

Who should read this?
This section of the CP will be of interest to

e all issuers of securities issued on regulated markets and exchange
regulated markets, including their advisers;

e investors (both institutional and retail); and

e firms involved in disseminating and storing regulated information.

Relevance to consumers

The TD will have the effect of imposing obligations on issuers whose
securities are admitted to trading on a regulated market. As such, it impacts
consumers by directly affecting the information available to investors in such
securities. However, the TD requires a high standard of continuous reporting
by companies whose shares are admitted to trading on a regulated market.
This will enable shareholders and potential shareholders to make informed
investment decisions. The TD should also enable shareholders and potential
shareholders easier access to this information on a pan-European basis.

Structure

The section of the CP relating to the TD is in seven parts:

a) an introduction to the approach that we have taken to the implementation
and the reasons for adopting it;

b) proposals for implementing the periodic financial reporting requirements
of the TD;

c) proposals for implementing the major shareholder notification
requirements of the TD;
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d) proposals for implementing the dissemination of regulated information
requirements of the TD;

e) proposals for implementing the central storage of regulated information
requirements of the TD;

f) areview of and invitation to comment on the issues associated with
extending the shareholding disclosure regime to cover economic interests
in shares more broadly, such as Contracts for Difference (CFD); and

g) a cost-benefit analysis of proposed rule changes, in accordance with
Section 155 of the Financial Services and Markets Act (FSMA).

Key Proposals

The TD requires issuers to produce annual and half-yearly reports, and issuers
of shares to also produce interim management statements. We propose:

® to copy-out the TD requirements for such reports and statements into
our rules;

® to remove the requirement for issuers either to publish half-yearly reports in
a newspaper or to send such reports to every holder of their securities; and

e to retain three Listing Rules that set slightly more stringent requirements
than the TD. The most important of these is the requirement for
wholesale debt issuers to produce annual financial reports.

We have also reviewed the remaining Listing Rules on periodic financial
information and propose to remove those whose benefits are unclear, and
only retain those that appear to remain justified.

The TD establishes requirements for the disclosure of acquisitions or disposals
of major shareholdings. This is currently a Department of Trade and Industry
(DTT) responsibility and will transfer to us when we implement the TD. The
CP raises a number of questions here. In particular, it asks whether the market
would like either of the following;:

e To keep the broad parameters of the current UK regime, under which
notifications become necessary when shareholdings reach a 3% threshold,
and every 1% thereafter. Shareholders must notify the issuer within two
days following the notifiable event, and the issuer must notify the market
no later than the end of the business day following receipt. Disclosures
would apply to holdings in issuers with shares admitted to trading on a
regulated market, and to holdings of shares in UK companies traded on
exchange-regulated markets (including AIM and OFEX).
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11.

12.

e To revert to the TD minimum requirements, under which notifications
become necessary when shareholdings reach thresholds of 5%, 10%,
15%,20%, 25%, 30%, 50% and 75%. Shareholders must notify the
issuer no later than four trading days following the notifiable event,
and the issuer must notify the market no later than three trading days
following receipt. Disclosures would apply to holdings in issuers with
shares admitted to trading on a regulated market only.

We do not propose at this time to extend the scope of disclosure requirements
beyond securities to which voting rights are attached to cover economic interests
in shares more broadly (such as CFDs). But we are inviting views on the issues
which would be raised by such an extension, and the likely costs and benefits.

The TD requires issuers to disseminate TD information in a timely manner on
a pan-European basis. We propose:

e to retain the UK’s current model, in which issuers must report information
through a small number of Primary Information Providers for onward
dissemination; but

e to also invite views on whether the market would prefer (as the TD
allows) that issuers disseminate directly or through a service provider.

The TD requires the establishment of at least one Officially Appointed
Mechanism (OAM) for the central storage of such information. The
Commission has indicated that interim solutions will be acceptable pending
their formal legislative determination of the standards which an OAM will
have to meet. So we propose:

e an interim solution where our website provides hyperlinks to commercial
websites that provide access to this information.

PART 2 - Investment Entities Listing Review

The term investment entities comprises investment trusts, venture capital
trusts and other domestic and overseas investment companies, including
property investment companies. They are an important component of the

UK market: together, the number of investment entities presently listed on the
Official List is almost 430, with a combined value of over £71 billion. We said
in our review of the main Listing Rules in 2005 that we would look separately
at the specialist regime for investment entities and this consultation presents
the results of that review.
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14.

15.

16.

17.

The proposals outlined in this CP aim to replace the existing listing regime with
one of a similar standard in terms of the level of shareholder protection. However,
by adopting a more principles-based approach towards the need to spread
investment risk, these proposals provide a more modern and flexible platform
that gives investment entities greater choice in selecting investment strategies.

As a result, these proposals would enable investment entities which employ a
wider range of investment strategies, such as those currently employed by some
hedge funds, to list in the UK for the first time. Those that do will be subject to
a robust listing regime, including enhanced disclosure requirements, which
delivers appropriate protections yet has regard to the burdens on issuers.

This approach is consistent with the way forward we outlined in the Feedback
Statement to our Discussion Paper on Wider Range Retail Investment
Products, where we have concluded that the response to an increasingly
innovative sector lies in better consumer understanding and information
dissemination rather than detailed product regulation.

Who should read this?
This section of the CP will be of interest to:

e all those who participate in the capital raising process, including issuers
seeking access to capital markets and their advisers; and

e investors (both institutional and retail).

Relevance to consumers
Retail investment in listed investment entities totals many billions of pounds.

The changes proposed are designed to create a new listing regime that can
accommodate investment entities with more modern investment techniques.

Therefore, this CP will be of interest to retail investors. Other interested
parties will include listed companies, their directors, investment managers
and other advisers.

Structure

This section of the CP, relating to investment entities, is in five parts. These are:

a) a description of the approach we have taken in this review and the
reasons for it;

b) proposed changes to the eligibility rules for new investment entities;

c) proposed changes to the continuing obligations for investment entities
once listed, including ongoing disclosure requirements;
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d) a discussion of the likely impact of our proposals by class of investment
entity; and

e) a cost-benefit analysis of proposed rule changes, in accordance with
Section 155 of FSMA.

Key proposals

Our proposals cover two principal areas — eligibility for listing and continuing
obligations of entities once listed.

We intend to maintain the existing approach which requires investment
entities to meet clear criteria in order to be eligible for listing. However, we
believe that the existing criteria have become outdated, and are in some
respects overly-mechanistic — notably with respect to the rules governing the
spread of investment risk. So we propose to take a more principles-based
approach to eligibility, which will allow entities a wider range of approaches
to demonstrate that the criteria are met. Such an approach would also be

in line with our philosophy of giving boards of investment entities similar
freedom to that enjoyed by other listed companies. We also propose to
remove what is effectively duplication by looking to rely on other relevant
regulatory provisions — such as our regime for authorising fund managers —
where we can, rather than imposing listing rules.

We also consider that ongoing disclosure requirements provide a strong basis
for protecting investors appropriately. However, we consider that there is
scope to refocus the disclosures more effectively on information which will
be of particular value to investors, and to release issuers from the burden

of producing less valuable material. We are proposing to introduce a new
requirement that significant changes in the risk profiles of investment entities
should be disclosed to the market immediately. This follows a reassessment
of the present disclosure regime, and the identification of a regulatory gap.

Specifically, on eligibility, we propose:

e to allow investment entities to have greater flexibility in their choice
of investment strategies, by removing restrictions on short selling and
enabling greater use of synthetics;

e to replace the current specific rules governing what qualifies as an
adequate spread of investment risk with a more principles-based
requirement — built on a revised definition of investment entities —
supported by annual confirmations;

e to remove the present rule requiring investment entities to be passive
investors, and to clarify the extent to which an investment entity may
influence a company in which it invests;
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to consider investment managers authorised under FSMA to conduct
investment business as having met our eligibility requirements concerning
the level of experience and expertise required of investment managers;

to consider companies incorporated under the OEIC Regulations (and
which are therefore authorised under FSMA) to be eligible for listing
without needing to comply with any additional conditions;

to require, as a condition of listing, a new investment entity to have
sufficient working capital for 12 months; and

to extend to venture capital trusts the measures governing the
independence of boards from any investment managers, which were
introduced for investment entities in the wake of concerns regarding
split capital investment companies.

On continuing obligations and disclosure requirements, we propose:

to require investment entities to state in their annual report and accounts
how they are achieving their objective of spreading investment risk;

to require investment entities to immediately notify of any significant
changes to their risk profile;

to remove the requirement for monthly/quarterly portfolio disclosure,
and to remove a raft of detailed financial disclosure requirements to be
included in an investment entity’s annual report and accounts regarding
portfolio composition;

to remove a raft of restrictions presently in place on investment companies
that invest in property, thus ensuring the compatibility of listing rules with
tax rules that are to be introduced under the new UK-REITs regime;

to remove rules that restrict the payment of dividends under certain
circumstances;

to make it easier for directors to obtain dispensation from the Model Code;

to remove detailed rules regarding co-investment arrangements and
instead to rely on the more general rules regarding related party
transactions found in LR11;

to introduce a new rule that on the appointment of a new investment
manager by an existing listed investment entity, the requirement to have
sufficient and appropriate experience is re-tested; and

to remove the restriction on issues of shares below net asset value,
relying instead on the anti-dilution measures applicable to listed
companies generally.
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Part 1

Implementation of the
Transparency Directive
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The Financial Services Authority invites comments on this Consultation
Paper. Comments should reach us by 30 June 2006.

Comments may be sent by electronic submission using the form on the
FSA’s website at (www.fsa.gov.uk/pubs/cp/cp06_04_response.html).

Alternatively, please send comments in writing to:

Christian Krohn
Policy-Primary Markets
Financial Services Authority
25 The North Colonnade
Canary Wharf

London E14 SHS

Telephone: 020 7066 5882
Fax: 020 7066 5883
E-mail: cp06_04@fsa.gov.uk

It is the FSA’s policy to make all responses to formal consultation available
for public inspection unless the respondent requests otherwise. A standard
confidentiality statement in an e-mail message will not be regarded as a
request for non-disclosure.

Copies of this Consultation Paper are available to download from our
website — www.fsa.gov.uk. Alternatively, paper copies can be obtained
by calling the FSA order line: 0845 608 2372.



1.1

1.2

Introduction

The Transparency Directive (TD) is an important part of the European
legislative framework for developing the Single Market in financial services
known as the Financial Services Action Plan (FSAP). The TD aims to
contribute to the FSAP by enhancing transparency in EU capital markets in
several different ways. It requires most issuers with securities admitted to
trading on a regulated market (‘regulated market issuers’) to produce periodic
financial reports. Major shareholders in such companies have to disclose their
holdings when acquisitions or disposals cause these to reach or breach certain
thresholds. These issuers have to disseminate information useful to investors
on a fast and pan-European basis. The TD also establishes a framework for
the central storage of such information. The TD completed the European
legislative process in December 2004 and must be implemented into national
law by all Member States no later than 20 January 2007.

The TD is a framework or ‘Lamfalussy’ style directive, so does not contain
all of the provisions setting out the detail in the text of the directive itself.
The TD expressly provides that this additional detail will be included in the
implementing measures to be adopted by the European Commission (the
Commission). To date, the Commission has consulted on a number of such
implementing measures. They are set out in Working Document ESC/34/2005
Rev. 2 and deal with a number of important aspects of implementation. They
provide more detail on:

e the procedures for determining an issuer’s home Member State;
e the content of the half-yearly financial report;

® some aspects of the procedures for the notification and disclosure of
acquisitions/disposals of major shareholdings (including a draft
recommendation of the use of standard forms);

e the dissemination of regulated information; and

e the equivalence of third country issuers’ regimes.
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1.3

1.4

1.5

1.6

1.7

1.8

1.9

1.10

The Commission has yet to finalise these measures and so this Consultation
Paper (CP) is based on the assumption that the Commission’s measures will
remain substantially unchanged from those in the Working Document. To
the extent that there are substantive changes, this may necessitate a second
consultation on the affected implementation proposals and draft rules.

The TD sets out various requirements relating to issuers of securities admitted
to trading on a regulated market situated or operating within a Member State
(‘regulated market issuers’). These requirements cover areas where the UK
already has rules or legislation, which issuers, investors and other market
participants have been working to for a number of years.

The FSA’s ‘Better Regulation Action Plan’ (published in December 2005)
reaffirmed our undertaking to implement directives in a sensible and
proportionate way. While we must implement the minimum directive
requirements (even if they would fail a cost benefit analysis from the
viewpoint of the UK) we will only add or retain additional rules when these
are justified in their own right.

This CP therefore proposes that we adopt the minimum TD provisions. And it
proposes we only retain existing requirements which would be additional to
those provisions where these are either clearly justified by our cost benefit
analysis, or — if that analysis is less clear — where those requirements are
strongly supported by issuers and investors.

We have also taken the opportunity of TD implementation to review FSA
rules covering areas related to but outside the scope of the TD. The CP sets
out our proposals to remove those rules whose benefits are unclear and only
retain those we believe remain justified.

A key purpose of this CP is to ascertain respondents’ views on those elements
of the existing regime — both within the TD’s scope and outside — which we
propose to retain, and those we propose to remove.

Our approach to implementing the TD has implications for the FSA
Handbook: in particular, the level of detail of the new ‘transparency rules’, the
amendment or removal of existing rules, and the architecture into which the
new rules will be placed.

The provisions of the TD are more prescriptive in some areas than the existing
rules and less prescriptive in others. The copy-out approach has been taken in
drafting the new transparency rules. Where the TD’s provisions lack specific
detail, we believe that the market is better placed to develop best practice.

But we invite respondents to tell us about any areas where FSA guidance

would be helpful.
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1.11

1.12

1.13

1.14

1.15

The policy decisions to strictly limit instances of super-equivalence and
delete unnecessary rules have resulted in us proposing to remove a number
of rules. Please tell us whether you support those removals as part of our
implementation policy. We may need to make further consequential
amendments to Listing Rules and the rest of the FSA Handbook.

We propose that the draft rules implementing the TD (transparency rules) be
inserted into the Disclosure Rules Sourcebook which will be renamed ‘Disclosure
and Transparency Rules’. The new transparency rules will have a separate
identity to the disclosure rules to reflect the distinct nature of disclosure rules and
transparency rules as set out in Part VI of FSMA. We propose to keep any
retained measures which go beyond the TD minimum requirements in the Listing
Rules. We invite you to comment on this proposed Handbook architecture.

Implementing the TD also has an impact on our powers to charge fees and to
enforce provisions. With respect to our recovery of costs incurred in support
of the transparency rules, the Company Law Reform Bill gives us power to
charge fees ‘in respect of the continued admission of financial instruments

to trading on regulated markets’. Any specific proposals for such fees will

be consulted on separately. As part of the Listing Review ENF 21 (Official
Listing — Investigation Powers and Discipline) was added to the Enforcement
Manual. This Chapter outlines the FSA’s policy on how it will approach the
use of its powers to investigate and discipline persons whose conduct is
covered by any provision imposed by or under Part VI of FSMA. In light

of HM Treasury’s proposed changes to FSMA, minor amendments to the
Enforcement Manual will be required to update the FSA’s enforcement policy
outlined in ENF 21 to encompass the new transparency rules.

As part of our cost benefit analysis we have compared the TD requirements
with the existing UK regimes (mainly set out in the Companies Act 1985 —
CA1985 — or FSA Listing Rules) to identify any material differences. To the
extent that current UK rules substantively ‘overlap’ with comparable TD
requirements, we have set out our proposals to retain or remove those UK
rules based on our analysis of the associated costs and benefits. That analysis
is in part informed by our informal pre-consultation with stakeholders, but
we are keen to receive more formal responses.

The purpose of this consultation is to obtain feedback from investors, issuers
and market participants about our proposals for implementing the TD and, in
particular, whether our assessment of the benefits and costs of the additional
requirements justifies us retaining them. The detailed requirements are

explained later, but in general terms our proposals cover the four main areas
dealt with by the TD.
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1.16

1.17

1.18

Periodic Financial Reporting

The TD requires regulated market issuers to disclose annual and half-yearly
financial reports. These are comparable to the ‘annual report and accounts’ and
‘half-yearly reports’ required under existing Company Law and Listing Rules.
Under the TD, the issuer has to make public its annual financial report which

is made up of its audited financial statements, a management report, the audit
report and an appropriate statement of assurance from persons responsible in
the issuer. For half-yearly reports, the TD requires an issuer to make public a
condensed set of financial statements, an interim management report and an
appropriate statement of assurance from persons responsible in the issuer. We
propose to implement the TD provisions on annual and half-yearly financial
reports using copy-out. It is important to note that many of the TD requirements
are based on and replace comparable provisions of the Consolidated Admissions
and Reporting Directive (2001/34/EC). To this extent, the implementation of the
TD will have only limited effect for many issuers, for example, in relation to
these elements of the TD requirements on the equal treatment of securities
holders. The detailed requirements and our implementation proposals for annual
and half-yearly reports are set out in paragraphs 2.6 to 2.15 of Chapter 2.

Regulated market issuers of shares will also have to produce interim management
statements during each half-year. Existing Company Law and Listing Rules do
not require the production of such statements. Interim management statements
will have to include an explanation of material events and transactions that have
taken place during the relevant period, their impact on the financial position of
the issuer and a general description of the financial position and performance of
the issuer during the relevant period. The requirement to produce an interim
management statement does not apply if the issuer already produces quarterly
financial reports. We propose to implement the TD provisions on interim
management statements using copy-out. We do not propose to include guidance
on these requirements, but we are clear that these requirements are expected to
be less onerous than producing quarterly reports. The detailed requirements and
our implementation proposals dealing with interim management statements are
set out in paragraphs 2.16 to 2.20 of Chapter 2.

For periodic financial reporting, we have compared the TD requirements with
those of the Listing Rules, which include some financial reporting requirements
for issuers admitted to the official list (‘listed issuers’). As described above, this
consultation sets out our proposals which largely copy-out the TD requirements
for annual and half yearly reports and interim management statements. However,
we believe there are sufficient benefits to warrant keeping some existing Listing
Rules which go beyond the requirements of the TD. The most significant
proposal is to continue to require regulated market issuers that are also ‘listed
issuers’ which exclusively issue debt in denominations of at least €50,000 to
produce annual financial reports. This replicates the position under the existing
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1.19

1.20

1.21

1.22

1.23

Listing Rules. Such issuers (here after referred to as ‘wholesale debt issuers’) are
exempted from this requirement under the TD. However, many of these issuers
would be required to produce annual financial reports under their relevant
Company Law, even if our current rules did not require them to do so. We
therefore feel the costs of this proposal are limited and there are market benefits
which justify us keeping this requirement.

For regulated market issuers that are also listed issuers, we therefore propose
to retain Listing Rules which impose more stringent requirements than the TD
in three areas:

e the requirement for wholesale debt issuers to produce annual financial
reports as described above;

e the requirement for issuers of half-yearly reports that fall outside IAS34 to
apply changes they expect to make to accounting policies in the annual
report rather than merely describing their effect; and

e for issuers of shares to produce statements of dividends that comply with
certain standards of timeliness and content rather than merely ‘publishing...
notices concerning the allocation of dividends’ as required by the TD.

We propose to remove the requirement that issuers must either publish half-
yearly reports in a newspaper or send them to every holder of their securities,
on the grounds that the information will be effectively disseminated through
other means. We believe this will yield significant savings to issuers.

These additional requirements and our implementation proposals are
discussed in more detail in paragraphs 2.25 to 2.32 of Chapter 2.

In areas outside of the scope of the TD, the existing Listing Rules set
additional periodic financial reporting requirements for listed issuers. We have
taken the opportunity of TD implementation to review these rules and we
propose to remove those rules whose benefits are unclear and to retain only
those that remain justified. Although these rules were effectively part of the
listing review consultation, it is reasonable to spend more time considering
these rules now due to the greater focus on these areas in this consultation.

The proposed removals include:

e requiring annual report to contain details of arrangements under which
a director has waived emoluments from the company;

® requiring a statement of the beneficial and non-beneficial interests of
directors; and

e certain items in relation to purchases of own shares and the specific
inclusion of an earnings per share figure in summary financial statements.
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1.24

1.25

1.26

1.27

1.28

1.29

The Listing Rules we propose to retain include:

e the requirement to comply or explain corporate governance arrangements
against the Combined Code;

e directors’ remuneration disclosures;
e a statement by directors that the business is a going concern; and
e disclosures of unaudited financial information.

These rules and our proposals to remove or retain them are discussed in
more depth in paragraphs 2.33 to 2.55 of Chapter 2.

Major Shareholdings

The TD sets out requirements for the disclosure of major holdings of shares by
investors. Where a shareholder acquires or disposes of shares of an issuer with
securities to which voting rights are attached and which are admitted to trading
on a regulated market, that shareholder must notify the issuer if the proportion
of voting rights they hold reaches, exceeds or falls below the thresholds set out in
the TD. The TD extends this basic notification requirement to certain situations
where a person is entitled to acquire, to dispose of, or to exercise voting rights
(such as concert parties). The basic notification requirement is further extended
to include financial instruments that result in an entitlement to acquire shares to
which voting rights are attached.

However, to avoid unnecessary burdens for certain market participants and
allow for greater clarity about who actually exercises influence over an issuer,
the TD allows for certain market participants, such as custodians and market
makers, to be exempted from the notification requirements.

As part of the UK’s implementation of the TD, the government is proposing
that the existing major shareholding disclosure provisions of the CA1985 be
repealed and responsibility for the major shareholding notification regime
should pass from the DTI to us. We have compared the TD requirements with
those of the CA1985, which sets out the UK’s current major shareholding
disclosure regime. That comparison shows that the CA1985 provisions
generally go beyond the minimum requirements of the TD.

We understand that UK stakeholders (both investors and issuers) would
generally prefer to retain the issuer scope, threshold and deadline aspects of the
existing regime. But we invite you to confirm whether this is the case or not.
This consultation sets out the option of implementing the major shareholder
notification requirements of the TD in a way that as far as possible replicates
these provisions of the CA1985 regime. The key elements are that:
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1.30

1.31

1.32

1.33

e notifications would remain necessary when shareholdings reached a 3%
threshold, and every 1% thereafter; and

e disclosures would apply to holdings in issuers with shares admitted to
trading on a regulated market, and to holdings of shares in UK companies
traded on exchange-regulated markets (including AIM and OFEX).

In relation to holdings which we require shareholders to notify us about, we
propose to implement primarily by way of copy-out of the directive provisions
but with some proposed additions which would in certain respects replicate

the effects of the CA1985 regime. However, this implementation is a suitable
opportunity to consider afresh the desirability of retaining what would now
become super-equivalent requirements relative to the minimum TD requirements
and whether the UK’s current regime produces more useful information or just
more information. The various options are discussed in more depth in Chapter 3.

Dissemination of Regulated Information

The TD also sets out requirements for the dissemination of all ‘regulated
information’. Regulated information, broadly speaking, is the information
issuers are required to announce to the market under the TD, article 6 of the
Market Abuse Directive (e.g. inside information) and any further information
which the home Member State may require. The TD requires Member States to
ensure that regulated market issuers disclose regulated information in a manner
which ensures fast access to such information on a non-discriminatory basis and
make it available for central storage at an ‘Officially Appointed Mechanism’
(see immediately below). The TD does not mandate a dissemination model.

We have compared the TD requirements with the current UK dissemination
regime, where issuers are required to issue their regulatory announcement via
a Primary Information Provider (PIP) which disseminates this information to
Secondary Information Providers (SIP). On the basis of this comparison, we
propose to require the continued use of the existing dissemination regime for
issuers for whom the UK is their home Member State. The TD dissemination

requirements and our implementation proposals are discussed further in
Chapter 4.

Central Storage of Regulated Information

The TD requires Member States to ensure the existence of at least one ‘Officially
Appointed Mechanism’ (OAM) for the central storage of regulated information
disclosed under the TD. The OAM must meet minimum standards of security
and certainty about the information source, time-recording and easy access by
end-users. It must also be aligned with the procedures for filing regulated
information with the competent authority.
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1.34

1.35

1.36

1.37

However, the details of these standards have yet to be determined. The
Commission has asked the Committee of European Securities Regulators
(CESR) to deliver technical advice on the role of the OAM by the end of June
2006. Given this timetable we would not anticipate that the Commission will
be able formally to set detailed standards for OAMs until some time after the
deadline for TD implementation (20 January 2007).

For the period between the implementation of the TD and the introduction

of detailed OAM standards, Member States will be required to implement an
interim solution to meet the requirement to appoint an OAM. The Commission
has officially indicated to CESR that, providing the interim storage solution
offers end-users ‘some kind of access’ to regulated information, a wide and
flexible interpretation of the TD will be acceptable. In the longer term, Member
States will be required to appoint at least one OAM which meets all of the yet
to be decided standards.

We have compared the TD requirements for the interim period with the
current UK arrangements where end-users already have ‘some kind of access’
to regulated information via hyperlinks on our website to certain commercial
providers. On the basis of this comparison, we propose that for the interim
period we retain the current storage arrangements. With a view to establishing
final OAM standards, the consultation also asks respondents for their views
on the nature of the demand for UK OAM(s) and whether they might be
operated by the private sector or the FSA. The analysis and these questions
are set out in Chapter 5.

Equivalence

Where we are the home Competent Authority for a third country issuer, the
TD permits us to exempt such issuers from the TD requirements on periodic
financial reporting, major shareholding notification, and other continuing
reporting if the law of that third country (or another third country the issuer
complies with) lays down requirements that we consider equivalent. To ensure
a harmonised application of this right to exempt issuers, the TD provides for
the EU Commission to adopt implementing measures in respect of equivalence.
The Commission has yet to adopt such measures, so we have not made any
pre-emptive assessments of equivalence. Initially, we will therefore treat all
third country issuers for whom we are the home Member State as subject to
our rules implementing the TD. However, we would invite third country
issuers who consider the law with which they comply to be equivalent to the
UK regime to open discussions with us on this subject. In such cases, we would
be guided by the CESR advice on equivalence.
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Contracts for difference and other derivative holdings

There has been some industry debate and press interest in the disclosure of
derivative positions, as well as those of actual physical holdings of shares.
The Takeover Panel has recently issued rules dealing with the disclosure of
holdings of such derivative positions during takeover offer periods. The draft
clauses tabled by the government in the Company Law Reform Bill (CLRB)
would give us the powers to make rules in relation to disclosure of derivative
positions. However, it is clear that this is a complex area that needs careful
thought. We would be prepared to consider implementing a wider disclosure
regime if it could be demonstrated there was a current market failure, and a
workable practical approach that met the cost-benefit analysis test.

There may well be circumstances when disclosing derivative positions might
provide useful information to issuers or the market more generally. But it is
not clear that the disclosure of all derivative positions would be of great
benefit to the market or issuers. Designing rules capturing all potentially
useful disclosures, while not imposing unreasonable burdens on investors,
would be a challenge. It is also unclear whether the end result would produce
meaningful information that would help issuers and investors make
appropriate decisions in sufficient numbers of cases.

Given these very real practical issues for us and the market, we have decided

it would not be sensible to introduce rules dealing with disclosure of such
derivative holdings as part of the implementation of the TD. We have been
discussing informally with market participants the issues which such disclosures
would raise, and we would like to use this consultation to ask for initial views
from market participants about the desirability of introducing such a regime.
Some of the pros and cons of such a regime are set out in Chapter 6.
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Periodic Financial
Information

The TD sets out requirements for the production of periodic financial
information by regulated market issuers. These build on those of Regulation
No 1606/2002 which covers the application of international accounting
standards (IFRS) to such issuers and establishes a specific regime for certain
regulated market issuers beyond the general requirements for all companies
laid down in the Company Law directives. The TD aims to improve the
quality, quantity and timeliness of periodic financial information for investors.
So it sets requirements on the content and timing of annual and half-yearly
financial reports and introduces interim management statements for issuers

of shares which do not already produce quarterly reports.

As part of the process of implementing the TD, we have compared its periodic
financial reporting requirements with the current Listing Rules which set out
comparable rules for listed issuers. The comparison shows that to a large extent,
the TD requirements are very similar to — but often extend beyond those of —
the Listing Rules. For example, compared to the Listing Rules, the TD sets

more prescriptive content requirements in certain areas, shorter deadlines for
production, and covers additional types of periodic reporting. In general terms,
we propose to implement the TD through copy-out of its requirements.

The comparison has also revealed certain areas where the current Listing
Rules extend beyond the TD in terms of content or addressee scope. For
example the Listing Rules require issuers to publish half-yearly reports in
national newspapers or send them directly to shareholders, whereas the TD
requires the dissemination of this information on a fast and pan-European
basis. Also, while the Listing Rules require all listed issuers to produce at least
annual report, the TD exempts issuers that exclusively issue wholesale debt
from producing any periodic financial information. We have reviewed those
Listing Rules and in three areas we propose to retain rules for listed issuers
which are more stringent than the TD requires for regulated market issuers.
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For Listing Rule requirements not covered by the TD, we have taken the
opportunity of TD implementation to consider whether to remove those
existing rules the benefits of which we believe may be unclear. While proposing
to remove some rules, we will retain other rules dealing with the content of
annual financial reports which we believe are important to the UK markets.

In this chapter we set out the issues arising on annual and half-yearly financial
reports. We then consider the application of the requirement for interim
management statements for share issuers. Finally, we cover the relatively few
cases where the Listing Rules impose more stringent requirements than the
TD and then those Listing Rules covering related areas which are outside the
scope of the TD.

annual report

With the objective of ensuring timely and comparable annual financial reports,
the TD sets out requirements on their content and publication. A regulated
market issuer must make public its annual financial report. This is made up of
its financial statements prepared in accordance with the applicable accounting
standards, a management report, the audit report and an appropriate statement
of assurance from persons responsible in the issuer. The issuer must publish the
annual report no later than four months after the end of each financial year.

The audited financial statements must comprise consolidated accounts
drawn up in line with Regulation (EC) No 1606/2002 (on the application
of international accounting standards) if the issuer is required to produce
consolidated accounts by the Seventh Company Law Directive. As well as
consolidated accounts, the audited financial statments must also include the
annual accounts of the parent company, drawn up in line with national law
of the Member State where the parent company is incorporated. Where the
issuer is not required to prepare consolidated accounts the audited financial
statements must be prepared in accordance with the issuer’s national law. In
the UK, the great majority of listed issuers have been using IFRS for their
annual consolidated accounts since 1 January 2005.

The management report must be drawn up in line with the Fourth Company
Law Directive and if the issuer is required to prepare consolidated accounts,
in accordance with the Seventh Company Law Directive. The statements by
persons responsible within the issuer (usually the directors) must certify that
to the best of their knowledge the financial statements have been prepared in
accordance with the applicable accounting standards and give “...a true and
fair view of the assets, liabilities, financial positions and profit and loss of the
issuer’. It must also certify that the management report includes a fair review
of the development and performance of the business and the position of the
issuer and the undertakings included in the consolidation, together with a
description of the principal risks and uncertainties they face.
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We have compared these requirements to the existing Listing Rules. The
comparison reveals that to a large extent, the TD requirements are very similar
to and in some respects extend beyond those of the Listing Rules. Compared to
the Listing Rules, the TD sets out more prescriptive content requirements such
as requiring statements of assurance by persons responsible. However, we do
not consider that this requirement affects the principle of unitary board
responsibility. The TD also establishes shorter deadlines (four months) for
publishing annual report than the Listing Rule requirement of six months.
However, we note that in practice many issuers publish early and so we do

not feel this requirement will cause issuers insurmountable problems.

The TD requires Members States to ensure that responsibility for compliance
with the TD’s provisions on periodic financial reporting and on the disclosure
of information on changes to rights attached to securities and new loan issues
or guarantees thereof lies with the issuer or its administrative, management or
supervisory bodies. For the implementation of this requirement, we propose
to apply a similar approach to that used with respect to responsibility for
prospectuses. Therefore we propose that in all cases responsibility for
compliance with our rules on periodic financial reporting and the disclosure
of the above information lies with the issuer. Additionally, for listed UK
issuers of shares we propose to introduce a Listing Rule that such
responsibility lies with the directors as well.

The TD indicates that requirements for statements by persons responsible are
not intended to affect liability regimes in Member States. We are aware that
some stakeholders are concerned that the TD’s provisions may in fact lead

to an extension of directors’ liability for drawing up and making public the
annual financial report, and possibly for auditors’ liability on information
they have audited. The Financial Market Law Committee has issued a paper
regarding these concerns. The Treasury is considering these views and we
understand it will respond shortly.

Half-Yearly Financial Reports

The TD introduces more comprehensive half-yearly financial reports for
regulated market issuers. The TD requires a condensed set of financial
statements prepared in accordance with the applicable accounting standards,
an interim management report and an appropriate statement of assurance
from persons responsible in the issuer, and for this to be made public. If the
half-yearly report has been audited or reviewed by an auditor then that report
or review must be published as well. Half-yearly reports covering the first six
months of the financial year will need to be published as soon as possible and
at the latest two months after the end of the relevant period.
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Where the issuer is required to produce consolidated accounts, the condensed set
of financial statements must be prepared in line with Regulation No 1606/2002
(on the application of international accounting standards). Where the issuer is
not required to prepare consolidated accounts, the condensed financial
statements must at least include a condensed balance sheet, and a condensed
profit and loss account, prepared in line with the same principles applied to the
annual financial accounts. What this means in practice is that issuers using IFRS
for their annual accounts (as noted above, this is the great majority of UK listed
issuers) will be required to produce half-yearly reports in accordance with IAS34
on Interim Financial Reporting. The relatively few issuers that continue to use
UK GAAP will be required to produce UK GAAP half-yearly accounts.

The interim management report must include an indication of the important
events that have occurred during the first six months of the financial year, and
their impact on the condensed set of financial statements, together with a
description of the principal risks and uncertainties for the remaining six months
of the financial year. In a similar requirement to those for annual report, the
statements made by persons responsible within the issuer must certify that to
the best of their knowledge the condensed set of financial statements have been
prepared in accordance with the applicable accounting standards and give a
true and fair view of the assets, liabilities, financial position and profit or loss of
the issuer or the undertakings included in the consolidation and that the interim
management statement includes a fair review of the information required.
However, it is not the case that the standard required to give a ‘true and fair
view’ for the half-yearly financial report is the same as that for the annual
report. According to the TD recitals, the condensed set of financial statements
of the half-yearly financial report provide a sufficient basis for giving a true and
fair view of the issuer’s assets, liabilities, financial position and profit and loss
for the first six months of an issuer’s financial year.

Compared to the Listing Rules, the TD sets out more prescriptive content
requirements, such as requiring the statements of assurance by persons
responsible. The TD also establishes shorter deadlines (two months) for
publishing half-yearly reports than the current Listing Rule requirement
of 90 days. However, we note that in practice many issuers publish early.

Interim Management Statements

On the basis that more timely and reliable information about a share
issuer’s performance over the financial year requires a higher frequency of
information, the TD requires regulated market issuers of shares to publish
interim management statements during the first and second six months of a
financial year. Share issuers who already publish quarterly financial reports
are not required to publish interim management statements.
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Interim management statements must be made in a period between ten weeks
after the beginning and six weeks before the end of the relevant six-month
period. They must contain information covering the period from the
beginning of the relevant six-month period to the date the statement is
published. The TD requires these statements to provide an explanation of
material events and transactions that have taken place and their impact on
the financial position of the issuer/its controlled undertakings and a general
description of the financial position and performance of the issuer/its
controlled undertakings. There is no specific assurance requirement for these
statements. It is important to note that these management statements are not
full interim accounts along the lines required by IAS34.

These disclosures are expected to be less onerous than producing quarterly
financial reports. Issuers may be able to use trading statements as an alternative
to quarterly reports, provided that the content of the trading statements includes
the information identified above as required under the TD.

We appreciate that the wording used by the TD setting out these requirements
is relatively high level and open to interpretation. We have actively considered
whether it would be appropriate for us to issue guidance on what will be
required in practice. We have decided that it would not be appropriate to
issue such guidance.

The contents of interim management statements will depend greatly on the
particular circumstances of the issuer, the nature and complexity its business and
developments in its sphere of activities. Any FSA guidance would have to be of
general application and we feel that this would limit its usefulness to such an
extent that it would have no value. We expect market practice to develop in this
area and we will look to review the situation within an 18 — 24 month timeframe.

Q1: Do you agree with our proposal not to add to the TD
requirements for interim management statements? Do
you feel that FSA guidance in this area at this stage
would be helpful or unhelpful, and why?

The new rules must be implemented by 20 January 2007. Given the inconsistency
of this date with the financial reporting periods of individual issuers, we are
aware of the need to determine the timing of when the new rules take effect.
With a view to maximising the time available to issuers to initiate compliance
with the new rules, we propose that they take effect for financial reporting
periods commencing on or after 20 January 2007. We recognise that issuers with
reporting periods starting before this date (e.g. those whose reporting periods
equates to the calendar year) will not need to adhere to the new rules until
2008/2009 in respect of the 2008 reporting year. In contrast, issuers with
reporting periods starting after 20 January 2007 (e.g. April 2007) will need to
begin complying with the new rules at this earlier point in time. We invite your
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views on whether the advantages of our proposal in terms of maximising the time
available to issuers to adopt new rules outweigh the disadvantages of allowing
different issuers to comply with different rules for a protracted interim period. We
note that our considerations on the start date for the new rules may be overruled
by any EU Commission pronouncement on this issue.

Non-periodic information for holders of securities

The TD makes certain ongoing information requirements of issuers of share
and debt securities as towards the holders of their securities.

In replacement of the comparable CARD provisions, the TD requires regulated
market issuers of share and debt securities to ensure equal treatment for all
holders of such securities that are in same position. Such equal treatment only
relates to shareholders in the same position and so does not prejudice the issue
of how many voting rights may be attached to particular share. By the same
token, holders of equally ranking debt securities should benefit from equal
treatment, even in the case of sovereign debt. The TD requires issuers to provide
the facilities and information necessary to enable all holders of their securities,
including in particular those located abroad, to exercise their rights.

We propose to copy out these requirements of the TD in relation to both
shares and debt securities. On the basis that the TD does not specify whether
a convertible security is a share or debt security, we propose that issuers of
such securities should not be subject to the TD requirements on ongoing
information to holders of securities.

Q2: Do you agree with our proposal to copy out the TD
requirements on ongoing information to holders of
securities and with our analysis of the implications
for issuers of convertible securities?

Review of Listing Rules Extending Beyond TD

Our comparison of the TD requirements with the Listing Rules has revealed
four areas where the Listing Rules appear to extend beyond the TD. The
four areas are:

e the requirement for listed issuers to either send half-yearly reports to
holders of its listed securities or insert the report as an advertisement
in a national newspaper;

e the requirement for listed issuers of wholesale debt to at least publish
annual results;

e the requirement for half-yearly reports to reflect any accounting policy
changes applicable in the subsequent annual report; and
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e the requirement for dividend statements to comply with certain standards
of timeliness and content.

As specified in the CARD, the Listing Rules require listed issuers to either
send half-yearly reports to holders of its listed securities or insert the report
as an advertisement in a national newspaper. The TD repeals this CARD
provision and instead requires issuers to disseminate this information on a
fast and pan-European basis. We anticipate that removing this Listing Rule
requirement will result in some significant cost savings for issuers. Investors
should not be significantly disadvantaged because issuers will be required to
disseminate and store the information as explained in Chapters 4 and 5. So
we propose removing this Listing Rule.

Q3: Do you agree that this Listing Rule requirement should
be removed?

The TD exempts regulated market issuers of exclusively debt securities with
a denomination of at least €50,000 from having to publish any periodic
financial information. This is less strict than our current Listing Rules which
require that all listed issuers (on both the main market and the Professional
Securities Market — PSM) publish at least annual financial reports. We allow
the use of accounting standards other than IFRS and allow up to six months
for publication of these reports.

We consider it important that all issuers are required to continue to provide
at least annual financial reports. If this were not the case then investors in
such securities may only be able to access information about the issuer using
indirect information sources such as credit-rating agencies. Many issuers are
currently required to produce some form of annual report under national law.
However, there are some countries with no such requirements. Given

that many of the issuers concerned would in any case be producing such
annual financial reports under national law we believe that the costs of such
a requirement are limited and the benefits to the market outweigh these costs.

We therefore propose to retain the Listing Rule requirement for such issuers to
continue to produce annual financial reports. We will also retain the current
requirements in relation to accounting standards and time limits for production.
So issuers will not be required to use IFRS, and will have to produce the annual
financial reports within six months. We also intend to apply this approach in
relation to those issuers on the PSM. However, if consultation responses lead us
to remove this requirement for those wholesale debt issuers on the regulated
markets, we would also remove this requirement for the PSM.

28 CP06/4: Transparency Directive etc (March 2006)



2.30

2.31

2.32

Q4: Do you agree with our proposal to retain the existing
requirement for listed issuers of exclusively wholesale
debt to produce annual report? If not, is this because
you believe that investors will be able to rely on other
information provided to investors, such as that from
credit rating agencies, to make investment decisions
about such securities?

Q5: Do you agree that the approach taken in relation to
the PSM should mirror that for wholesale debt issuers?

For issuers that are not required to prepare consolidated accounts, the TD
requires a description of the nature and effect of any change to accounting
policies and presentation. In comparison, the Listing Rules require that issuers
falling outside the scope of IAS34 (i.e. issuers not producing consolidated
accounts or who are otherwise exempt from [AS34) reflect in half-yearly
financial reports any accounting policy changes that will be applicable in the final
year-end financial reports. In our view, issuers would have to analyse in detail the
new accounting standards to determine their impact, so the additional costs of
actually applying them should not be significant. We believe the rule adds clarity
to the provisions of the TD and ensures comparability between results within the
same financial year for investors, while imposing little additional cost. Issuers
who comply with IAS34 will in any event have to follow this approach.

Q6: Do you agree with our proposal to retain this existing
Listing Rule on the basis that this provides additional
clarity to the TD requirement?

The TD requires regulated market issuers to ‘publish notices or distribute
circulars concerning the allocation and payment of dividends’, but is silent
about the timing and content of this information. In comparison, the existing
Listing Rules require issuers to notify a Regulatory Information Service (RIS)
as soon as possible after the issuer’s Board has approved any decision to pay
or make any dividends or other distribution, or to withhold any dividend or
interest payment. The announcement has to give quite detailed information
in such circumstances.

We consider that the existing rule adds clarity to the TD provision and
ensures investors are given timely, detailed information while not imposing
any significant additional costs on issuers.

Q7: Do you agree with our proposal to retain this existing
Listing Rule on the basis that this provides additional
clarity to the TD requirement?
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Listing Rules Covering Financial Report Requirements Qutside
the Scope of the TD

We have taken the opportunity of TD implementation to review the periodic
financial reporting requirements of Listing Rules covering areas outside the
scope of the TD. We have taken particular note of the requirements of UK
Company Law, and considered whether duplication of those requirements in
our regime is justified. We have also considered the extent to which, where there
are requirements in Company Law, it is appropriate to extend identical — or
similar — requirements through our rules to issuers which are outside the scope
of UK Company Law. We propose to retain those rules that we believe are
important to the UK markets and to remove those whose benefits are less clear.

Proposed retentions

The TD is silent on: preliminary statements of annual results; the ‘comply

or explain’ approach to corporate governance arrangements such as the
Combined Code (and the comparable requirements on overseas issuers);
Directors’ Remuneration disclosures; a statement by directors that the
business is a going concern; an auditors’ review of these, plus disclosures of
unaudited financial information; small related party transactions; long-term
incentive schemes; and, allotments for cash. Having reviewed these provisions,
at this stage we intend to retain these requirements. The following sections
discuss the requirements in more detail.

The Listing Rules currently require listed issuers to produce preliminary
statements of annual results in accordance with certain criteria (i.e. have been
agreed with issuer’s auditors; apply a presentation methodology consistent
with that adopted in the annual accounts; take account of any likely
modification to the auditors report; and include any additional information
necessary to assess the results announced). Preliminary statements of annual
results are currently required to be published as soon as possible and within
120 days of the issuer’s accounting year end. As explained in paragraph 2.9,
the new TD deadline for publication of annual report is four months.

Given this timescale, we propose to amend the existing rules so that issuers
will no longer be required to produce preliminary statements of annual
results; however, if they choose to do so, they would have to meet the existing
content standards. We consider these standards to be important to ensure
comparability with annual report and other issuers. We expect that many
issuers will continue to produce preliminary statements of annual results

and do so well before they publish their full annual report. In addition, we
consider it important for issuers and investors to note that the Disclosure
Rules require issuers to publish inside information as soon as possible and a
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preliminary statement of annual results will usually be sufficiently precise
to be considered to fall within the definition of inside information. So the
proposed amendment would not allow an issuer who was aware of poor
preliminary results to delay communicating such information to the market.

Q8: Do you agree with the proposed change of preliminary
statements of annual results from a mandatory to
permissive regime?

We also propose to retain the following Listing Rules which require listed
issuers to include certain information in their annual report. We continue to
believe that these rules are important for the UK regime. Some of the rules
were specifically consulted on in the recent Listing Review.

annual report must continue to include:

e Unaudited financial information. This was consulted on and supported in
the Listing Review (LR 9.8.4R (2)).

e Details of small related party transactions (LR 9.8.4R (3)).
e Details of any long-term incentive schemes (LR 9.8.4R (4)).

e A statement made by the directors that the business is a going concern,

together with supporting assumptions or qualifications as necessary
(LR 9.8.6R (3)).

e A statement of whether the issuer’s corporate governance arrangements
comply with the Combined Code or explain how and why they do not
(LR 9.8.6R (5), (6)). There is a broadly similar requirement for overseas
issuers with a primary listing (LR 9.8.6R (7)). These provisions are central to
the UK’s corporate governance regime and were consulted on, and received
strong endorsement, as part of the Listing Review.

e There are also requirements on the auditors report, including what should
be reviewed (LR 9.8.10R, LR 9.8.11R and LR 9.8.12R).

Q9: Do respondents agree with our proposed retention of
the above Listing Rules?

Proposed deletions

We have reviewed, and are considering removing, the following Listing Rules
and believe it is appropriate to seek respondents’ views on whether the rules
provide benefits which outweigh the costs of the rules. If you believe there are
benefits to the rules, please provide details of who benefits, and how significant
this is, together with any data or evidence to support these views.
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The rules we are considering removing include those: requiring annual report
to contain details of arrangements under which a director has waived
emoluments from the company or its subsidiary; requiring a statement of all
the beneficial and non-beneficial interest of directors; certain items in relation
to the issuer’s purchases of its own shares and the specific inclusion of an
earnings per share figure in summary financial statements. The rules are
explained in more detail below.

We are considering removing these rules because there is some uncertainty
about whether they provide sufficiently significant benefits for investors, as the
rules simply make it easier to access information which is obtainable through
other channels. These rules largely duplicate requirements set out elsewhere,
including accountancy standards, company law and market abuse rules. So
investors can access this information through other channels.

For example, information concerning the interests of company directors can
be obtained from the company register and directors dealings notifications. To
this extent, the benefits of the Listing Rules are limited to the ease-of-access
they provide to this information by gathering it in one place. Nevertheless, we
recognise that this ease-of-access constitutes a legitimate benefit for investors
and would welcome respondents’ views on whether it outweighs the costs of
including this information in annual report, or elsewhere, and monitoring
ongoing compliance. To the extent that this is indeed the case, we will retain
the Listing Rules concerned.

LR 9.8.4R (1) requires an annual report to include a statement of the interest
capitalised by the group during the period under review with an indication of
the amount and treatment of any tax relief.

LR 9.8.4R (5) and (6) require an annual report to include details of any
arrangements under which a director of the company has waived or agreed to
waive any emoluments from the company or subsidiary undertaking. Where a
director has agreed to waive future emoluments, the annual report must give
details of such waiver together with those relating to emoluments which were
waived during the period under review.

LR 9.8.4R (9) requires that where a listed company has listed shares in issue
and is a subsidiary undertaking of another company, the annual report must
include details of the participation by the parent undertaking in any placing
made during the period under review.

LR 9.8.4R (10) requires an annual report to include details of any contract of
significance subsisting during the period under review either to which the listed
company, or one of its subsidiary undertakings, is a party and in which a director
of the listed company is or was materially interested and/or between the listed
company, or one of its subsidiary undertakings, and a controlling shareholder.
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LR 9.8.4R (11) requires an annual report to include details of any contract

for the provision of services to the listed company or any of its subsidiary
undertakings by a controlling shareholder, subsisting during the period under
review. This is unless it is a contract for providing services that the shareholder
provides as principal business and/ or it is not a contract of significance.

LR 9.8.4R (12) requires an annual report to include details of any arrangement
under which a shareholder has waived or agreed to waive any dividends.

LR 9.8.4R (13) requires that where a shareholder has waived or agreed to waive
any dividends, an annual report must include details of such waiver together with
those relating to dividends which are payable during the period under review.

LR 9.8.5 G advises that a listed company need not include within the annual
report and accounts details of waivers of dividends of less than 1% of the
total value of any dividend provided that some payment has been made on
each share of the relevant class during the relevant calendar year.

For listed issuers incorporated in the UK, LR 9.8.6R (1) requires an annual
report to include a statement setting out all the beneficial and non-beneficial

interests of each director of the listed company that have been disclosed under
the CA 1985.

LR 9.8.6R (2) requires an annual report to include information disclosed to
the listed company in accordance with sections 198-208 of the CA 1985.

As explained in paragraph 3.2 these sections of the CA1985 are being
repealed and the requirements on shareholders to notify issuers will be in our
rules. Issuers will be required to disseminate these disclosures in line with
Chapter 4. So we do not consider it necessary for the disclosures to be
included in the annual report as they will be made on an ongoing basis.

LR 9.8.6R (4) requires an annual report to include a statement setting out
details concerning the listed company’s purchases of its own shares.

LR 9.8.13R requires that a summary financial statement issued by a listed
company as permitted under CA1985 must disclose earnings per share.

Q10: Do you believe these Listing Rules provide benefits? If
you do, please explain how you use the information
covered in each of these rules? If you were not able to
access such information through annual report, but
could access it from other (possibly fragmented)
sources, would you be disadvantaged?
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Major Shareholding
Notifications

The TD requires shareholders to inform an issuer whose shares are traded on
a regulated market in the EU of changes to major holdings in that issuer’s
shares. Issuers must then disseminate this information to the wider market.
Shareholders must also notify the relevant Competent Authority at the same
time they notify issuers'. The overall aim is to improve market efficiency and
protect investors. The TD explains that this information should enable
investors to acquire or dispose of shares in full knowledge of changes in the
voting structure. It should also enhance effective shareholder control of
issuers, and increase the overall market transparency of important capital
movements. This section sets out our proposals for implementing the major
shareholding notification provisions.

The TD’s requirements for notifying major shareholdings have four key
elements: issuer scope; notifiable interests; notification thresholds; and
notification deadlines. The TD minimum requirements in relation to each
of these elements can be compared to those of the CA1985 which sets out
the UK’s current major shareholder disclosure regime. As part of the UK’s
implementation of the TD, the Government is proposing that the existing
major shareholding disclosure provisions of the CA1985 will be repealed and
responsibility for the major shareholding notification regime will pass from
the DTI to the FSA. The CA1985 requirements are constructed differently
with notification requirements triggered by reference to ‘interests in shares’
rather than control over the exercise of voting rights. Although occupying
some common ground with the TD, the CA1985 provisions are in some
respects more extensive and stringent than the minimum TD requirements.

The proposed rules (DTR 5.9) require that this filing be done by electronic means. We consider such means to include
email and therefore believe that the proposed rule will not subject the affected shareholders to significant additional
compliance costs.
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We propose to implement the major shareholder notification requirements

of the TD primarily by copying-out the directive provisions, but with some
proposed additions which would in certain respects replicate the effects of the
CA 1985 regime. This implementation is a suitable opportunity to consider
afresh the desirability of retaining what would now become super-equivalent
requirements relative to the minimum TD requirements and whether the UK’s
current regime produces more useful information or just more information.
So we would be particularly interested in respondents’ views on whether we
should instead simply implement the TD’s minimum requirements.

For major shareholding notification requirements falling within the scope of
the TD, we note that any disclosure requirements extending beyond the TD
minimum can only be applicable to holdings in issuers who have the UK as
their home Member State. We intend to implement the TD in such a way that
any TD super-equivalent proposals are only applicable to holdings in UK
issuers. Holdings in non-UK issuers for whom we are the home Competent
Authority will only be subject to the TD’s minimum requirements.

It is relevant to note that the CA1985 section 212 provisions which allow
companies to obtain information from parties with interests in their shares
will be carried over to the new regime under the Company Law Reform Bill
(CLRB). The provisions can be found in Part 21 of the CLRB. Following
supportive responses to the Treasury’s consultation, the DTT is proposing to
maintain ‘interests in shares’ as the basis for the disclosure obligations under
those provisions. We are aware this will result in shareholders having to
comply with different provisions depending on the type of disclosure

(i.e. under the TD rules or in response to a notice from a company).

Issuer Scope

The TD disclosure requirements apply to holdings in issuers with shares
admitted to trading on a regulated market, for which the UK is their home
member state. In comparison, the CA1985 provisions apply to holdings in all
UK public companies, whether traded or not. In both cases, the disclosure
obligations apply to all shareholders irrespective of their jurisdiction.

On the basis of the draft clauses tabled in the CLRB, the Treasury is
proposing to give us powers to apply (among other things) the TD major
shareholding notification requirements to regulated markets, and to certain
other markets in addition to that, but not to all public companies.

The Treasury consulted in March 2005 on the powers it proposed to give us
to implement the major shareholdings notification provisions of the TD. Out
of 12 respondents to that consultation who commented on this element, 11
supported the Treasury’s proposal to give us powers to make issuers admitted
to trading on exchange-regulated markets in the UK (and thus those with
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qualifying holdings in those issuers) subject to the TD major shareholding
notification regime. While some respondents considered that the reasons
for needing transparency on regulated markets apply equally to exchange-
regulated markets, they also cautioned that the users of exchange-regulated
markets should be consulted.

On this basis, we propose to apply the TD’s major shareholding notification
rules to holdings in issuers with shares admitted to trading on a regulated
market, and to holdings of shares of UK companies traded on exchange-
regulated markets (such as AIM and OFEX). This approach would closely
mirror the existing CA1985 regime, taking account of the scope of the
government’s proposed power for us to make rules in this area.

Compared with the existing CA1985 regime, our proposals would mean that:

e disclosure requirements would be extended for the first time to
shareholdings in non-UK issuers with shares admitted to trading on a
regulated market, and for which the UK was their home member state.
(This is an unavoidable TD minimum requirement);

e the current requirements for disclosure in relation to holdings in UK
companies traded on exchange-regulated markets would be retained.
(This would be over and above the minimum required by the TD);

® but requirements would no longer apply to shareholdings in UK public
companies not admitted to trading on a regulated market or an exchange-
regulated market. The government is proposing to repeal that particular
element of the CA198S5, and is not proposing to extend to us any powers
to replicate it.

An alternative implementation approach would be to limit the scope of the
shareholder notification requirements to the TD minimum: that is, to apply
it only to holdings in issuers with shares admitted to trading on a regulated
market, for which the UK is the home member state.

Q11: Do you agree that we should apply major shareholding
disclosure rules to holdings in issuers with shares admitted
to trading on a regulated market, and to holdings of shares
of UK companies traded on exchange-regulated markets
such as AIM and OFEX? Alternatively, do you think the
scope of the shareholder notification requirements should
be limited to the TD minimum: holdings in issuers with
shares admitted to trading on a regulated market for which
the UK is the home member state?
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Notifiable Interests

Under the TD, where a shareholder acquires or disposes of shares of an issuer
with securities admitted to trading on a regulated market, and to which voting
rights are attached, that shareholder must notify the issuer if the proportion of
voting rights they hold reaches, exceeds or falls below specific thresholds.

This basic notification requirement in relation to changes in voting rights is
extended to entitlements to acquire, to dispose of, or to exercise voting rights
in certain situations. The situations include those: where an agreement is
concluded between two or more parties which obliges the holders of voting
rights to adopt a lasting common policy towards the management of the
issuer and vote their rights in concert; where collateral is lodged with a third
party and that person intends to exercise the voting rights; and where a
person or entity may exercise voting rights at its discretion, in the absence

of specific instructions from shareholders by way of a proxy.

The basic TD notification requirement for shares is also extended to include
financial instruments that result in an entitlement to acquire, on such holder’s
own initiative alone, under a formal agreement, shares already issued to
which voting rights are attached. Possible Markets in Financial Instruments
Directive (MiFID) financial instruments which could be caught under the
TD, if they contain the features described above, would include transferable
securities and options, futures, swaps, forward rate agreements and any other
derivative contracts relating to shares.

To avoid unnecessary burdens, and to provide greater clarity about who
actually exercises influence over an issuer, the TD allows for certain market
participants to be exempted from the notification requirements. Specifically:

e The notification requirements do not apply to shares which have been
acquired for the sole purpose of clearing and settling within the T+3
settlement cycle. We consider that this exemption only applies to a central
counterparty clearinghouse when it interposes itself between the buyer
and seller of shares assuming the buyer’s payment obligation to the seller
and the seller’s delivery obligation to the buyer.

e Similarly, custodians are exempt from the notification requirements, providing
they are holding shares in their capacity as a custodian, and can only exercise
the voting rights attached to those shares under instructions given.
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e There is also a partial exemption for market makers. Provided that
market makers are authorised under MiFID, and do not intervene in the
management of the issuer, or exert pressure on the issuer to buy back
shares or back the share price, there is no requirement to notify holdings
at the 5% threshold under the TD. There is an additional optional
exemption from notifying voting rights held in the trading book as defined
under directive 93/6/EEC on capital adequacy of investment firms and
credit institutions, provided that the voting rights held in the trading book
do not exceed 5% and the credit institution or investment firm ensures
that the voting rights are not exercised or used to intervene in the
management of the issuer. We propose to offer the partial exemption from
the UK notification regime for voting rights held in the trading book.

These TD requirements in relation to notifiable interests do not exactly mirror
those in the CA1985. In many areas (e.g. the acquisition of shares for the
purpose of clearing, and the exemptions for custodians and shares held in
trading books) the CA1985 contains no exact parallels with the TD, but the
practical effect of the existing UK provision is in some respects the same. In
other areas, the differences may be more substantive. For example, the existing
market maker exemption under the CA1985 is applied without limitation as to
the size of the makers’ holding, whereas the TD only provides exemption from
the 5% disclosure threshold, and not from the thresholds at 10% and above’.
On the other hand, certain of the TD rules for calculating total holdings appear
less onerous than under the CA1985. Under the CA1985, one instance where
it is necessary to aggregate corporate holdings is where a person has 1/3
ownership of the voting rights of company which in turn holds voting rights in
another company. In contrast, under the TD a ‘controlled undertaking’ appears
more synonymous with the concepts of a subsidiary and majority shareholder
control as to the degree of control needed to require aggregation. Similarly,
there are some material differences in the treatment of concert parties between
the TD and CA1985. We would welcome any views respondents have about
the differences between the two regimes, especially identifying any elements
not covered by TD whose retention respondents consider justified.

An important area of difference between the TD and CA198S is in the
treatment of securities lending. The CA1985 [section 208(5)] allows a stock
lender to conclude that, on entering the loan agreement, he both disposes of
and acquires matching interests in the same shares, thereby netting off his
interests and releasing him from the obligation to notify. In contrast, the TD
does not treat the lender’s right to call for delivery of the lent stock as an
acquisition of those shares for the purposes of the notification requirement.
So the lender is unable to net off positions automatically, and is consequently
subject to the notification obligations.

Although the TD exemption is therefore only partial compared to the full exemption of the CA19835, in practice we
do not anticipate that the difference will entail a greater number of disclosures by market makers as they would rarely
be expected to breach the 10% threshold.

38 CP06/4: Transparency Directive etc (March 2006)



3.18

3.19

3.20

3.21

3.22

We want to replicate the effect of the CA1985 with respect to securities
lending and to avoid unnecessary disruption to existing securities lending
arrangements. So we propose to clarify that the list of situations in which the
basic notification requirements of the TD are extended includes the situation
where a person has a right to call for delivery to himself of shares with voting
rights attached. This clarification will make clear that a lender’s right to call
for delivery of lent stock is an acquisition of those shares for the purposes of
the TD. This means that the lender’s level of holding of shares to which voting
rights are attached will not [normally] change by reason of it entering into a
stock-lending agreement, and hence there is no notification triggered by
disposal of the stock under the agreement.

The borrower’s re-delivery obligation does not appear to be a disposal of an
interest in shares for the purposes of the CA1985. So the borrower is not able
to net the re-delivery obligation against its acquisition of the stock. This is
also the position under the TD.

There have been occasions where borrowers appear to have borrowed stock
solely to exercise the attached voting rights. To address the concerns of some
relating to such situations, an alternative solution to that outlined above would
be to make the lender’s ability to treat its right of recall as an acquisition
conditional on its undertaking (vis-a-vis its underlying client) to exercise that
right of recall in every instance where there is a vote.

On the basis of the above comparison, we propose to implement the notifiable
interests aspect of the major shareholder notification requirements of the TD
in a way that replicates the most significant effects of the CA1985 regime.

Q12: Are there any notifiable interests under the CA1985 that
you consider are not covered by the TD but which you
believe should be maintained? Do you agree that the
partial exemption from notification for voting rights
held in the trading book should be available to credit
institutions and investment firms? Do you agree with
either of the two alternative approaches to replicate,
or make more stringent, respectively the effect of the
CA1985 for stock lenders? Are there any side effects?

Neither the TD nor the CA1985 require the disclosure of economic interests
in shares such as those represented by Contracts For Difference. However, a
number of UK stakeholders have called for greater disclosure of such
economic interests. The CP responds to those requests in Chapter 6.
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Notification Thresholds

Under the TD, shareholders must notify the issuers when the proportion of
voting rights held reaches, exceeds or falls below the thresholds of 5%, 10%,
15%,20%, 25%, 30%, 50% and 75%. In comparison, under the CA1985,
shareholders must make a notification when an acquisition or disposal of an
interest in a public company’s shares takes that interest over or below the
threshold of 3% and then every 1% thereafter. The CA1985 qualifies this
disclosure requirement in the sense that only ‘material interests’ have to be
notified from 3% to 10%.

As the TD is a minimum harmonisation directive, we are able to impose more
stringent requirements for holdings in issuers for whom we are the home Member
State. So we can choose to implement the Directive’s minimum thresholds or,
alternatively, retain the existing, more stringent, thresholds (including, to the
extent possible under the TD, the CA1985 distinction between material and non-
material interests). Although there are a number of different possible options,
taking account of the various categories of issuer (see the discussion on scope
above), we consider that there are essentially two main approaches:

® to transpose the TD’ minimum requirements of disclosures at the 5%,
10%, 15%, 20%, 25%, 30%, 50% and 75% levels; or

e to adopt the thresholds that are currently used in the UK under the
CA1985, namely 3% and every percentage point above for material
interests, and 10% and every percentage point above for any interest.

Moving to the TD minimum thresholds would substantially reduce the number
of notifications made to the market in the UK and would provide cost savings
for large institutional shareholders. However, it would also result in a decrease
in market transparency from current standards and would weaken the UK’s
existing disclosure regime. On this basis we propose to base our implementation
proposals on retaining the existing CA198S5 requirements. But, again, we

would be particularly interested in respondents’ views on whether the major
shareholder disclosure thresholds should reflect the CA1985 or TD regime.

It is important to point out that in relation to the specific exemption for
market makers from notifying at the 5% threshold, we consider that whichever
option is implemented in the UK, the spirit of the Directive should be upheld.
As the TD only has notification thresholds at 5% and 10% we consider that
the exemption for market makers should be up to, but not including, the 10%
threshold, irrespective of which option is chosen. In other words, we propose
that qualifying market makers should notify holdings above 10%, but not
holdings below that level. If the CA1985 thresholds are adopted, we propose
that market makers disclose at 10% and at every percentage point above. If the
TD thresholds are adopted, we propose that market makers disclose at 10%
and every TD level above that.
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Q13: Which of the approaches to notification thresholds
would you prefer? Depending on the thresholds
adopted, do you agree with our proposed implications
for disclosures by market makers?

Notification Deadlines

Under the TD, a shareholder must notify an issuer as soon as possible — but
not later than four trading days — after any notification threshold has been
reached, exceeded or fallen below. The issuer must then make the information
public no later than three trading days after receiving the notification.

Under the CA1985, a shareholder must notify the company within two days
following the day on which the obligation to notify arose. Under the Listing
Rules, the listed company must then notify a RIS as soon as possible and not
later than the end of the business day following receipt of the information.

We envisage that a shareholder should calculate its holding on the basis of
its net or final position at the close of each trading day. At this point, it
must determine whether any of its positions have changed in a way which
requires notification.

We can choose to impose more stringent requirements under the TD for holdings
in issuers for whom we are the home Member State. So we can choose to
implement the TD’s minimum thresholds or to retain the existing, more stringent,
thresholds. We consider there are two main approaches to implementation:

e To implement the TD minimum timing requirements. i.e. the shareholder
must notify the issuer as soon as possible, but not later than four trading
days after the threshold has been reached, exceeded or fallen below. The
issuer must then make the information public upon receipt but not later
than three trading days after that.

e To replicate the current interaction between the CA1985 and Listing Rules.
i.e. the shareholder must notify the issuer within two days following the
notifiable event, and the listed issuer must notify an RIS as soon as possible
and not later than the end of the business day following receipt.

Implementing the Directive’s minimum timing requirements would not result
in the need to make fewer announcements. It would simply mean the market
would not receive the announcements on such a timely basis as it does now.
So it could result in a decrease in market transparency from current standards
and could weaken the UK disclosure regime.
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On this basis, we propose to base our implementation proposals on the CA1985
requirements, but we invite respondents to offer their views on whether the
approach to notification deadlines should reflect the CA1985 or TD regime.

Q14: Which of the notification deadlines would you prefer?

Standard Forms

Working Document ESC/34/2005 Rev. 2 includes a draft recommendation
on the use of standard forms when making major shareholding notifications.
While the current UK disclosure regime does not operate on the basis of
standard forms as regards shareholder notifications to issuers, listed issuers
are encouraged to use standard forms in their communication with their
chosen Primary Information Providers.

To the extent that the recommended standard forms are in fact applied across
the EU there will be benefits to issuers — and ultimately the public — of
receiving the required information in a standardised format. In addition, it
should simplify the process for shareholders who have holdings in issuers
located in different Member States. We therefore propose to apply the
recommended standard forms.
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Dissemination of
Regulated Information

Under the TD, Member States are required to ensure that an issuer discloses
regulated information in a manner which ensures fast access to such
information on a non-discriminatory basis. The Commission will propose the
minimum standards for dissemination in their level 2 measures. Regulated
Information must be disclosed in a manner which ensures that it is capable of
being disseminated to the general public fast, and as close to simultaneously
as possible, in the home and other Member States. It must be communicated
to more than one type of media, including media which are capable of
reaching the public in other Member States. The TD does not mandate a
dissemination model. Dissemination can be either direct, or indirect via a
third party, but in either case the issuer remains ‘ultimately responsible’ for
the satisfaction of the minimum dissemination standards and we will carry
this through in our implementing provisions. In addition to disclosing
regulated information, the TD also requires issuers at the same time to file
such information with the competent authority of its home Member State.

Since 2002, the Listing Rules have required the use of the PIP/SIP regime for
the disclosure of regulated information. The regime works on the basis that
issuers are required to issue their regulatory announcements via any Primary
Information Provider (PIP) approved by the FSA. The FSA approves services
that meet the requisite standards and, once approved, the providers of those
services operate as Regulatory Information Services (RIS). Currently, six PIPs
are approved to operate as an RIS, offering issuers a choice of input
mechanisms, charging structures and distribution networks. The criteria we
set ensure that minimum standards are met, particularly for security, timely
processing, distribution and ease of use. RISs are required to demonstrate
that their service meets these criteria both prior to being able to operate as

a RIS, and on a continuing basis. RISs are also required to commission an
independent audit on application, and on an annual basis, to ensure that they
comply with the criteria. RISs disseminate regulatory news to Secondary
Information Providers (SIPs) including Reuters, Bloomberg, Dow Jones and
various internet providers.
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We consider that the PIP/SIP model meets the dissemination requirements of
the TD and so propose maintaining it for issuers for whom the UK is the home
Member State. As is the case currently, issuers (rather than their chosen RIS)
remain responsible for ensuring that the minimum standards for dissemination
of information are satisfied (i.e. fast, pan-European dissemination) and that
their chosen PIP meets the RIS Criteria. For issuers for whom the UK is the
host Member State, we will need to rely on the dissemination provisions in the
issuers” home Member State (which, as noted above, must ensure dissemination
on a pan-EU basis).

An alternative approach would be to allow issuers to disseminate information
in a manner which they saw fit, so long as that was compliant with the TD
requirements.

With respect to the requirement to file regulated information, we consider
that the issuer’s use of an RIS to disseminate regulated information will
comply with the requirement to file that information with the FSA.

Q15: Do you agree that the FSA should mandate the
continued use of the PIP/SIP regime for issuers for
whom the UK is the home Member State?

We have taken this opportunity to review the PIP service criteria. The main
changes concern the frequency with which PIPs are required to produce an
independently audited annual report and the obligation to publish periodic
financial information in full text.

With respect to the audit requirement, an RIS is currently required to produce
such reports on an annual basis confirming that it satisfied the PIP service
criteria in the preceding 12 months. In response to stakeholder requests

we have reviewed this requirement and ask respondents to consider three
alternative options: maintain current requirement; require an audited report
every two years; or require an un-audited report every 12 months.

With respect to annual report and accounts, these are not currently required to
be disseminated in full text. This is inconsistent with the TD which requires all
regulated information to be disseminated in full text. Recognising the difficulties
that some Secondary Information Providers would have in receiving such full text
documents, we propose to limit the RIS full-text dissemination requirement to
media that are capable of receiving and processing information in industry
standard formats used for annual report and accounts.

The details of these proposals are set out in Annex 3.
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Storage of Requlated
Information

The TD requires that there is at least one Officially Appointed Mechanism
(OAM) for the central storage of regulated information in each Member State.
In the longer term, it envisages that regulated information which has been
disseminated and stored should be available via a European network,
accessible at affordable prices for retail investors. Such a network is intended
to actively promote integration of European capital markets. Investors who
are not situated in the issuer’s home Member State should be put on an equal
footing with investors who are, in terms of access to information.

A UK OAM will have to store all regulated information disseminated by an
issuer admitted to trading on a regulated market in the UK. Regulated
information, as explained in Chapter 4, will include all periodic financial
information, all major shareholding disclosures, disclosures under the Market
Abuse Directive, and all information issuers are required to disclose under UK
laws, regulations or administrative provisions. For example, this means that
an OAM will be required to store prospectuses published by issuers. OAMs
will be able to charge for access to this information.

Under the TD, the Commission will adopt implementing measures on quality
standards for the storage mechanism. However, the standards have not yet
been finalised. The Commission only [recently] provided CESR with the
formal mandate for technical advice on the role of the OAM (including
agreement on interoperability, costing and funding, minimum quality
standards and filing of regulated information by electronic means). CESR

is not required to provide its advice until June 2006, so the Commission

is unlikely to set detailed standards for OAMs until some time after the
deadline for TD implementation (20 January 2007).
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So at this stage it is impossible to describe in detail what the requirements on
an OAM will be. In broad terms we know that OAMs will have to comply
with minimum quality standards of security, certainty as to the information
source, time recording and easy access for end-users. However, the details of
these standards have yet to be determined. They will have to store information
for at least five years. They are also likely to have to be linked in some way,
perhaps via a network, to OAMs in other Member States.

Interim Approach

For the period between implementation of the TD and the formal implementation
of level 2 measures to specify OAM standards, we will have to find an interim
approach to the requirement to appoint an OAM.

In this respect, the Commission has indicated to CESR (in a letter from
Alexander Schaub, Director-General of the European Commission Internal
Market and Services DG, to Arthur Docters Van Leeuwen, Chairman of
CESR, dated 20 July 2005) that if a Member State’s interim storage
mechanism offers end users ‘some kind of access’ to regulated information
then a wide and flexible interpretation of the TD requirements will be
acceptable during this interim period. In the long term, as and when level 2
measures on specific standards come into effect, we will have to appoint at
least one OAM which meets all of the required standards. We have no further
indication on the timing of this secondary implementation deadline.

Currently in the UK, there are a number of retail investor websites (e.g. the
London Stock Exchange’s website, Financial Express-UK Wire, Hemscott.net,
and ample.com) which receive (an amalgamated form) of all information
disseminated by PIPs. Much of this information is available for free, although
some require a fee. We currently publish hyperlinks to these organisations on
our website. They are displayed in the ‘Frequently Asked Questions’ section of
the ‘Regulatory Information Services’ section of the UKLA pages. These are
offered as examples of services that provide free access to the information
disseminated by an RIS. In addition to the services provided by these websites,
we also maintain a document viewing facility where anybody can request
access to hard copies of information.

To provide an interim solution to the OAM requirement, we propose to make
the links to the providers of information on our website more prominent and
enhance the RIS section of the website generally. We believe that these
arrangements would satisfy the requirement that investors have ‘some kind of
access’ to regulated information in the interim period. The main advantages
of this proposal are that there are very minimal costs and it retains flexibility
to adapt the approach depending on the outcome of the Commission and
CESR’s work.
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Long term Solution

To help us feed into the Commission and CESR’s work and to prepare for
implementation of the detailed standards once they are agreed, we are very
keen to engage the market in a discussion of the role an OAM or a number

of OAMs might play in the UK market. In particular we would welcome
respondents’ views on the: demand for storage of regulated information; the
structure of this demand (for example, is there demand from retail investors,
institutional investors, other market participants?); the extent to which such
demand is already addressed; and the extent to which users might be prepared
to pay for access to different types of information.

It is likely that any designated UK OAM would need to invest in technology
to meet the minimum requirements as set out by the Commission, including
the interoperability with other Member States” OAMs. There are two main
models for such a mechanism - it could be provided on a commercial basis by
private sector providers; or it could be operated by us. We would prefer to
appoint one or more commercial entities to operate as the UK OAM(s). We
have set out some of the issues below and we would welcome respondents’
views on which of these models they would prefer.

Model 1 — Commercial OAM(s)

The first model, which we prefer, would entail appointing one or more
commercial services to act as OAM(s). This model would be similar to that
we use for dissemination of regulated information. There are several
advantages to this model.

Commercial service providers have the ability to keep pace and adapt to the
technological developments of the market, greater than our ability under
model 2. In a similar way commercial providers would be able to develop
value-added services to improve the facilities available for investors. This
option would generate fewer costs for issuers, investors or us, as the approach
would build on systems already used by commercial service providers.

Model 2 — FSA operated OAM

Alternatively, we could operate as an OAM. In some other EU countries, such
as Spain and Portugal, the competent authority already provides a storage
function and is likely to continue to do so. In contrast, the provision of such
IT services lies outside our core activities and we do not currently have the
necessary storage facilities or the capability and capacity to build and

operate them. There would thus be significant costs to us of setting-up and
maintaining a central storage mechanism. Furthermore, we envisage that
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OAMs will charge no or minimal fees for basic access to regulated information
and derive the bulk of their revenues from provision of value-added services
(such as analysis of regulated information). Given that an FSA-operated OAM
would not provide such services, the potentially high costs would have to be
recovered through fees.

We would welcome respondents’ views on which model you would prefer
when it is necessary to establish a long-term OAM which meets the standards
the Commission will establish.

Q16: Do you have a preference for either of the above
models or suggestions for further alternative model(s)?
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Contracts for Difference

Neither the TD nor the CA1985 require the disclosure of economic interests in
shares such as those represented by Contracts For Difference (CFD). However,
a number of UK stakeholders have recently been calling for greater disclosure
of such interests. Although a holder of a long CFD does not own the share or
the attached voting rights, some argue that they may be able to exercise a
significant degree of de facto control over the shares held by the counterparty
to hedge its position.

The Takeover Panel has recently introduced new rules requiring disclosure of
dealings in derivatives and options (including CFDs) during offer periods only,
which may arguably be the circumstance when increased CFD disclosure is
most relevant. However, outside of offer periods, issuers may currently be
unable to identify CFD holders who might indirectly exert influence on voting
rights. Partly in recognition of this, the power which the government intends
to give us to write rules in this area, which it has recently tabled to Parliament
in the Company Law Reform Bill, will be broadly drawn. So we would be
able to require wider disclosures if we thought that justified.

The benefits of disclosing economic interests relate to investor transparency
and market integrity. CFDs have thus been a feature of a number of high-
profile corporate situations, where it has been suggested that a party has been
able to materially influence events by exercising control over the voting rights
attached to the underlying stock identified in the CFD. The potential influence
of CFD holders arises from the way CFD transactions are entered into and
hedged. To the extent that CFD brokers have no ‘real’ use for the stock held
to hedge a CFD position, it is likely that they will be mindful of the wishes

of their underlying clients (the CFD holders). And even if there is no formal
arrangement between the broker and holder, the latter would seem to be the
obvious person to sell the underlying stock to (should he be willing) when the
CFD and hedge transactions are unwound. Given the current unclear and
limited disclosure regime this has raised calls among some stakeholders for
CFD transactions to be subject to clear and comprehensive disclosure rules.
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However, a disclosure regime that included economic interests would be
complex. In calculating an economic interest, one would have to be careful

to ensure that the resulting disclosure was sensible and that ‘apples’ were not
aggregated with or netted off against ‘pears’. Long and short derivative interests
can be very different, depending on the nature, terms and conditions of the
derivative, and should often not be netted against each other to calculate an
aggregate interest. Meaningful and clear calculation and presentation to enable
a market participant to accurately net-off a long CFD against a short spread-
bet, for example to give an aggregate percentage of the underlying share capital
figure, would be difficult. Equally, netting off derivative positions (long or short)
against cash market positions would lead to anomalous results and potentially
meaningless disclosure. The only type of disclosure which would be clear could
require each type of derivative interest to be aggregated (and not netted off) and
disclosed on this basis separate from cash market positions. This would result in
complicated disclosures showing in full the number and nature of derivative
long positions compared to the number and nature of derivative short positions
as well as the cash market position. The regime would be very complex in
compliance and technical terms and would result in complex disclosure.

Assuming that all of the derivative positions that might be of interest could be
accurately described and captured, it is not entirely clear whether the number
of useful disclosures produced would merit the costs involved in producing
them. The benefits of a disclosure regime would depend on the degree to
which the market finds such information relevant in identifying the influence
that CFD holders may exert and will need to be weighed in light of likely
significant compliance costs that they will impose on (large) investors and
direct costs to us in monitoring compliance.

We believe it is neither practical nor appropriate to consult on draft rules for
a mandatory disclosure of major CFD holdings regime in this consultation

on TD implementation. Looking beyond TD implementation, such a regime
would only be established if a market failure analysis and cost benefit analysis
showed clearly that it would be appropriate to do so.

We have had several discussions with market participants over the past few
months on these issues. We are interested in hearing more formally market
participants’ views on this subject with the view to a longer-term discussion.
It would be particularly useful if respondents considered the practicalities of
such a regime. In deciding whether and how to take this issue forward we will
also consider the outcome of the review by the Takeover Panel in June 2007
of, amongst other things, the new rules of the Takeover Code relating to the
disclosure of dealings in derivatives and options.
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Summary Cost Benefit
Analysis

In line with FSMA we have undertaken a Cost Benefit Analysis (CBA) of our
proposals for implementing the TD. The significant differences in the nature
scale and complexity of the affected issuers and the regulatory environment in
which they operate have made it difficult to estimate the costs associated with
our proposals. The cost estimates of the CBA are therefore not exhaustive and
are set out in terms of broad ranges. We acknowledge the shortcomings of our
analysis and would welcome any contribution respondents are able to give,
particularly with respect to those areas where our CBA only marginally
supports our policy proposals.

This chapter summarises the most significant elements of the CBA, but we
recommend that you read the detailed analysis set out in Annex 1. The
CBA of our implementation proposals is set out in four categories: periodic
financial reporting; major shareholding notifications; dissemination of
regulated information; and storage of regulated information.

Periodic Financial Reporting

We propose to copy-out the TD requirements concerning annual and half
yearly financial reports and interim management statements.

Compared to the Listing Rules, the wider scope, more prescriptive content and
shorter publication deadlines of the TD for annual and half-yearly financial
reports may generate additional compliance costs to issuers. However, these
are limited to the extent that most issuers are already required to produce such
reports with similar content requirements. Most issuers also already publish
within the new deadlines. In terms of benefits, the TD requirements should
enable investors to make more timely informed investment decisions.
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The new requirements for regulated market issuers of shares that do not
already produce quarterly reports to produce interim management statements
are expected to generate compliance costs. The scale of these costs, and
benefits for investors, will depend on how market practice develops, as the
TD only sets high-level requirements on the content of interim management
statements. Costs and benefits may be limited to the extent that issuers are
able to amend the content of trading statements which they already produce
to meet the requirements of the TD.

In four areas, the Listing Rules extend beyond the requirements of the TD.
We propose to retain rules in three of these areas.

In contrast to the TD, the Listing Rules require issuers to publish their half-
yearly report in a national newspaper or send it to holders of its securities.
Our proposal to remove this LR is expected to generate significant cost
savings for issuers and should not significantly disadvantage investors as the
information will be disseminated according to the TD minimum standards.

Unlike the TD, the Listing Rules require wholesale debt issuers to produce
annual reports. We propose to retain this requirement. For most issuers there
will be no incremental costs as they are required to produce annual report under
national law. A minority of issuers will continue to bear the costs of producing
such reports which are not expected to increase as we will continue not requiring
the use of IFRS and allow six months for publication. We consider that the
requirement brings significant benefits in terms of investor and market protection
against an influx of issuers not otherwise required to produce annuals.

Compared to the TD, the Listing Rules require issuers of half-yearly reports to
apply changes in accounting policies that are expected to be made in the full
year accounts rather than merely describing their effect. We propose to retain
this requirement. Under the TD, issuers would have to analyse in detail the
new accounting standards to describe their effect. So the continued incremental
costs of actually applying them are expected to be negligible. We think this LR
brings significant benefits in terms of comparability of reports.

Compared to the TD, the Listing Rules require issuers of shares to produce
preliminary statements of dividends complying with certain standards of
timeliness and content rather than merely ‘publishing...notices concerning
the allocation of dividends’. We propose to retain this requirement. Because
issuers will have the required information anyway, we expect the continued
additional costs to be borne by issuers to be marginal. We consider that
retaining the LR will bring benefits in terms of more timely, detailed and
comparable information.

In areas covered by the Listing Rules which are outside the scope of the TD,
we propose to amend the Listing Rules on preliminary statements of annual
results and remove a number of other Listing Rules.
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Given the TD’s shorter deadline for the publication of annual report, we
propose to change the Listing Rules on preliminary statements of annual
results to a permissive regime. Issuers choosing not to publish preliminary
results will benefit from reduced compliance costs. However, these are unlikely
to be significant as issuers are expected to have the underlying information
anyway. The quantity and timing of information for investors are not expected
to decrease under this proposal. This is because, even if issuers choose not to
produce preliminary results, the annual report itself will be produced to a
similar timescale to that currently applying to preliminary results.

We propose to remove a number of the Listing Rules, including, for example,
those requiring annual report to contain details of any director waiver of
emoluments and statements of beneficial and non-beneficial interests of
directors. We propose to remove these LR on the basis that there is uncertainty
about whether they provide significant benefits for investors because they make
it easier to access information which is otherwise obtainable. However, we
recognise that ease-of-access constitutes a legitimate benefit and invite
respondents’ views on this.

Major Shareholding Notifications

The TD requires shareholders to notify issuers of major holdings in shares
and issuers to make these disclosures public. The TD requirements can be
considered in terms of issuer scope, notifiable interests, and notification

thresholds and deadlines.

On issuer scope, the TD requires the regime to be applied to regulated market
issuers of shares, but we have discretion over whether to apply a regime to
exchange regulated market issuers. On balance, we consider the CBA to be
marginally in favour of retaining the extension of the major shareholding
notification regime to UK equity issuers traded on exchange regulated markets.

The encompassed addressees are already subject to the disclosure regime of the
CA1985, so given the high fixed cost structure of shareholder notifications, the
additional costs to shareholders and issuers which the current wider regime entails
are not likely to be significant. In terms of benefits, information on shareholdings
should enable investors to acquire or dispose of shares in full knowledge of
changes in the voting structure. It should also enhance effective shareholder control
of issuers, and increase the overall market transparency of important capital
movements. There will be greater direct costs to us for monitoring the regime.

With respect to notifiable interests, we propose to implement the major
shareholder notification requirements of the TD primarily by way of copy out
of the directive provisions with an amendment to allow stock lenders to net
their loan of stock against their right to call for delivery of it. Based on the
pre-existence of monitoring systems, the costs of recalibrating those systems
and of actually making notifications are expected to be marginal.
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The TD minimum disclosure thresholds can be compared to the lower thresholds
under the CA1985. We can choose which thresholds to apply and on balance we
consider the CBA to be marginally in favour of maintaining the current thresholds.
The compliance costs to stakeholders of continuing to monitor holdings and make
disclosures are expected to be marginal at the individual issuer level. Retaining the
existing thresholds would mean a higher number of disclosures leading to greater
transparency and thereby maintaining price efficiency and market confidence.

The TD disclosure deadlines for shareholders to notify issuers and for issuers
to notify the market can be compared to the shorter deadlines of the CA1985
and LR. We can choose which deadlines to apply and on balance consider the
CBA to be marginally in favour of maintaining the current deadlines. The
shorter deadlines are not expected to significantly increase compliance costs.
Shorter deadlines ensure greater transparency and market confidence as the
information on major shareholders is available more quickly to the market.

Dissemination of Regulated Information

The TD requires issuers to disseminate regulated information meeting certain
minimum standards. It is silent on what model issuers can use to disseminate.
We propose to continue to require issuers to use the PIP/SIP model to meet
these requirements. This is not expected to impose much greater compliance
costs on issuers than if they were allowed to disseminate in other ways (i.e.
either directly or via un-approved service providers). There would be costs
associated with such models, and in nearly all circumstances we anticipate that
issuers would find it more cost effective to continue to use approved service
providers to meet the dissemination requirements. The benefits of maintaining
the PIP-SIP model include that there is a consolidation of regulated information
sources which lowers investors’ search costs, leading to increased incorporation
of information in prices and thus greater price efficiency.

Storage of Regulated Information

Until the long-term requirements on storage mechanisms are established, the
TD requires that investors have some sort of access to regulated information.
Our interim solution is to make presentational changes to our website.
Depending on the outcome of the Commission’s work the long-term storage
requirements will require implementation proposals and a CBA. The interim
solution should not entail increased costs to issuers or investors. The benefits
will depend on the extent to which investors use our website to access the
commercial sites providing access to information. Apart from the very low
associated costs, there are also benefits that the UK will retain flexibility to
adopt whichever model for the storage mechanism which is most appropriate
for the long term when the standards are established.
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Part 2

Investment Entities
Listing Review
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The Financial Services Authority invites comments on this Consultation
Paper. Comments should reach us by 30 June 2006.

Comments may be sent by electronic submission using the form on the
FSA’s website at (www.fsa.gov.uk/pubs/cp/cp06_04_response.html).

Alternatively, please send comments in writing to:

Wessen Jazrawi
Policy-Primary Markets
Financial Services Authority
25 The North Colonnade
Canary Wharf

London E14 SHS

Telephone: 020 7066 8240
Fax: 020 7066 8366
E-mail: cp06_04@fsa.gov.uk

It is the FSA’s policy to make all responses to formal consultation available
for public inspection unless the respondent requests otherwise. A standard
confidentiality statement in an e-mail message will not be regarded as a
request for non-disclosure.

Copies of this Consultation Paper are available to download from our
website — www.fsa.gov.uk. Alternatively, paper copies can be obtained
by calling the FSA order line: 0845 608 2372.
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Introduction

This chapter provides some context to the review of the Listing Rules for
investment entities (the Listing Review), by explaining the various factors
that we have taken into consideration when formulating our proposals. It
describes the philosophy we have adopted in positioning the regime for listed
investment entities, both within the Listing Rules generally and within the
wider retail investment landscape.

The reason for undertaking the Listing Review now

In November 2004, the Treasury published a consultation document seeking
views on the appropriate regulatory status of investment trusts in the wake of
concerns over split capital investment trusts. The possible regulatory options
included making investment trusts regulated products (similar to authorised
unit trusts and open-ended investment companies), making them authorised
persons (but not authorised products), and maintaining the present position
in which they are simply subject to the listing regime.

The Treasury concluded, on balance, that adopting a different regulatory
approach would not result in better regulation than could be delivered using
the Listing Rules. In its response to the consultation, the Treasury stated that
it ‘welcomes the FSA’s forthcoming review of the Listing Rules applicable to
investment companies as an opportunity to ensure that the regulatory regime
remains both robust and proportionate, in the context of the Listing Rules
generally, and wider regulatory developments.™

In July 2005, we introduced new listing rules following a fundamental review
of the listing regime, and consultation on our approach to implementing the
Prospectus and Market Abuse Directives (the 2005 Review). This resulted in
three new parts of the FSA Handbook:

Para 4.12, The regulation of investment trust companies: Government response (November 2005)
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e The Listing Rules — which contain rules and guidance for issuers of
securities admitted (or seeking admission to) the Official List. These rules
focus on eligibility for listing, the continuing obligations of listed issuers
(other than those contained in the Disclosure Rules) and sponsors.

e The Disclosure Rules — which contain rules and guidance in relation to
the publication and control of ‘inside information’ and the disclosure of
transactions by persons discharging responsibilities and their connected
persons. The Disclosure Rules implement the Market Abuse Directive.

e The Prospectus Rules — which contain the rules, regulations and guidance
outlining circumstances in which a prospectus is required and what
information that prospectus must contain. The Prospectus Rules
implement the Prospectus Directive.

Because of the Treasury’s ongoing consultation exercise at that time, the 2005
Review did not cover the Listing Rules applicable to investment entities (chapter
15) or venture capital trusts (chapter 16). In any event, it was felt that changes
to the rules in this area warranted their own, focused, consultation exercise.

Scope and objectives

As the Prospectus Rules and Disclosure Rules are determined by EU Directives,
we have little scope to propose amendments to them: the proposals contained
in this document relate to the Listing Rules only. This final phase of the
fundamental review of the listing regime has broadly the same aims as that

of the 2005 Review:

e to simplify and modernise the listing regime (in this case to create a single
listing regime that applies to different forms of investment entities,
irrespective of investment policy or tax status);

e to ensure that the UK continues to offer a regime that provides an
appropriate level of regulation, and the flexibility and transparency
demanded by those wishing to raise capital on the UK markets; and

® to ensure that, given the changing legal and regulatory environment,
the regime we operate continues to meet our regulatory objectives.

It should be noted that the Listing Review relates only to companies admitted
to the Official List. As a result, companies listed on other markets, such as the
Alternative Investment Market of the London Stock Exchange, are unaffected
by these proposals.
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Other factors influencing the Listing Review

The Listing Review has been undertaken against a background of other
significant regulatory activity which has helped to shape our thinking.

Better regulation

We are committed to improving and simplifying regulation and, in December
2005, we published our Better Regulation Action Plan®. The Action Plan
summarised what we have done already to improve the way we regulate

and what we are doing to improve further, including the proposals in this
consultation. In particular, the Action Plan explained our intention to further
move the balance of regulation towards high-level principles rather than
detailed rules and guidance. We believe that better outcomes can be produced
by encouraging a focus on the best actions to take in a particular situation
rather than following a mechanistic process. The proposals in this
consultation reflect that approach.

Wider-Range Retail Investment Products (DP05/3)

Our wider-range retail investment products discussion paper which was
published in June 2005 is directly relevant to the Listing Review because listed
investment entities often attract significant retail demand and are similar to
authorised funds in that they are pooled investment vehicles, albeit operating
under differing regulatory regimes.

In the feedback statement to DP05/3 published this month, we explain that
there is an inevitable trend towards increased variety of products and our
regulatory response should be to rely on consumer education and awareness
as the principal tool for the protection of consumers, rather than attempting
to restrict the variety of products available for investors. Indeed, we intend
to consult on allowing funds of unregulated funds (such as a fund of hedge
funds) to become authorised for the first time.

Hedge funds: A discussion of risk and regulatory engagement (DP05/4)

This discussion paper, which we published in June 2003, is also relevant
because one of the issues for the Listing Review has been whether — and if
so, under what conditions — hedge funds might be listed. It should be noted
that funds of hedge funds are able to list under the present rules.

DP05/4 recognises the growing importance of hedge funds and their
contribution to the financial markets, and states how we are committed to
playing our part to ensure the UK remains an attractive location for hedge
fund managers to be based.

http://www.fsa.gov.uk/pubs/other/better_regulation.pdf
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1.14 In our feedback to that Discussion Paper, published earlier this month, we
explain that in future we will seek additional information from hedge fund
managers we supervise to enhance our understanding of their activities,
which will remain an area of supervisory focus.

Prospectus Directive

1.15 Most investment entities listed in the UK are closed-ended companies. There
is no restriction on the marketing of securities of a closed-ended company
to retail investors in the UK, provided any public offer is supported by an
approved prospectus or approved listing particulars. On that basis, securities
in unlisted or overseas listed investment companies may find their way to
retail investors, as well as securities in listed companies. Or, to put it another
way, an investment entity does not need to be listed for its securities to be
made available to retail investors.

1.16 The introduction of the Prospectus Directive has further entrenched this
position in two ways:

e Companies making public offers into the UK must publish a prospectus
approved by their home competent authority. As a result, we, as the UK
Listing Authority, approve documentation in relation to public offers
of securities for companies that have not applied for admission to the
Official List, and so do not need to meet the eligibility requirements or
comply with the continuing obligations set out in the Listing Rules. Some
of these companies making public offers are investment entities employing
wider-range investment strategies.

®  Once the prospectus of an investment entity has been approved by its
home competent authority, it can be used as a passport to enable the
marketing of its securities in other Member States. As a result, those
investment entities employing wider-range investment strategies can
market their securities to investors across Europe, including into the UK,
on the basis of an approved prospectus, without further restrictions.

FSA Consultation Paper 164

1.17 New measures governing the relationships between boards and investment
managers were introduced in 2004 following CP164. This paper resulted from
a commitment made to the Treasury Select Committee in November 2002 to
consult on several changes to the Listing Rules in the wake of concerns raised
in relation to split capital investment companies.

3 Generally this will be the competent authority of the EEA state in which the company has its registered office.
http://www.fsa.gov.uk/Pages/Library/Policy/CP/2003/164.shtml
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These measures included a change to the definition of non-independence in
the context of listing. We have been encouraged by the effectiveness of these
provisions in addressing concerns that directors were not always able to make
objective decisions, especially where those decisions might conflict with the
interests of the investment manager.

The 2005 Review

The feedback we received during the fundamental review of the Listing Rules
was that the high standards imposed on listed companies serve to maintain
the value of listing and that key requirements, both in terms of eligibility
(such as a minimum track record for new applicants) and continuing
obligations (such as the need for shareholder approval for significant
transactions), should be retained.

Consultation on introduction of UK-REITs

In its 2006 Budget Report, the government announced it would introduce, in the
UK, Real Estate Investment Trusts (UK-REITs) with effect from 1 January 2007,
to improve the efficiency of both the commercial and residential property
investment markets. The introduction of UK-REIT legislation will provide the
basis for liquid and publicly available property investment vehicles available to a
wide range of investors, contributing to the government’s wider objectives for
raising productivity in the commercial property sector.

In order to qualify as a UK-REIT, a company will need to be listed on a
recognised stock exchange, such as the London Stock Exchange.

Our approach

Taking account of the various factors described above, and in keeping with
the aims of the 2005 Review, we have attempted to construct a new regime
using the following philosophy:

e Boards should not be constrained, through detailed Listing Rules, from
undertaking investment activity which they believe is in the interests of
their shareholders.

e The quality standards of listing, that were supported in the 2005 Review,
should be maintained for investment entities.

e Disclosure and governance arrangements need to ensure appropriate
investor protection, and any gaps in the regime need to be identified

and addressed.

e Where possible, rules that restrict the choice of investment activity should be
removed and only retained where specific concerns need to be addressed,
such as those associated with multi-layered funds.
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e The integrity of the eligibility requirements applicable to other listed (i.e.
trading) companies must not be undermined by allowing such companies
to qualify for listing as investment entities when this is not appropriate.

e  Where it is possible to rely on other regulations to achieve a desired
outcome (such as assessing eligibility of an investment manager’s
experience), this should be done.

e Listing should be made available to investment entities employing more
sophisticated investment strategies than at present, through the introduction
of a more principles-based approach which allows them to demonstrate
they are maintaining an appropriate spread of risk.

e The new regime should be effective and long lasting.

Our proposals

We believe that the proposals contained in this document have the following
benefits:

e They create a single regime for listed investment entities, compared with
the five different regimes we have now.

e They help to clarify the position of listed investment entities in the
context of the wider universe of investment products that are pooled
investment vehicles.

e They comprise a more principles-based approach (particularly in the key area
of determining a spread of investment risk) that we believe, in conjunction
with rules where necessary, adds value in maintaining efficient, orderly and
fair markets, but at the same time improves access to listing.

® They maintain and reinforce investor protection measures, particularly
disclosure requirements, but as far as possible avoid interfering with the
investment decisions of boards.

® By being simpler and clearer, they will increase the likelihood that investors
understand the status of listing, and the nature of the regime, when making
their investment decisions.

e They reduce the size of the FSA Handbook in this area by approximately 60%.

® By facilitating the listing of a wider range of investment entities (subject
to their being able to meet the conditions of listing and continuing
obligations) these proposals are consistent with our objective to maintain
the competitiveness of the UK markets.

e They will accommodate UK-REITs which, under the existing Listing Rules,
would have been subject to an array of additional investment restrictions.
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Regulatory tools available

1.24  As explained, the proposals in this document relate to changes in the Listing
Rules and not the Prospectus Rules or Disclosure Rules. Within the Listing
Rules we have the ability to regulate in the following areas:

e Eligibility — the standards required of an issuer seeking a listing for the
first time.

e Continuing obligations — ongoing requirements for issuers once listed,
including governance and disclosure requirements.

1.25 Our proposals for each of these areas are described in more detail in the

following chapters.
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Eligibility for Listing

Introduction

The Listing Rules governing eligibility for admission to the Official List
provide safeguards for investors and ensure that appropriate standards are
met, including in relation to boards of directors and shareholder rights. We
believe this regime supports the worth of listing as a mark of quality and the
proposals set out in this chapter maintain appropriate standards.

This section sets out, in detail, the draft requirements an investment entity
would have to meet to be eligible for listing. Later, we explain our proposals
regarding the secondary listing regime for investment entities and our approach
towards assessing the eligibility for listing of collective investment schemes.

General approach

In broad terms, a company is deemed eligible for admission to the Official
List if it can meet the criteria contained within the Listing Rules and if it
produces a prospectus in a form compliant with the Prospectus Rules, making
clear to investors the risks associated with investing in its securities. We think
the decision to admit a company to the Official List should be as objective as
possible, and factors such as the specific nature of its business model, or the
nature of the risks that it runs, are not generally taken into consideration.

The measures contained within this document comprise a common set of rules
for all types of listed investment entities, regardless of their structure, asset
allocation or tax status. By focusing on a few important safeguards, we aim to
establish a more flexible regime in an area which has rapidly evolved in recent
years and where innovation will undoubtedly continue.

Current eligibility rules

The current eligibility requirements for investment entities differ from those
applicable to trading companies as set out below.
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Requirement Trading Investment
companies | entities

Has been in existence for at least three years and earned revenue v X
throughout that period;

Has a market capitalisation of £700,000 at listing;

Where it has accounts, these are unqualified;

Has sufficient working capital for the first twelve months of listing;

NENENES
SEIRNE

Has control over the majority of its assets.

In recognition of the fact that investment entities are normally start-ups, the
current rules permit them to list without the need for a three year track record
or a ‘clean’ working capital position. As a counterbalance, and to ensure that
the listing regime remains of an appropriate standard, the rules state that in
order to list, an investment entity must:

® have an adequate spread of investment risk (which we interpret to mean
must not short-sell, other than for the purpose of efficient portfolio
management);

® be a passive investor and must not control the businesses in which it invests;

e ensure that those responsible for managing investments have adequate
experience; and

e ensure that where it employs an external investment manager, the
investment manager is independent of the board of directors.

In the course of this review, we have revisited each of these provisions, with
a view to creating a new framework that provides scope for investors and
product providers to take advantage of advances in investment techniques,
while at the same time maintaining appropriate shareholder protections.

Definition of an investment entity

A key element of the new framework is the use of a new definition of an
investment entity to determine eligibility for listing. This definition encapsulates
the key characteristics of a well-diversified investment entity which should be
eligible for listing, and through this definition, eligibility can be assessed by
reference to principles, rather than mechanistic rules. We propose deleting the
current definitions of different types of investment entities (such as venture
capital trusts, investment trusts and property investment companies) because
these now fall within this more general definition.
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Present approach towards requirement for a spread of investment risk

2.9 The requirement for an adequate spread of investment risk lies at the
cornerstone of the existing regime for investment entities and detailed rules
set out how this is to be achieved. Key amongst these is a requirement that
no more than 20% of the total assets of an issuer may be invested in the
securities of any other company at the time the investment is made.

2.10  This simple approach may be legitimate in the context of long-only, low-geared
investment companies with traditional investment policies, where such
restrictions ensure that losses sustained in any one investment would not prove
fatal to the investment entity itself. However, the industry has developed
considerably since these rules were first introduced, and they are no longer
effective in the modern era, leading to confusion amongst stakeholders and
difficulties in interpretation.

2.11 The present rules are limited in a number of respects. For example:

* Long-short strategies may actually be more diversified than long-only
strategies, but our existing policy is to limit their use.

® In assessing the adequacy of the spread of investment risk, the present
rules take no account of gearing levels. The emergence of very highly
geared structures, which nevertheless meet the requirement that no more
than 20% of the total assets are invested in any one asset, have exposed
the limitations of the present provisions.

e The increasing use of synthetics and innovative structures has led to
increased pressure on the interpretation, especially where an investment
is reliant on a single counterparty.

e The existing provisions have only limited effect beyond the time the
initial investment is made, with the result that portfolios can become
heavily skewed over time without redress, or without any explanation
as to how investment risk is being spread.

® The rules are very rigid and fail to take into account the substance of an
investment strategy. As a result, certain structures, such as those which
channel funds through a single index-linked bond, which are actually
designed to gain exposure to well-diversified portfolios, may be ineligible
for listing.

® Their effectiveness in ensuring that there is in fact as ‘adequate’ spread of
investment risk is open to question because of the emphasis they place on
portfolio composition as an indicator of investment risk. Other factors
may also have an important bearing on the risk profile, such as gearing,
counterparty risk, liquidity risk, credit risk and custodial risk.
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Examples such as those given above suggest to us that the existing rules

need significant reworking as they do not afford shareholders the level of
protection that is probably assumed from a listing. Indeed, there is a
possibility that investors may believe that listed investment entities and their
investment policies are more closely constrained on an ongoing basis through
the Listing Rules than may be the case.

Proposed approach to the requirement to spread investment risk

Consistent with our general philosophy in the Listing Review, we have
concluded that a move away from the current, somewhat mechanistic, rules
towards a more principles-based approach would better achieve the desired
outcome. It would do this in a way that offers more flexibility and allows
issuers to take more responsibility for determining how they will meet the
criterion. With strong requirements in place governing the relationship between
investment managers and investment entities’ boards, which remain accountable
to their shareholders, we believe that investment entities should be free to act in
the best interests of their shareholders, as is the case for other listed companies.

We propose therefore to replace the specific rule limiting individual investments
to 20% of a fund’s total assets with a more detailed definition of the term
‘investment entity’. To meet this definition (and so be considered for listing), an
investment entity must be established with the object of investing funds with a
view to spreading investment risk. This definitional approach will be reinforced
with a requirement for a statement in the annual report and accounts about
how this objective is achieved including quantitative analysis where necessary.
Importantly, this would give issuers the opportunity to demonstrate to their
investors, on a look-through basis if appropriate, how they are achieving the
objective of spreading risk. This is in contrast to the current approach which
imposes rigid rules that act as a crude proxy for adequacy of portfolio
diversification.

We believe this will force boards, both on listing and thereafter, to consider
investment risk in its wider sense when assessing how they are able to achieve
a spread of investment risk, and what other risk management techniques they
may need to employ. The definition makes clear that issuers should have
regard to asset allocation, risk diversification and gearing in complying with
this objective.

The removal of the term ‘adequate’ further clarifies the Listing Rules in this
area. In future, entities must simply have a spread of investment risk, and
demonstrate how this is achieved. The extent to which this may be ‘adequate’
is a matter of judgement for investors, rather than us, and issuers will provide
information in the annual report on which investors can base their judgement.

Financial Services Authority 67



217

2.18

2.19

2.20

2.21

In those cases where an entity’s investment policy does not appear to us to
achieve the object of spreading investment risk, we will consider whether the
entity is more suited to LR6 (ie a holding, or trading company). If so, then we
will require it to make its application for listing under that regime, in which
case it will need to have a three year record.

Q1. Do you agree that the current approach towards the
need to spread investment risk should be replaced
with one that is principles-based?

Q2. Ifso, do you agree that the proposals described,
including the requirement for an annual statement,
represent an effective method of achieving the desired
outcome?

Removal of investment restrictions

The new approach towards spread of investment risk described above enables
us to relax our policy on investment activity, giving investment entities much
greater flexibility in their choice of investment strategy. The restrictions we place
on short selling, for example, are due to the interpretation of the 20% rule.
Short selling is currently permitted to only a limited extent — for the purpose of
efficient portfolio management. This proposal would allow investment entities
employing wider-range investment strategies, including those currently pursued
by some hedge funds, to list in the UK for the first time and allow greater use of
synthetic instruments to achieve exposure to underlying assets.

Provided there is sufficient disclosure to shareholders of the risks associated
with investing in an investment entity exposed to a particular asset class or
investment strategy, and entities continue to satisfy the requirement to spread
investment risk, then we see no reason why shareholders should not be free to
invest in that entity.

This proposal is in line with the regulatory approaches we are taking elsewhere.
It accords with our feedback statement to DP05/3, where we explain there is

an inevitable trend towards increased variety of products and the solution to
this should be greater reliance on consumer education and awareness as the
principal tool for the protection of consumers, rather than an attempt to
restrict the variety of products available for investors.

It should be noted that we are retaining the current rule requiring that an
investment entity wishing to change its investment policy must first obtain
approval from its shareholders.
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Q3: Do you agree that investment entities would benefit
from greater flexibility in their choice of investment
strategies, including short selling, and should the
listing regime accommodate investment entities that
take advantage of this increased flexibility?

Passivity

The present rules require an investment entity to be a passive investor. While
our interpretation of this has evolved in recent years, we propose removing
the wording. This is because we believe investment entities may want to
exercise influence in their capacity as shareholders in the same way as other
shareholders are able to.

The proposals clarify the extent to which an investment entity may influence
the businesses in which it invests — it may provide strategic advice and may
have representatives on the boards of companies in which it invests, provided
it does not take board control or become actively involved in the day-to-day
management of those businesses.

Q4: Do you agree that the requirement for an investment
entity to be a passive investor should be removed?

Restrictions on control

A key distinction between the listing regimes for trading companies and
investment entities is control. Trading companies must demonstrate control
over their assets, whereas investment entities are not permitted to take
controlling stakes in the companies in which they invest. These contrasting
rules are designed to make clear the distinction between trading companies
and investment entities, and to prevent the two regimes becoming entwined.

We are conscious that following the widespread consultation during the 2005
Review, it was considered appropriate to retain the requirement for a trading
company to have a three year track record of operations to be eligible for
listing. If new investment entities were able to take controlling stakes in
companies, then there would be a risk that the integrity of the listing regime
for trading companies could be undermined. This is because a trading
company without the necessary three year record could present itself for
listing as an investment entity. Traditional industrial conglomerates could
also become eligible for listing as investment entities if they were able to
demonstrate that they had a diversified portfolio.
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Although we are not proposing any changes to these restrictions here, we
would be very interested in views on whether a relaxation could be achieved
without undermining the listing regime for other listed (i.e. trading)
companies. While such a move would be in line with our general aim of
reducing the extent to which the Listing Rules impact on an entity’s choice of
investment activity and policies, we would like to engage in further debate
before deciding whether to make such a proposal.

Q5: Do you believe it is desirable, or possible, for
investment entities listed under this chapter to take
controlling stakes in companies in which they invest,
without undermining the listing regime for other listed
(i.e. trading) companies?

Feeder funds

Our present rules state that where an investment entity has a policy of
principally investing its funds in another company or fund, then it must
ensure that its directors comprise a majority of the board of the company in
which it invests. The purpose of this rule is to ensure the entity has control
over the company it invests in, so that it can ensure the company follows the
investment policies required by the listed investment entity.

We propose replacing this rule with a simpler requirement for the investment
entity to be able to control the investment policies of the investee, without
specifying how this must be achieved. This is a more principles-based
approach, which would give investment entities greater freedom in how

they achieve control, without needing board representation.

We are aware that a number of offshore funds operate master-feeder
structures, where the funds of the listed entity are invested in another, larger,
company or partnership in order to achieve the required diversification. Even
under the more principles-based approach proposed above, we would still not
be able to accommodate the listing of these structures, because they do not
usually control the master funds.

Q6: Do you agree with the proposal to rely on a more general
requirement for feeder funds to control the investment
policies of entities in which they invest, rather than on
the current provisions regarding board representation?

Q7: Do you think we should consider accommodating master-
feeder funds where the investment entity fails to control
the investment policy of the investee, and, if so, how?
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Sufficient working capital for 12 months

Since the implementation of the Prospectus Directive in July 2005, investment
entities have been required to include a working capital statement in their
prospectuses. Until then, the Listing Rules exempted them from the need to
make this disclosure, in recognition of their unusual characteristics.

To be admitted to the Official List, a trading company must satisfy us that

it and its subsidiary undertakings (if any) have sufficient working capital
available for the group’s requirements for at least the next 12 months

from the date of publication of the prospectus or listing particulars. This
requirement is currently disapplied for investment entities. However, we feel
that this disapplication is no longer appropriate, especially given the proposals
to allow investment entities to follow a wider array of investment policies. To
the extent that an investment entity has an investment policy of investing in
liquid securities on a long-only basis without any significant gearing, then

we believe that making a ‘clean’ working capital statement, supported by
sponsors, will not be an onerous (or expensive) requirement. Indeed, since
the Prospectus Directive came into effect, all investment entities that have
listed have made a ‘clean’ working capital statement.

However, investment entities employing wider-range investment strategies,

such as those engaged in short selling, or highly geared companies investing in
illiquid stocks, they may need to expend more resource on sensitivity analysis to
assess whether they can make an unqualified working capital statement. Indeed,
we would expect sponsors to focus on this as part of their own due diligence.

We believe that the need for investment entities to consider their working capital
needs at launch may have a moderating influence on their choice of investment
strategies and this will add some degree of additional shareholder protection.

Q8:  Given that a working capital statement is in any case
required under the Prospectus Rules, do you agree that
requiring an investment entity to satisfy the FSA that
it and its subsidiary undertakings (if any) have
sufficient working capital for at least twelve months
on listing is appropriate?

Independence of investment managers

The Listing Rules require the board to be independent of any investment
manager and new measures governing the relationships between boards and
investment managers were introduced in 2004 following CP164. We propose
retaining these rules as they sit comfortably with our approach of relying on
good corporate governance for shareholder protection, rather than any
detailed product regulation.
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VCTs are presently subject to rules contained in a separate chapter and
whilst these include requirements for boards and investment managers to be
independent, the enhancements described above have never applied to them.
This is because CP164 was designed to address concerns relating to splits and
VCTs were seen as being outside the scope of that exercise.

In keeping with our desire to create a single platform for all types of investment
entity, we propose extending these rules to all investment entities, including
VCTs. We recognise that VCTs occupy a unique area within the investment
entity community and the specialist nature of these vehicles gives rise to a need
for directors with specialised experience. However, we have been impressed by
the positive effect that these rules have had on the investment entity industry
and feel that the extension of these eligibility rules to VCTs will secure
worthwhile benefits.

The application of these rules to VCTs which are already listed is discussed
further in the next chapter.

Q9: Do you agree that the eligibility conditions regarding
the level of independence between boards and their
investment managers should be extended to VCTs?

Experience and expertise of investment managers

Most investment entities are start-ups, seeking to raise money at launch. In such
cases, we look to the experience of those who will be managing the investments
(company directors or investment manager) as an alternative to the three year
track record required for trading companies to be eligible for listing.

Currently, in order to meet this test, an investment entity must demonstrate

that those persons managing the investments have sufficient experience in the
management of investments of the type in which the investment entity proposes
to invest. The sufficiency of experience is determined by reference to the quantity
and type of funds managed over a three year period, without having any regard
to the investment manager’s performance. We feel it appropriate to retain this
requirement as a proxy for the three year track record required for trading
companies, which was supported in the 2005 Review.

We propose refining this rule to avoid any duplication in this area, so that if
the investment manager is authorised under FSMA to conduct investment
activity then they are considered to have met this test (i.e. that they have the
appropriate experience and expertise) without the need for any further
demonstration of experience. For those entities that are not FSA-authorised
investment managers (typically the case for entities with self-managed
investments), then the existing tests will continue to apply.
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We believe this change will lighten the burden of investment entities and their
advisers when assessing eligibility for listing. The term ‘satisfactory’ will also
be replaced with ‘appropriate’ to remove any indication of subjectivity on the
part of the UKLA when assessing a new applicant’s eligibility.

Q10: Do you agree that if an investment entity employs an
investment manager authorised under FSMA to conduct
investment activity, then it should be considered to have
the necessary experience to meet the eligibility test?

Property investment companies

We propose removing a raft of restrictions presently in place regarding investment
entities that invest significantly in property. The measures being removed include
restrictions on gearing, limits on the proportion of leasehold property that can be
held and rules requiring diversification of tenancies and assets. Removing these
rules is consistent with our general approach of replacing specific investment
restrictions with the broader, definition based, requirement for a spread of
investment risk, supported by disclosure. We do not yet know how many existing
listed property investment companies are likely to take advantage of the new
Real Estate Investment Trusts (UK-REITs) regime, that was announced in March
2004° and which is due to be implemented in 2007. However those property
investment companies that do seek this tax status will find that the Listing Rules
are likely to be compatible with these new tax rules.

Q11: Do you agree that the restrictions placed on property
investment companies should be removed?

Investment entities and the secondary listing regime

Overseas trading companies applying for a secondary listing on the Official
List in accordance with LR14 are subject to a lower level of regulation than is
the case for companies seeking a primary listing. This is because the rules for
secondary listings set out in LR14 reflect a standard similar to that required
by the directives, without significant embellishment.

However, under the existing rules investment entities must comply with

both LR2 (Requirements for listing — all securities) and LR6 (Additional
requirements for listing for equity securities) with modifications in LR15 and
LR16 as the case may be. As a result, a listing under LR14 (secondary listing
of overseas companies) is not available to overseas investment entities.

Promoting more flexible investment in property: a consultation, Budget 2004, HM Treasury and Inland Revenue.
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We propose retaining this position because we believe that investment entities
carry particular risks to our objectives, particularly given that they often have

a significant retail investor base. The proposals contained in this document
represent, in our opinion, the minimum standards that any listed investment
entity should be subject to, regardless of domicile or regulatory status. We will
clarify this position to the effect that an investment entity cannot obtain a
secondary listing. Accordingly, an investment entity that wishes to be admitted
to the Official List will have to apply for a primary listing of its equity securities
and will be subject to the full regime applicable to investment entities.

Q12: Do you agree that a secondary listing should not be
available to investment entities and that if an overseas
investment entity wishes to list, it must submit itself to
the full listing regime contained within this document?

Collective investment schemes

We have clarified the rules regarding investment entities that are also
collective investment schemes because the current rules have failed to keep
pace with regulatory developments. In particular, the current rules provide
concessions in relation to disclosure requirements for unrecognised schemes,
despite the fact that these schemes are unlikely to obtain a listing in the UK
under present financial promotion restrictions.

The new rules make clear that to be listed an investment entity must be either:
® an investment entity, as defined in the proposed new rules described above;
® an investment company with variable capital (ICVC); or

e an overseas collective investment scheme that is a recognised scheme;

We use the term ICVC rather than open-ended investment company (OEIC)
which appears in the current rules, because ICVC is consistent with the FSA
Handbook and these two terms are in fact interchangeable.

Considering each of these in turn:

Investment companies with variable capital (ICVCs)

An ICVC is a body incorporated under the OEIC Regulations and which is
authorised under FSMA. We believe that if an ICVC wishes to be listed then
it should automatically be considered eligible, without needing to comply
with any additional eligibility conditions. This is because ICVCs are already
authorised to market their securities to the public and the imposition of
further eligibility criteria is unlikely to offer any additional benefits, such as
shareholder protection. Under the proposals ICVCs would, however, be
subject to many of the same ongoing disclosure requirements as other
investment entities to ensure that there is an orderly market in their securities.
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We have also considered proposing similar rules to accommodate authorised
unit trusts, but do not believe there would be sufficient demand from such
entities to warrant this. However, if there is interest amongst authorised unit
trusts for a listing regime that would accommodate them, then we would be
prepared to consider making the necessary rules.

Q13: Do you agree that ICVCs should be considered eligible
for listing by virtue of their regulatory status?

Q14: Do you believe that we should introduce new rules for
authorised unit trusts?

Ouwerseas collective investment schemes that are recognised schemes

Recognised collective investment schemes are schemes for whom the FSA is
not the home state regulator, unlike ICVCs. While such schemes must comply
with the regulatory requirements of their home state regulator, we are
proposing that to be listed they must comply with the full eligibility regime,
as if they were any other investment entity.

Q15: Do you agree that an overseas collective investment
scheme that is a recognised scheme should be subject
to the full eligibility regime?

Ovwerseas collective investment schemes that are unrecognised schemes

The current rules allow these schemes to list, but state that they need only
comply with their disclosure obligations under the Listing Rules to the extent
that this is permitted under the financial promotions rules within FSMA. It is
unlikely that such schemes would be able to widely disseminate a prospectus
in order to be listed and as a result, the references to unrecognised schemes
that are included in the current rules are effectively redundant. We propose
that they be deleted.

Q16: Do you agree with our analysis regarding collective
investment schemes that are unrecognised schemes?
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Continuing Obligations

Introduction

Continuing obligations aim to ensure that investment entities make sufficient
information available to facilitate an orderly market in their listed securities.
We have explained why we believe that investment entities should enjoy, on
an ongoing basis, greater freedom in their choice of investment activity, which
is a significant departure from the present rules, but there are circumstances
where it remains appropriate to restrict their activities.

This chapter looks at proposed changes in the continuing obligations regime,
which have resulted from a reassessment of the effectiveness of these rules to
ensure that shareholder protections remain robust, yet proportionate.

Disclosure is an important shareholder protection measure, particularly in
relation to an investment entity’s exposure to risk and we are minded to retain
most of the existing rules in this area, but to make them much clearer to the
user, by removing an array of cross references.

We propose to:

e Revise the notification requirements so as to ensure that the information
provided to shareholders is useful, yet the costs and impact of compliance
are proportionate for issuers. These revisions are principally concerned
with disclosure of risk and periodic financial information.

e Maintain certain restrictions on the extent to which investment entities
may invest in other investment entities.

* Maintain the strong governance measures that have been in place since
2004 and which have increased the level of independence between boards
of investment entities investment managers.
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Notification requirements - risk disclosures

Spread of investment risk

A key proposal in this paper is the requirement for investment entities to spread
their investment risk and we have proposed that this requirement have two
limbs: firstly, the investment entity must maintain a spread of investment risk,
and make public a statement making clear how its investment policy will
achieve this (this is a condition of listing) and secondly, the investment entity,
once listed, must explain how this is being achieved on an ongoing basis.

To underpin this second limb, we propose to introduce a requirement for the
annual report and accounts to include a statement explaining, with quantitative
analysis as appropriate, how the entity is achieving its objective of spreading
investment risk. This analysis is likely to include portfolio analysis but may
include other information that the board believe to be relevant to its assessment
of investment risk faced by the investment entity.

Disclosure of significant changes to risk profile

We have considered whether there is any significant gap in the existing disclosure
requirements. There are of course a number of disclosure requirements that listed
investment entities will need to comply with and which are not contained within
the Listing Rules:

e Contents of prospectuses — Prospectus Rules — Annex XV of Regulation
809/2004 of the European Commission, which is reproduced in Appendix 3
to the Prospectus Rules, sets out the required contents of a prospectus
produced by an investment entity either seeking admission to trading on a
regulated market or making a public offer. As a consequence, any new or
existing investment entity raising funds is required to include prominent
disclosure of risk factors that are specific to that entity or its industry.

e Transparency Directive (TD) — The TD requires the investment entity
to include, within its annual report and accounts, a description of the
principal risks and uncertainties that it faces. In addition, the half-yearly
financial reports must contain a description of the principal risks and
uncertainties for the remaining six months of the financial year. The TD
is due to be implemented by 20 January 2007.

® Disclosure Rules — Listed investment entities must comply with the
Disclosure Rules, which are applicable to all companies with securities
admitted to trading on a regulated market. As a result, they must make an
immediate announcement to the market of any inside information. Inside
information is information of a precise nature which is not generally
available, relates directly or indirectly to an issuer and would, if generally
available, be likely to have a significant effect on the price of the securities.
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Information is likely to have a significant effect on price if it is information
of a kind which a reasonable investor would be likely to use as part of the
basis of his investment decisions.

The Disclosure Rules, which were introduced on 1 July 2005, provide
guidance to the effect that in determining whether information is inside
information the significance of the information in question will vary
depending on a variety of factors, including the sector in which it
operates. Directors need to carefully and continuously monitor whether
changes in the circumstances of the listed company are such that an
announcement obligation has arisen.

Despite the various disclosure requirements described above, there may be
circumstances where information is not disclosed, particularly if it is not likely
to have a significant effect on the share price and thus not fall within the
definition of ‘inside information’ under the Disclosure Rules.

We believe that investors are keen to understand the level of risk associated
with an investment entity, in order to ensure their own investment portfolio is
appropriately balanced. If an investment entity were to undertake a significant
change, for example in relation to gearing, an investor should be informed in
a timely manner, rather than finding out at the year end.

To address this possible gap in the flow of information, we are proposing a
new rule requiring a significant change in an investment entity’s risk profile

to be immediately announced. We have included guidance with the proposed
rule setting out the various factors that are likely to be considered, including
portfolio composition, gearing, counterparty risk, credit risk and custodial risk.

It should be noted that this rule is aimed at ensuring that only significant changes
are announced and we do not intend this requirement to be overly burdensome.
On most occasions, we anticipate that changes warranting announcement would
result from significant decisions made by the investment entity itself, rather than
as a result of external events and in such cases the investment entity would be
well placed to make the announcement. Indeed, many investment entities would
make voluntary announcements in such circumstances at present.

To be able to comply with this rule, investment entities would need to ensure
they have systems and controls in place to monitor their risk profiles (in
accordance with Listing Principle 2). However, given the amount of similar
information already required to be produced on a periodic basis, we anticipate
that this will be achieved by the relatively modest redesigning of existing
systems and controls. In any event, there will be a correlation between the
costs of compliance and the complexity of the investment activity or structure
concerned. So for the very prudent investment company, there is unlikely to

be a material cost arising from this proposal.
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Q17: Do you agree that there is a gap in the present
disclosure regime and that a new requirement for
investment entities to disclose significant changes
to their risk profiles is appropriate?

Notification requirements - financial information

Background

The new approach to the spread of investment risk requirement will allow
investment entities to pursue a wider range of strategies, including allowing a
more prominent role for short selling. However, disclosure of information on
short selling is potentially problematic. Publishing information on outstanding
short positions may improve transparency in markets, and could assist in
making markets more efficient. But with disclosure of such information, the
risks associated with short selling could increase.

One of the risks associated with short selling is the risk of a short squeeze. If
predators know about current specific short positions, they can better evaluate
the risks and returns of initiating a short squeeze. Fear of a short squeeze
might deter short-selling amongst traders, and thus curtail the process of risk
arbitrage. If short sellers stop driving prices towards fair value, the market
becomes less efficient. In recognising these potential issues, we are proposing
the removal of detailed portfolio disclosure requirements as explained below.

Monthly/quarterly portfolio disclosure

In our discussions with industry we have received mixed views regarding the
effectiveness of current rules LR15.4.11(1) and (2), which were introduced in
2004 following CP164 in an attempt to improve transparency in the wake of
the concerns over split capital investment trusts. The information provided
under LR15.4.11(2) is particularly limited in that the rule merely requires the
names of an investment entity’s top ten investments, without any indication
of the size or value of these holdings. Indeed, some companies are now
presenting this information in alphabetical order.

To the extent that an investment entity’s portfolio must fall within its stated
investment policy, then knowledge of the specific composition is likely to be of
limited value to investors. We also believe that other proposals described here,
including the requirement for an annual statement on how the spread of risk
requirement is being met, and the need to disclose significant ongoing changes
in an investment entity’s risk profile, represent an effective alternative to this
rule. Indeed, we would expect any investment disclosable under the current
LR15.4.11(1) to be disclosed under this new regime on a real-time basis, as
such an investment would be likely to represent a significant change in the
risk profile of the investment entity.

Financial Services Authority 79



3.15 In light of the possible problems that such disclosures could give rise to for
entities engaged in short selling, and their limited effectiveness, we propose to
remove this rule. It is also worth noting that VCTs have not previously been
subject to this rule.

Q18: Do you agree with the proposal to remove the
requirement for detailed monthly and/or quarterly
disclosure?

Financial information in the annual report and accounts

3.16 The present rules require detailed financial information to be included in the
annual report and accounts of investment entities. These requirements differ
according to the type of investment entity. For example, investment trusts
need to include an analysis of their investment portfolio as between equity
shares and convertible securities, whereas this is not a requirement for other
investment entities.

3.17 Consistent with our objective of (a) creating a single regime across all types
of investment entities and (b) relying on other regulations where appropriate,
we propose removing these provisions entirely. Instead, the application of
accounting standards should ensure that appropriate information is made
available to shareholders. The removal of these rules also help address the
problems associated with a short squeeze described above.

Q19: Do you agree with the proposal to remove financial
information requirements and instead to rely on the
requirements set by accounting standards to ensure
that shareholders have sufficient information?

Governance arrangements

Independence of investment managers

3.18 We noted in Chapter 2 that new measures governing the independence between
boards and investment managers were introduced in 2004 in response to
concerns raised over the behaviour of splits. These measures have proved very
effective and we propose retaining them both as eligibility requirements for
new applicants seeking a listing and also as continuing obligations for existing
listed companies.

3.19  VCTs have not so far been subject to these provisions but we are proposing
extending them as eligibility conditions for new VCTs in future for the reasons
described in paragraph 2.36. Given the specialist nature of their fund
management, the introduction of these measures as a continuing obligation is
likely to result in particular problems for existing VCTs and we understand that
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in a number of cases, board composition would need to be changed in order to
comply. The cost-benefit analysis on the extension of these measures to existing
VCTs suggests that the costs could be significant for this group of issuers.

We are keen to be proportionate in our application of the proposals. So
while these measures, as eligibility requirements, will be implemented for
VCTs when the rules come into force, we propose a transitional period for
existing VCTs of eighteen months, to give them time to make the necessary
arrangements, such as board changes. This 18 month period is consistent
with the transitional provisions that were included with the rules when the
independence measures were introduced for investment entities in 2004.

In addition to providing this generous transitional period, we are interested
in views on whether we should go further for existing VCTs.

Q20: In relation to the ongoing requirement for boards to be
independent of their investment managers, would you
support the granting of concessions for VCTs that are
already listed and, if so, what would you suggest?

Compliance with the Model Code

At present, we grant dispensation from the Model Code provided we are
satisfied that certain circumstances apply. In practice, this means that an
investment entity must write to us providing comfort on these circumstances
and if we are satisfied, we will grant a dispensation, allowing the entity’s
directors to deal in the securities. We propose amending this rule to ease the
administrative burden: under the proposed rule, an investment entity will simply
need to announce to the market that these circumstances have been met, in
which case its directors can deal without first obtaining dispensation from us.

Compliance with the Combined Code

The existing rules include specific carve-outs from the Combined Code,
recognising that investment entities often have boards of non-executives and
so the provisions referring to executive directors are not applicable. The
substance of these carve-outs will be retained under the proposed new rules.

The Association of Investment Trust Companies (AITC) has produced a guide®
to assist investment companies in their compliance with various corporate
governance obligations, and we note that the Financial Reporting Council

has stated that following the guide should ensure that investment company
boards are fully meeting their obligations in relation to the Combined Code
and LR9.8.6. We have concluded that it is not necessary to include specific
guidance to this effect in the Listing Rules.

Corporate Governance Guide for Investment Companies February 2006.
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3.26

3.27

3.28

3.29

Other continuing requirements

Income, surpluses and dividends

The present rules prohibit the payment of dividends unless they are covered
by income received from underlying investments. The distribution as dividend
of surpluses arising from the realisation of investments is also prohibited. We
propose removing these provisions on the basis that they overlap to an extent
with the Companies Act and accounting rules. This is in keeping with our
desire to harmonise the rules for investment entities and other listed (ie
trading) companies where appropriate.

Property Investment Companies — general approach

In keeping with our objective of creating a single platform for all types of
investment entity, we are proposing to remove the definition of ‘Property
Investment Companies’. While these will be subject to the same rules as
other investment entities, there are two areas where specific rules remain
appropriate and these are described below. The definition of a property
investment company under the existing rules is a company that invests more
than 20% of its assets in property and we have maintained that distinction,
albeit without a definition.

Property Investment Companies — significant transactions

Listed trading companies that undertake acquisitions or disposals outside of their
ordinary course of business are subject to LR10, which requires announcements
to be made and prior shareholder approval obtained, depending upon the size of
the transaction (as determined by class tests). For most listed investment entities,
LR10 only applies when a transaction is outside the scope of their investment
policies, and we propose retaining this concession.

However, in keeping with the existing rules, for investment entities that invest
more than 20% of their funds in property (under the existing rules this is the
definition of a property investment company) LR10 applies as if they were
trading companies, even if transactions fall within the investment entities’
stated investment policies.

The reason for the different treatment of investment entities that invest in
property is the fact that it is often difficult to distinguish a property company
from an investment company which invests in property. To maintain the
integrity of the rules for property (ie trading) companies, it is considered
necessary for them to be subject to LR10. However, in applying LR10 it should
be noted that they benefit from certain concessions in the calculation of class
tests, recognising the unusual characteristics of property transactions generally.
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3.30

3.31

3.32

3.33

3.34

3.35

As a further concession, and in line with our current policy for property
investment companies, LR10 would not apply within 12 months of the raising
of funds to finance new acquisitions, as it is implicit in the investment
decisions taken by shareholders that they approve of acquisitions in that time.

Property Investment Companies — Valuation reports

An investment entity that has more than 20% of its assets invested in property
will be required to include a property valuation report in its annual report and
accounts, as it does now.

Experience and expertise of investment managers

At present, there is no rule requiring investment managers to have sufficient
experience beyond the time of initial listing. However, given that this is a key
shareholder protection, in practice we re-assess this whenever a new investment
manager is appointed to an existing listed investment entity and we propose
clarifying this by introducing a new rule. However, we do not expect this to be
a significant issue because of our proposed reliance on FSA authorisation for
assessing whether investment managers have sufficient experience.

Restrictions on cross-holdings

We have considered whether it is necessary to retain the specific rules
regarding cross-holdings that were introduced following the collapse of split
capital investment companies. While these rules represent specific limits on a
company’s investment activity which may appear at odds with our liberal
philosophy, we believe these should be retained because they are aimed at
preventing a systemic collapse of the market, rather than preventing the
failure of individual investment entities.

Restriction on issues of shares below NAV

We propose removing the present rule that prevents an investment entity
from issuing shares at a discount to its net asset value (NAV) unless they are
first offered to existing shareholders. Investment entities are subject to the
restriction within LR9.5.10 applicable to all listed companies which, in most
cases, prevents companies from issuing shares where the issue price is at a
discount of more than 10% to the middle market price.

We believe that LR9.5.10 constitutes sufficient protection against dilution
through share issues and do not believe that specific measures linked to asset
value are necessary for investment entities.
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3.37

3.38

7

Overseas collective investment schemes that are unrecognised schemes

The present rules include specific provisions such that an open ended
investment company which is an unrecognised scheme” is only required to
make information available to the FSA and to other recipients to the extent
that it is permitted under FSMA. This is because they are subject to sections
21 (Restrictions on financial promotion) and 238 (Restrictions on promotion)
of FSMA which seek to restrict the marketing of unregulated collective
investment schemes. The current listing rule will be removed because we do
not accept that it is in shareholders’ interests to be denied information in such
circumstances, and that if a company is unable to comply with its disclosure
requirements then it should not be listed.

In any event, as we explain in Chapter 2, overseas collective investment
schemes that are unrecognised schemes would probably be unable to produce
the necessary prospectus in order to list, as a result of these financial
promotion restrictions.

For these reasons, we believe that the specific provisions regarding unrecognised
schemes serve no useful purpose and so we propose removing them.

LR 15.7.4
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4.1

4.2

4.3

Likely impact
of proposals

Introduction

These proposals are being made against a backdrop of significant regulatory
activity in the environment in which investment entities operate. Set out within
this chapter is a summary of regulatory status of each type of investment entity
and a discussion of the likely impact of the proposals on them. We have
included a cost benefit analysis (‘CBA’) of the proposed rules in Annex 2.

The following table includes an analysis of the investment entities currently listed,
according to their structure or tax status. We then discuss the extent to which
these proposals will lead to changes in the number and type of listings in future.

Types of investment entity eligible for listing Number listed | Market Cap
Investment Trusts 251 £57.0bn
Venture Capital Trusts 100 £1.7bn
Property Investment Co.s (excludes property trading companies) |16 £4.0bn
Other UK investment entities 1 £0.2bn
Other overseas investment entities 60 £8.3bn
Total 428 £71.2bn

Impact of proposals by class of investment entity

As explained above, the proposals are designed to create a single listing

regime for all investment entities, irrespective of their tax status or structure.

Provided sufficient shareholder protections are included within the rules, then
we see no reason to distinguish between different types of entity. However, the
impact of these rules will still vary, primarily for those entities subject to other
legislation, such as the Income and Corporation Taxes Act 1988 (ICTA).

Financial Services Authority 85



4.4 The added flexibility that the proposals will introduce may lead to an increase
in the number and range of investment entities seeking a listing in the UK.
Investment entities will have greater flexibility in their choice of investment
strategies under the more principles-based approach and this should
encourage a greater variety of investment entities to list.

4.5 While we cannot accurately predict the level of take-up after introducing the
proposed new rules, the reasons why this will vary amongst different types
of investment entities is explored below.

Investment trusts

4.6 Most investment entities currently listed are investment trusts. Despite their
name, investment trusts are actually closed ended investment companies that
benefit from exemption from tax on chargeable gains, provided they meet
a number of tax rules®. The extent to which investment trusts will take
advantage of the relaxations proposed in this paper may be limited by these
tax rules. However, the proposed replacement of the prescriptive and
mechanistic rules with a more principles-based approach will create greater
opportunity for investment trusts, despite these tax rules.

4.7 To be approved as an investment trust, a company must pass a number of
tests for the accounting period concerned, which are administered by HM
Revenue and Customs. In brief, these are that:

(a) the company is resident in the United Kingdom;

(b) the company’s income consists wholly or mainly of eligible investment
income;

(c) no holding in a company represents more than 15% by value of the
investing company’s investments;

(d) its shares are listed on the Official List of the Stock Exchange;

(e) distribution as dividend of surpluses arising from the realisation of
investments is prohibited by the company’s memorandum or articles of
association; and

(f) it does not retain in respect of any accounting period more than 15% of
its eligible investment income.

8 S. 842 Income and Corporation Taxes Act
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Venture capital trusts (VCTs)

4.8 Like investment trusts, VCTs are actually closed ended investment companies
which are subject to tax rules’ that impose further restrictions on their
investment activity, meaning that they would not currently be able to take full
advantage of the relaxations contained in our proposals. The tax rules for
VCT status can be summarised as follows:

e its income for its most recent accounting period must have been wholly
or mainly from shares or securities;

e throughout that period, at least 70% (by value) of its investments must
have been ‘qualifying holdings’, that is shares or securities in companies
which meet the conditions of the scheme and which were issued to the
company and have been held by it ever since;

e throughout that period, at least 30% (by value) of its qualifying holdings
must have been holdings of ordinary shares with no preferential rights to
dividends or to the company’s assets on its winding up, and no right to
be redeemed;

® at no time in that period must its holding in any company have
represented more than 15% (by value) of its investments;

e throughout that period, its ordinary shares must have been listed on
the London Stock Exchange; and

e it must not have retained more than 15% of the income it derived in
that period from shares or securities.

Overseas investment companies

4.9 It is this category that is likely to be most affected by the proposals. Domestic
investment entites generally apply for investment trust status. Anecdotally, we
understand that an investment entity seeking a listing in the UK will either
be structured as an investment trust or alternatively be domiciled overseas.
Domestic investment entities that are not investment trusts are very rare.

4.10  As a result, overseas investment companies will be particularly well-placed to
take advantage of the proposals. Among them will be companies employing
more advanced investment strategies and, depending upon whether it is
economic to do so, may include hedge funds (see below).

9 S.842AA Income and Corporation Taxes Act 1988
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4.11

4.12

4.13

4.14

Hedge funds

The global hedge fund industry is now estimated to comprise 8,000 hedge
funds, with total assets under management of up to $1,200bn. Europe is the
fastest growing area of the global hedge fund industry — the market has grown
from $12bn in 1998 to around $120bn in 2003 and, according to recent
estimates, as much as $300bn is currently managed in Europe by 1,500 funds,
with two thirds of European hedge funds managed out of London.

We understand from our discussions with the market that there is a degree

of appetite for listing amongst the hedge fund community but it does not
appear that a large number will seek to list in the short term as a result of the
proposed rules. One reason for this is that many hedge funds would find the
disclosure rules associated with a public listing to be problematic, given the
nature of their investment strategies and the arbitrage opportunities that could
arise. Other issues outside of our control, such as tax planning, would also be
relevant to considerations.

Property investment companies

As a result of the proposal to remove a raft of investment restrictions on
property investment companies, this regime will be compatible with entities
wishing to benefit from UK-REIT status. One of the conditions of UK-REIT
status is that they must be listed on a Recognised Stock Exchange. While we
anticipate that a good number (although not necessarily all) of currently listed
property investment companies will convert to UK-REIT status, we expect
further companies to list for the first time in order to qualify under these tax
rules. As a result, these proposals will have a significant impact in this area.

We understand that a number of property companies (rather than property
investment companies) may also seek UK-REIT status. For those that are
currently listed as trading companies, then to the extent that they remain
eligible for listing under LR6, we would anticipate that they would remain
under that regime, rather than transferring to LR15 under these proposals.
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5.1

5.2

5.3

5.4

5.5

Summary Cost-Benefit
Analysis

Annex 2 contains our cost-benefit analysis (CBA) for implementing the
proposals described above. Evaluated with respect to those under the
current Listing Rules Regime, all costs and benefits break down into:

e direct costs to the FSA;

e compliance costs to the industry;

e indirect costs to the industry and the market; and
e Dbenefits to the industry and the market.

This chapter summarises certain significant changes but we recommend
that you read the detailed analysis contained in Annex 2.

Direct costs

Broadly speaking, the direct costs to us are likely to fall as a result of the
number of deregulatory changes being made. Where our costs increase as a
result of a greater number of entities seeking to list, these will be offset by
the listing fees being paid by these new entities.

Compliance costs

The proposed requirement for an annual statement to describe the spread of
risk may result in an increase to the industry of £154,000 per year, based on
the proportion of currently listed firms likely to be affected.

On the basis that many investment entities are likely to already have
appropriate systems and controls in place, or will have prudent investment
policies that mean significant changes would be unlikely, the costs of the
proposal to require investment entities to disclose significant changes in
their risk profile might be in the region of £6.7m in the first year.
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5.6

5.7

5.8

5.9

5.10

5.11

5.12

We would expect this cost to fall on an ongoing basis, as I'T start-up costs will
fall away and as investment entities become more familiar with this rule and
seek legal advice less often.

One-off costs of complying with the proposal for independence of VCT boards
from their investment managers are estimated to be in the region of £1m due to
the need to replace currently non-independent directors and chairmen.

Requiring investment entities to include an unqualified working capital
statement should not result in a rise in compliance costs for most entities as,
so far, no entity has taken advantage of the current situation where a qualified
statement is permitted. Those entities taking advantage of the relaxation on
short selling may find it more costly to comply with this proposal, both in
terms of staff time and accounting costs.

Indirect costs

Allowing entities greater flexibility in their choice of investment strategies may
have the indirect effect of entities being more prone to fail, which may lead to
investors taking on more risk than they had anticipated. On a continuing
obligation basis, there is the risk that current long-only funds may choose to
start short selling but shareholder approval would be required for this.

The proposal to consider FSA-authorised investment managers eligible may
result in an investment manager being considered eligible when, in fact, it
may have no direct, relevant experience. This is because FSA-authorisation
criteria are less detailed than the current Listing Rule guidelines on investment
manager experience (although it should be noted that under these guidelines
it is experience, rather than investment performance that is assessed) — hence
there is the potential for returns to be adversely affected. Overall, however,
the ongoing requirements for board review and affirmation in the annual
report and accounts should act to reduce such indirect costs.

It is possible that disclosure of significant changes in risk profile may lead to
investor uncertainty as they could be faced with additional information which
may or may not have risk and/or price implications. There is also the risk that it
may obscure price-sensitive information disclosed under the Disclosure Rules.

Benefits

The benefits of the principles-based approach to spread of risk are that there
will no longer be reliance on an over-simplistic rule which has the potential
to exclude well-diversified structures from listing and enable relatively less
diversified entities to list.
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5.13

5.14

5.15

5.16

5.17

5.18

5.19

5.20

An annual statement explaining how a spread of investment risk has been
achieved would have the benefit of ensuring investment entities are mindful
on an ongoing basis of the need for a spread of risk. This may help to reduce
the likelihood of default and promote better market discipline, since investors
would be better informed about investment risk and strategy.

The increased flexibility afforded to investment entities should lead to greater
product choice and to the possibility for better portfolio performance and
wider diversification alternatives.

The requirement for an unqualified working capital statement may help to
maintain market confidence and investor protection.

The proposed rule change to automatically consider FSA-authorised
investment managers eligible will reduce compliance costs by an estimated
£5000 per submission per entity, for those 90% who will no longer need to
prepare and submit the necessary documentation to, and meet the detailed
eligibility requirements set by, the UKLA. This should result in an estimated
saving to the industry of £225,000 per annum.

The proposed new requirement for investment managers to have experience
on an ongoing basis should also help to ensure market confidence as investors
can be confident that at all times the investment manager will either (a) be
authorised or (b) have met the eligibility requirements set by the UKLA.

The benefit of the proposal for significant changes to the risk profile to be
disclosed (over and above those currently required by the Disclosure Rules)
will depend on the extent to which this non price-sensitive information is of
value to investors and may impact their decision-making process.

The requirement for VCT boards to be independent from their managers
should lead to greater investor and market confidence in this sector.

The deregulatory changes are expected to result in a decrease in compliance
costs. Where quantifiable, these savings amount to £2.8m per annum across
the industry as whole.
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Part 1 - Annex 1

Cost Benefit Analysis -
Transparency Directive

Introduction

Sections 155 and 157 of FSMA require that we undertake a cost benefit
analysis (CBA) of proposed rules or proposed general guidance on rules, and
publish the results. The purpose of a CBA is to assess, in quantitative terms
where possible and in qualitative terms where not, the economic costs and
benefits of a proposed policy. Specifically, we are required to publish ‘an
estimate of the costs together with an analysis of the benefits to accompany
the proposed draft rules’. We would welcome any comments from
respondents on our assessment of the costs and benefits.

Background

The Transparency Directive (TD) is a minimum harmonisation directive. It
allows the home Member State of an issuer of securities to impose additional
requirements on that issuer and holders of that issuer’s shares. Our general
approach has been to copy out the TD’s provisions, and only propose retaining
existing requirements which go beyond those provisions where we consider this
is justified by a market failure and cost benefit analysis. When we feel the CBA
is only marginally balanced we are keen to engage respondents to justify which
option they prefer. In such circumstances we are fully prepared to be guided by
the industry when they can provide strong justification for their position.

The TD’s requirements will apply to the approximately 2,800 regulated
market issuers in the UK. At the moment the vast majority of these issuers
are also Officially Listed issuers. Therefore the scope of the TD overlaps
significantly with that of the existing Listing Rules. We will be given specific
statutory power to extend some of the major shareholding aspects of the TD
to the approximately 1,100 UK equity issuers on AIM and OFEX.
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The baseline

We aim in this CBA to draw out the differences in the costs and benefits which
would attach to the TD minimum requirements, and to the current UK regime.
Where we propose to apply the TD minimum requirements, the baseline
comparator is the current UK regime. Where we propose to retain the current
UK rules, the baseline comparator is the TD minimum. So our policy proposals
have been analysed with respect to the alternative policy option as the baseline.

The methodology

We have researched how costs and benefits will fall on the relevant groups of
interested parties or stakeholders and have discussed our proposals with:

® issuers;

e trade bodies;

® investor representatives;
® accountants;

e law firms; and

e Primary Information Providers.

Cost benefit analysis

The periodic financial reporting, major shareholding notification, dissemination
and storage requirements of the TD are aimed at addressing the market failure
of asymmetric information and relate to both the market confidence and
investor protection objectives. The extent to which it addresses this will depend
on how important investors find the information concerned when analysing
risk-reward tradeoffs.

Without the periodic financial reporting requirements, issuers have incentives
to make disclosures only if they will not adversely affect their cost of capital.
Since not all issuers will elect to disclose, investors would not be able to
distinguish between high-risk and low-risk issuers and as a result will only
buy/value securities at a price that reflects the average issuer risk profile. In this
case, the price will be too low for good-quality, low risk issuers and too high
for poor quality, high risk issuers, thereby adversely affecting market efficiency.

The major shareholding notification requirements may help increase price
efficiency as share prices of issuers may more accurately or fully reflect
issuers’ expected fundamentals. Without such requirements, potential
acquirers would not reveal privately held information making acquisitions less
expensive and there may be more firms that compete for corporate control.
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11.

12.

13.

However, lower disclosure may mean lower price efficiency. Minority
shareholders may not be aware of the bids for corporate control and likely
impacts as a result. If they face greater than expected investment risk, this
might undermine investor confidence.

The TD dissemination and storage requirements aim to ensure that investors
have access to timely consolidated information by lowering search costs.
There may also be an increase in price efficiency as more information may be
incorporated in prices.

In carrying out the CBA, we have sought to take account of a number of general
interactions within the complex addressee and regulatory environment affected
by our proposals. In analysing each proposal, we have thus considered that the
costs and benefits are likely to differ depending on the type and nationality of
the issuer concerned (e.g. regulated market issuer or exchange regulated market
issuer, UK or third country) and the extent to which the area is already subject
to regulation (e.g. based on company law or Listing Rules).

The significant differences in the nature, scale and complexity of the affected
issuers and the regulatory environment in which they operate have made it
difficult to estimate the costs associated with our proposals. The cost
estimates of the CBA are therefore not exhaustive and are set out in terms of
broad ranges. We acknowledge the shortcomings of our analysis and would
welcome any contribution respondents are able to give.

Periodic Financial Information

For the following sections dealing with our proposals to copy out the TD
minimum requirements on the timing and content of annual reports, half-
yearly reports and interim management statements, all costs and benefits have
been evaluated with respect to current Listing Rules regime. In general, there
are large fixed costs involved in producing such information and the marginal
costs of individual components can therefore be difficult to quantify.

Deadlines and issues of scope for publication of annual and half
yearly reports

The TD requires regulated market issuers to publish annual and half-yearly
reports. The vast majority of issuers trading on UK regulated markets are

also listed and already subject to broadly similar periodic financial reporting
requirements. However, the deadlines for publication are being shortened, and
the requirements will be new for the very few regulated market issuers which
are not also listed.
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15.

16.

17.

Compliance Costs

There will be compliance costs for some issuers which have to change their
processes to publish annual reports within four months rather than six months
and half-yearly reports within two months rather than 90 days. Our analysis
suggests that around 75% of issuers already publish their annual accounts
within four months and around 60% of issuers already publish their half yearly
reports within two months. So there will be no incremental costs to the majority
of issuers. The costs to the minority of issuers will include one-off transitional
costs of amending their systems and processes. There may be ongoing costs
including, for example, reduced work flexibility for staff. However, in general,
the aggregate incremental costs are not expected to be significant given that
most issuers are already able to meet the shorter deadlines.

Indirect Costs and Benefits

The benefits will depend on the extent to which investors will have access to
the full annual and half-yearly reports sooner for issuers that do not already
disclose this quickly. This will facilitate more timely and informed decisions,
promoting greater market discipline and efficiency. The wider scope may
imply compliance costs for non-listed firms trading on a regulated market and
thus may cause them to withdraw from trading on a regulated market and act
as a barrier to entry for those firms considering trading on a regulated market.
But this impact is unlikely to be significant given that nearly all issuers trading
on a regulated market are listed.

Direct Costs

Small additional costs may be incurred over the first year while issuers adjust
to the new deadline requirements for publication of reports. It is reasonable
to expect that additional costs to us will stem from increased staff time spent
contacting firms to remind them of publication deadlines and dealing with
any additional breaches or suspensions that may occur as a result.

Content of Annual and Half-Yearly Reports

The TD requires regulated market issuers to publish annual and half-yearly
reports. There are already broadly similar, but less prescriptive, content
requirements for listed issuers.
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19.

20.

21.

22.

Compliance Costs

As the requirements on content are broadly similar to the existing requirements
imposed by Listing Rules, and given the high fixed costs associated with
producing annual reports, the incremental compliance costs are not expected
to be significant at the issuer level. Based on our pre-consultation, the new
requirements, e.g. statements by persons responsible and management reports,
will give rise to incremental ongoing compliance costs to issuers. For annual
reports, pre-consultation suggested that these costs may be in the region of
£500 per issuer. On an aggregated basis this amounts to estimated costs in the
region of £1-2 million per annum across 2,800 issuers. Pre consultation also
suggests that the main components of these costs will be managerial time and
professional adviser fees.

Indirect Costs and Benefits

The TD updates and expands minimum requirements for the content of
annual reports on an EU-wide basis. Because these requirements are broadly
similar to existing requirements imposed by the Listing Rules and UK
companies legislation, benefits may be limited. However, the imposition

of expanded minimum requirements across the EU should result in more
consistent information disclosures allowing greater comparability of
information, thereby enhancing investor confidence and contributing to the
integration of capital markets across the EU. Because of this, there has been
some support for the new requirements from investor groups. The extent of
these benefits will depend on how investors regard and use the additional
information. The new requirements could also have the added benefit of
reducing the cost of capital for some issuers to the extent that the disclosures
reduce informational asymmetries and improve comparative analysis.

Direct Costs

There will be minimal affect on direct costs to the FSA.

Interim Management Statements

The TD requires regulated market issuers of shares who do not already
produce quarterly reports to publish interim management statements. This
requirement is new, although some issuers already produce quarterly reports
and issuers may be able to meet the TD’s requirements by amending the
content of trading statements which they already publish.

The extent of the costs and benefits assessed below will depend on how
market practice develops, since the TD only has broad guidelines on the
content of interim management statements.
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24.

25.

26.

27.

28.

Compliance Costs

There will be incremental compliance costs to issuers of producing the new
statements. Approximately 1,200 regulated market issuers of shares do not
already produce quarterly reports, so will have to publish interim management
statements. To the extent that such issuers are able to amend the content of
trading statements which they already produce to meet the requirements of
the TD, the incremental compliance costs may be limited to one-off costs to
become familiar with these requirements and to change systems to produce the
requisite information. Based on the Treasury’s estimate of an additional half
day of compliance officer time this aggregates up to one off costs of about
£240,000 across the 1,200 issuers identified above. This represents a lower-
bound estimate in this case.

As a maximum limit, assuming all issuers produce new interim management
statements (as opposed to amending the content of trading statements they
already produce) then our pre consultation suggests that ongoing costs could
be in the region of £4,000 per issuer for two statements per annum. On an
aggregated basis this amounts to estimated costs in the region of £5 million
per annum across the 1,200 issuers.

Indirect Costs and Benefits

The potential benefits include an increase in the quality and quantity of
information enabling investors to take more timely and informed decisions.
The increased frequency of reporting may increase investor confidence and
promote market efficiency — through more accurate pricing of companies’
equity — and greater market discipline of companies’ risk taking behaviour.
However these benefits will be limited to the extent that the encompassed
issuers already produce quarterly reports or make trading statements
complying with the TD requirements.

There is a risk that some issuers may seek to delay certain disclosures to coincide
with the publication of interim management statements. However, issuers will
still be required under the Disclosure Rules to disclose inside information.

Direct Costs

The cost of monitoring this new obligation will depend on the outcome of a
study of acceptable market practice. If content and timeliness of these reports
are to be monitored on an on-going basis, we will incur set up costs to change
its monitoring systems. In addition it is reasonable to expect that additional
costs to us will stem from the need for increased levels of staff time devoted
to liaising with issuers about the new requirements and dealing with any
additional breaches or suspensions that may occur as a result.

There will be a small additional cost to us for the initial period of review.
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30.

31.

32.

33.

34.

Review of Listing Rules Extending Beyond the TD

There are four areas where the existing Listing Rules extend beyond the TD
requirements. We propose to retain rules in three of these areas where we feel
that they are both justified by our assessment of the costs and benefits and there
is support from industry. The alternative option would be to remove these Listing
Rules requirements and thereby scale back to the TD minimum requirements.

As we propose to retain three rules without amendment, we are not strictly
required to produce a CBA, but we have done so to facilitate respondents’
consideration of our proposals. The costs and benefits of the proposed
retentions have been analysed with respect to the TD minimum requirements.

Removal of requirement to publish half yearly reports in
newspapers or send to holders of securities

The TD removes the requirement that issuers publish their half-yearly report
in a national newspaper or send a copy to every holder of its securities.
Instead, the TD requires the half-yearly reports to be disseminated in a way
that meets minimum standards. So we propose to remove the current
requirement and have analysed the costs and benefits of doing so against the
alternative option of retaining the current rule.

Compliance Costs

There will be benefits of cost savings to issuers which are discussed below.

Indirect Costs and Benefits

There will be significant cost savings to issuers of removing the requirement
for half-yearly reports to be either published in a national newspaper or sent
to holders of the issuer’s securities. For issuers that send copies to holders of
their securities the costs can vary significantly depending on the number of
holders. For issuers that publish in newspapers, pre-consultation suggests that
the costs can vary from around £6,000 to £60,000. Based on the lower end of
the scale, the minimum cost savings on an aggregated basis may be in the
region of £20 million per annum across 2,800 issuers'. This removal should
not significantly disadvantage investors, since half-yearly reports will be
required to be disseminated according to the TD’s minimum standards.

Direct Costs

There will be minimal affect on direct costs to us.

This estimate assumes that all issuers publish their half yearly reports in a newspaper.
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35.

36.

37.

Retention of requirement for Wholesale Debt Issuers to produce
annual reports

The TD removes the requirement that listed issuers of exclusively debt with a
denomination of at least 50,000 EUR, or equivalent, produce annual financial
reports. On balance we feel that the CBA marginally supports our proposal to
retain this requirement. The alternative option would be to remove the existing
rule. Our pre consultation suggests that industry and investors would at this
point strongly support our proposal. We would welcome respondents’ views.

Compliance Costs

Most regulated market issuers of exclusively debt securities with denomination
of at least 50,000 EUR or equivalent are required to produce annual reports
under national law. In total there are currently about 1,000 such ‘wholesale
debt issuers’. However, approximately 100-130 such issuers from jurisdictions
like the Cayman Islands and Netherlands Antilles are not required to produce
such reports under national law. Such issuers currently bear these ongoing
costs. Retaining the requirement prevents them from realising cost savings
which may occur if they were no longer required to produce the reports. The
amount of these lost savings varies considerably and will depend on the nature,
scale and complexity of these issuers. The range may be a great as £5,000 to
£100,000 per issuer per annum. On an aggregated basis these are estimated to
be £600,000 - £13 million per annum across the 130 issuers. We will continue
to allow the use of accounting standards other than IFRS and allow up to six
months for publication of these reports.

Indirect Costs and Benefits

The requirement addresses information asymmetries. The benefits derive from
the rule’s protection of the quality and quantity of information on wholesale
debt issuers in the UK. While only a modest number of issuers are currently
directly affected by the rule, as all UK issuers and many overseas issuers are
required to produce annual reports under national law, it arguably prevents a
potential influx of issuers who are not required to do so. It also reduces the
incentives for issuers to re-domicile in countries with less stringent disclosure
requirements. The current requirements would ensure that investors will be
able to compare an issuer’s financial condition over time. The requirement may
be a disincentive to issuers who would not otherwise have to produce annual
reports. However there would be benefits in terms of investor protection and
attractiveness of the UK markets to better quality issuers. This is supported by
the increasing number of wholesale debt issuers on UK markets.
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38.

39.

40.

41.

42.

43.

Our pre-consultation suggested widespread support for this proposal. Some
parties indicate that without annual reports investors would be less able to
make meaningful assessments of the issuer’s financial condition/prospects and
would necessitate reliance on indirect information sources such as credit
rating agencies. In this case, annual reports may help to reduce agency costs
arising from informational asymmetries, and, as a result, this may impact
issuers’ cost of capital. However, the extent of this impact will depend on the
nature and type of information disclosed in these reports.

Direct Costs

There will be minimal affect on direct costs to us.

Retention of requirement for issuers producing half-yearly reports
to reflect changes in Accounting Policies applicable in the
subsequent annual report

The TD requires that issuers of half-yearly reports that fall outside of IAS34
describe the nature and effect of any changes in accounting policies that are
expected to be made in the annual reports. For such listed issuers we propose
to retain the existing requirement that the policies must be actually applied in
the preceding half yearly reports. The alternative option would be to scale
back to the minimum TD requirements.

Compliance Costs

Most issuers will have to comply with IAS34 under TD anyway, so the rule will
create no extra costs for them. Issuers that do not comply with IAS34 will have to
provide a description of the nature and effect of any change to accounting policies
and presentation under TD. So, the continued requirement to actually follow the
new accounting policies and presentation is not considered to be significant. As
issuers would arguably have to analyse in detail the new accounting standards

to determine their impact, the potential cost savings foregone by continuing to
require that issuers actually apply them should be negligible.

Indirect Costs and Benefits

Retaining the rule will provide benefits of greater comparability of reports
and thereby address information asymmetry.

Direct Costs

There will be minimal affect on direct costs to us.
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45.

46.

47.

48.

Retention of requirement to publish more detailed Preliminary
Statements of Dividends

The TD requires regulated market issuers to publish and distribute circulars
concerning the allocation and payment of dividends. On balance we feel our
CBA marginally supports our proposal to retain more detailed requirements
on the timing and content of such statements for listed issuers. We would
welcome respondents to confirm whether this is the case or not. The
alternative option would be to scale back to the minimum TD requirements.

Compliance Costs

Compared to the TD requirement to publish notices regarding dividends, the
current Listing Rules make more detailed requirements on the timing and
content of this information. Consequently, any cost savings foregone by
maintaining the current requirements will be small, since in practice, issuers
will have the information anyway and use a largely fixed price Regulatory
Information Service to publish it. On an aggregated basis these are estimated

to be £70,000 per annum (based on one message per issuer).>

Indirect Costs and Benefits

Any indirect costs (such as an increase in the issuer’s cost of capital) are also
unlikely to be significant to the extent that this information is likely to be
sufficiently precise to be inside information and so would need to be disclosed
anyway under the Disclosure Rules. The existing rule may better address
potential information asymmetries by providing greater clarity than the TD
provision. Retaining the current rule will bring benefits of more timely,
detailed and comparable information.

Direct Costs

There will be minimal affect on direct costs to us.

Review of Listing Rules covering financial reporting requirements
outside the scope of the TD

We have discretion over existing rules which cover financial reporting
requirements outside the scope of the TD. We have reviewed these rules and
intend to retain those rules which we believe are important to UK markets and
we are considering removing those rules where the benefits may be less clear. We
strongly encourage respondents to consider whether they believe the rules we
are considering removing provide significant benefits and should be retained.

This estimate is based on the assumption that issuers will have the information already and that the costs incurred
will primarily arise from sending the information to a RIS. Based on a price per message of £50, this will aggregate to
£70,000 as there are approximately 1400 regulated market issuers of shares.
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50.

S1.

52.

3

If you believe there will be benefits, please explain what these benefits are, to
whom they arise and provide any data or evidence to support their view.

Amendment of rule on Preliminary Statements of Annual Results

Given the shorter deadline for the publication of annual reports which we
have to introduce under the TD, we propose to amend the existing rule on
preliminary statements of annual results. Instead of requiring their
production, we propose a permissive rule under which issuers can choose to
produce such statements. But if the issuer chooses to do so it must comply
with the existing content standards. The alternative approach would be to
remove the existing rule altogether.

Compliance Costs

There will be benefits of cost savings to issuers who choose not to produce
preliminary statements of annual results which are discussed below.

Indirect Costs and Benefits

If issuers choose not to publish preliminary results then benefits arise due to a
decrease in ongoing compliance costs for producing and disseminating. These
are unlikely to be significant (at the issuer level) as issuers are likely to have
most of the information anyway. Pre consultation suggests that the savings
due to not publishing such information may be in the region of £4,000 per
issuer per annum. On an aggregated basis these are estimated to be a
maximum of around £10 million per annum across 2,800 issuers’. Any such
savings may be considered to partially offset the additional costs associated
with the new TD requirements for annual reports.

It is important to note that the quantity and timing of information for
investors will not decrease significantly even if issuers chose not to produce
preliminary results, as the annual report itself will be produced within a
similar timescale as preliminary results currently are. The permissive rule
ensures that the information meets certain criteria allowing investors to
compare the information across issuers which choose to produce preliminary
results. The permissive rule will not affect the disclosure of price sensitive
(potentially negative) information by the issuer since under the provisions

of the Market Abuse Directive an issuer is required to disclose such
information to the market.

This is a maximum figure as it assumes all such issuers choose not to produce preliminary statements of annual results.
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54.

5S.

S6.

57.

Direct Costs

There will be an additional cost to us in terms of staff time of monitoring
a permissive rather than mandatory regime. This will stem from a shift in
supervisory focus from preliminary statements to the full annual reports,

monitoring the additional trading statements* and continued monitoring

of those preliminary statements that are produced.

Possible removals

As discussed in paragraphs 2.39 to 2.55 of chapter 2, we are proposing to
remove several rules where their benefits are less clear. We strongly encourage
respondents to consider whether each of the rules under consideration provides
benefits and should be retained. In making your evaluation, please take into
account the type of information that is being affected and whether it is of value
to you in decision-making. If certain information is beneficial in that respect,
please explain what these benefits are and provide any data or evidence to
support that view.

Compliance Costs

There will be some cost savings to issuers as a result of these rules being
removed. These savings are discussed below.

Indirect Costs and Benefits

Given the cost structure of producing annual reports with high fixed and low
marginal costs, the removal of such requirements are likely to lead to a
modest reduction in the costs of producing annual reports. The possible cost
savings of removing individual rules was hard to quantify. Pre-consultation
suggested that if we removed all the rules we are considering removing, then
the costs savings may be in the region of £2,000 per issuer. On an aggregated
basis this amounts to estimated cost savings in the region of £6 million per
annum across 2,800 issuers.

We are considering removing these rules on the basis that there is some
uncertainty about whether they provide sufficiently significant benefits for
investors, as the rules simply make it easier to access information which is
obtainable through other channels anyway. Indeed, several duplicate
requirements set out in other disclosure regimes, including accountancy
standards, company law and market abuse rules. Investors can therefore
access the affected information via those alternative channels. For example,
information concerning the interests of company directors can be obtained
from the company register and directors’ dealings notifications. To this extent,

It is also reasonable to assume that there will be an increase in other regulatory announcements required under MAD
regarding the dissemination of price sensitive information for those firms that do not produce preliminary results.
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58.

59.

60.

61.

62.

the benefits of the Listing Rules are limited to the ease-of-access they provide to
the encompassed information by gathering this in one place. Nevertheless, we
recognise that this ease-of-access constitutes a legitimate benefit for investors
and would welcome respondents’ views on whether it outweighs the costs of
producing this information and monitoring compliance therewith. To the extent
that this is indeed the case, we will retain the Listing Rules concerned.

Direct Costs

There will be minimal direct cost savings if these rules were to be removed.

Major Shareholding Disclosures

The TD requires shareholders to notify issuers of major holdings in shares
and requirements on issuers to make these disclosures public.

Issuer Scope

The current Companies Act 1985 (CA1985) regime covers approximately 11,700
UK public companies. The Treasury have decided to remove approximately 8,000
public companies not admitted to trading on a regulated market or exchange
regulated market from the disclosure of major shareholding regime. The TD
requires the regime to be applied to regulated market issuers of shares. With
respect to holdings in non-UK issuers for whom we are the home Member State,
these will be subject to the TD minimum requirements. We have discretion over
whether to apply a regime to issuers on an exchange regulated market.

On balance we feel that the CBA marginally supports our proposal to apply

a regime to UK equity issuers traded on exchange regulated markets rather
than the option of not doing so. This includes approximately 1,100 UK equity
issuers traded on AIM or OFEX. Our pre-consultation suggests that industry
and investors would at this point strongly support the proposal. Additionally,
when the Treasury consulted, 11 out of the 12 respondents supported the
proposal to give us powers to make such rules. We would welcome your views.

Compliance Costs

Continuing to apply the existing regime will forgo some potential cost savings
for shareholders and issuers. These are not expected to be significant given the
costs structure for issuers and shareholders of making notifications (i.e. high
fixed costs of systems to establish when and what to notify and low marginal
costs of actually making notifications — see sections below).
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64.

65.

66.

67.

Indirect Costs and Benefits

Some pre-consultation suggested that the TD’s rationale for requiring
disclosure of major shareholdings may apply equally to issuers with shares
admitted to trading on exchange regulated markets as it does to regulated
market issuers. The TD explains that this information should enable investors
to acquire or dispose of shares in full knowledge of changes in the voting
structure. It should also enhance effective shareholder control of issuers, and
increase the overall market transparency of important capital movements.

Direct Costs

There will be greater direct costs to us for setting up and monitoring the regime
because the number of firms falling under our scope for the monitoring of this
rule will increase by approximately 50%. Monitoring costs are estimated to be
in the region of £5,000 per annum.

Notifiable interests

Certain interests must be disclosed under the TD. These requirements are
different from the CA1985, with notification triggered by reference to control
over the exercise of voting rights rather than ‘interests in shares’. Although
occupying some common ground with the CA19835, the TD provisions are in
some respects less extensive. We propose to implement the major shareholder
notification requirements of the TD primarily by way of copy out of the
directive provisions.

Compliance Costs

There will be one off transitional costs to shareholders of reconfiguring the
systems used to track when disclosures are required. There are large fixed
costs in establishing systems for shareholders to know when and what to
disclose. The costs to shareholders and to issuers of making notifications are
marginal. The population of major shareholders is dominated by institutional
investors such as investment banks. Such shareholders already have systems
in place to track what disclosures need to be made and when. They will also
have procedures in place to make notifications. The population of major
shareholders is relatively stable, so few, if any, shareholders will need to
establish such systems or procedures from scratch. Hence any incremental
costs to most shareholders would be ongoing costs of continuing to disclose.

Indirect Costs and Benefits

There may be benefits to the extent that there are improved minimum
standards for interests in issuers which must be notified across the EU.
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69.

70.

71.

72.

73.

74.

Direct Costs

There will be minimal affect on direct costs to us.

Stock lending

The proposal to amend the TD notifiable interests to exempt stock lenders
from having to notify is evaluated against the situation where lenders are
required to notify.

This proposal would maintain the position of stock lending under the CA1985.
If lenders were required to notify, then they would need to amend systems and
processes to facilitate this. This could give rise to incremental compliance costs.
To the extent that these are significant, this could negatively impact the quantity
of stock lending and liquidity in this market.

While there will be fewer disclosures under our proposal, we believe there
to be no negative affect on transparency. Indeed our proposal will avoid the
potentially misleading disclosure by lenders when they still have the right to
recall the stock.

Notification Thresholds

The TD requires disclosures at the thresholds of 5%, 10%, 15%, 20%, 25%,
30%, 50% and 75%. The current thresholds under the CA1985 are 3% and

every percentage point above. We can choose to impose additional thresholds
to those set out in the TD.

On balance we feel our CBA marginally supports our proposal to retain the
current thresholds. Our pre-consultation suggests that industry and investors
would at this point strongly support the proposal. We would welcome
respondents confirming whether this is the case or not.

Compliance Costs

The existing thresholds would result in a far greater number of disclosures
compared with those under the TD thresholds. Our desk based analysis
suggests that based on a sample of disclosures made by issuers on the FTSE All
Share index across 2005, there may be as many as ten times more disclosures
at the existing thresholds compared to the TD minima. To provide some
context, there were approximately 11,000 major shareholding disclosure
announcements by issuers in the FTSE All Share Index in 2005. There were
approximately 4,500 disclosures by issuers in the AIM All Share Index and
approximately 100 by issuers on OFEX over the same timeframe.
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76.

77.

78.

79.

Once the systems are in place to track when and what disclosures are required,
the ongoing compliance costs to shareholders of actually making disclosures are
marginal. Similarly, the compliance costs to issuers of making disclosures are
marginal. Pre-consultation suggested that the cost per disclosure for a regulated
market issuer is in the region of £150. On an aggregated basis the incremental
costs of retaining the existing thresholds may be in the region of £2.5 million
per annum across 1390 issuers’.

This figure is calculated on the basis that in 2005 there were 11,000 disclosures
by approximately 800 issuers in the FTSE All Share Index. There are 1,390
equity issuers in total on regulated markets. Assuming the ratio of disclosures
per issuer for issuers not in the index is the same as for those in the index, there
may have been around 19,000 disclosures in total. Using the £150 per disclosure
estimate this aggregates to an estimated cost in the region of £2.8 million.
Assuming there are ten times as many disclosures than there would be under the
TD thresholds then 90% (around £2.5 million) of these costs are incremental.

If you assume the cost per disclosure is the same as estimated for exchange
regulated market issuers and that there are also ten times as many disclosures
under the current thresholds than there would be under the TD thresholds,
then the incremental costs of the current thresholds for AIM and OFEX
issuers may be in the region of £600,000 across 1,100 issuers.

Indirect Costs and Benefits

The greater number of disclosures results in greater transparency for investors,
issuers and the market generally. It is significantly easier to establish when
shareholders are building or disposing of holdings in issuers. This may be
important to both the management of the issuer and investors who may be

able to take more informed investment decisions on the value of the securities.
Retaining the existing thresholds may maintain market confidence and price
efficiency, with prices more accurately reflecting the value of the issuer’s potential.

The lower threshold and shorter deadlines [see below] may make mergers and
acquisitions even more expensive than they would be under the TD minimum
requirements and thereby result in fewer bids for potentially inefficient target
firms and discourage competition for corporate control. This is because
potential acquirers would have to reveal a greater amount of privately held
information on how much they value the potential target firm compared to
the TD minimum situation. However as explained above, the increased
transparency (including information on potential takeovers) may improve
price efficiency as the prices would more accurately reflect the true value of
the underlying firm’s potential.

The costs per issuer depend on the number of disclosures an issuer will have to make. This depends on the nature and
composition of its shareholder base. Only 90% of this aggregate estimate are incremental costs.
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81.

82.

83.

84.

85.

86.

87.

Direct Costs

There would be no significant affect on the direct costs to us.

Notification Deadlines

The TD requires disclosures within four days (for shareholders to notify
issuers) and three days (for issuers to notify the market). The current
deadlines under the CA1985 and Listing Rules are two days and the end
of the next business day following receipt of the notification from the
shareholder, respectively. We can choose to impose more stringent
requirements than the TD minimum requirements.

On balance, we feel our CBA marginally supports our proposal to retain

the current deadlines rather than to move to the TD minima. Our pre-
consultation suggests that industry and investors would at this point strongly
support the proposal. We would welcome respondents to confirm whether
this is the case or not.

Compliance Costs

Pre-consultation suggested that the shorter notification deadlines do not result
in significantly greater compliance costs. However, some issuers have suggested
in pre-consultation that the shorter deadline may make notifications more
logistically challenging, as employees have less flexibility in planning work.

Indirect Costs and Benefits

The shorter deadlines ensure greater transparency as the information on
major shareholders is available more quickly to the market. On this basis,
retaining the requirements would maintain market confidence.

Direct Costs

There would be minimal affect on direct costs to us.

Standard Forms

The TD recommends that shareholders and issuers use standard forms for

the notification of major shareholdings. There is no such current requirement.
We propose to require the use of standard forms, in line with the TD’s
recommendation. The alternative approach would be to not require the use
of a standard form.

Compliance Costs

Costs to shareholder and issuers of having to use the standard forms are
expected to be minimal.
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88.

89.

90.

91.

92.

Indirect Costs and Benefits

To the extent that standard forms will be used across the EU there will be
benefits to issuers — and ultimately the public — of receiving the required
information in a standardised format. In addition, it should simplify the
process for shareholders who have holdings in issuers located in different
Member States.

Direct Costs

Direct costs to us will be lower as it will be easier for us to process the
information.

Dissemination

The TD requires issuers to disseminate regulated information meeting certain
minimum standards. It is silent on what model issuers can use to disseminate.
We propose to continue to require issuers to use the PIP/SIP model to meet
these requirements.

Compliance Costs

Retaining the PIP/SIP model is not expected to impose much greater
compliance costs on issuers than if they were allowed to disseminate in other
ways. Other ways could include using operators which are not approved by us
or by issuers taking it upon themselves to disseminate regulated information
on a pan-European basis meeting the minimum standards required. There
would be costs associated with such models, and in nearly all circumstances
we anticipate that issuers would find it more cost effective to continue to use
service providers to meet the dissemination requirements. One reason for this
would be that they will be able to have some confidence that the PIP/SIP
arrangements satisfy the TD minimum criteria without having to do much due
diligence. If issuers wanted to use alternative mechanisms they would have to
undertake more due diligence which would have associated costs.

Indirect Costs and Benefits

The benefits of maintaining the PIP/SIP model include the consolidation of
regulated information sources and a sequential flow of information to the
market. To the extent that consolidated information sources lowers investors’
search costs, more information may be incorporated in prices leading to
greater price efficiency. Familiarity with the system may also contribute to
lowering of search costs®.

More information on the PIP-SIP regime can be found in CP92 - Review of the UK mechanism for disseminating
regulatory information by listed companies
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94.

95.

96.

97.

Direct Costs

The direct costs to us of monitoring the dissemination obligations on issuers
are considerably lower under the current regime than they would be if issuers
could disseminate in other ways. This is because it would be far more difficult
to monitor compliance by issuers.

Storage - the interim solution

Until the long-term requirements on storage mechanisms are established, the

TD requires us to ensure that investors have some sort of access to regulated
information. Our interim solution is to make presentational changes to our
website. This has very low cost implications. Depending on the outcome of the
Commission’s work the long-term storage requirements will require further CBA.

Compliance Costs

There should be no increased costs to issuers or investors.

Indirect Costs and Benefits

The benefits will depend on the extent to which investors use our website
to access the commercial sites providing access to information.

Apart from the very low associated costs there are also benefits that the UK will
retain flexibility to adopt whichever model for the storage mechanism which is
most appropriate for the long term when the standards are established.

Direct Costs

There are minimal direct costs to us for making presentational changes to
our website.
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Part 1 - Annex 2

List of Questions

Q1:

Q2:

Q3:

Q4:

Q5:

Q6:

Q7:

Do you agree with our proposal not to add to the TD
requirements for interim management statements? Do you feel
that FSA guidance in this area at this stage would be helpful or
unhelpful, and why?

Do you agree with our proposal to copy out the TD requirements
on ongoing information to holders of securities and with our
analysis of the implications for issuers of convertible securities?

Do you agree that the Listing Rule requirement for listed issuers
to either send half-yearly reports to holders of its securities or
insert the report in a national newspaper should be removed?

Do you agree with our proposal to retain the existing
requirement for listed issuers of exclusively wholesale debt to
produce annual reports? If not, is this because you believe that
investors will be able to rely on other information provided to
investors, such as that from credit rating agencies, to make
investment decisions about such securities?

Do you agree that the approach taken in relation to issuers on
the PSM should mirror that for wholesale debt issuers?

Do you agree with our proposal to retain the Listing Rule
requirement that issuers falling outside the scope of IAS34
should reflect in half-yearly reports any accounting policy
changes that will be applicable in the annual report on the
basis that this provides additional clarity to the TD
requirement?

Do you agree with our proposal to retain the Listing Rule
requirement on the timeliness and content of dividend
statements on the basis that this provides additional clarity
to the TD requirement?
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Q8:

Qo:

Q10:

Q11:

Q12:

Q13:

Q14:

Q15:

Q16:

Do you agree with the proposed change of preliminary statements
of annual results from a mandatory to permissive regime?

Do respondents agree with our proposed retention of
LR9.8.4R(2)(3)(4), LR9.8.6R(3)(5)(6)(7), LR9.8.10R, LR9.8.11R
and LR9.8.12R?

Do you believe LR9.8.4R(1)(5)(6)(9)(10)(11)(12)(13), LR9.8.5G,
LR9.8.6R(1)(2)(4) and LR9.8.13R rules provide benefits? If you
do, please explain how you use the information covered in each
of these rules? If you were not able to access such information
through annual reports, but could access it from other (possibly
fragmented) sources, would you be disadvantaged?

Do you agree that we should apply major shareholding disclosure
rules to holdings in issuers with shares admitted to trading on a
regulated market, and to holdings of shares of UK companies
traded on exchange-regulated markets such as AIM and OFEX?
Alternatively, do you think the scope of the shareholder
notification requirements should be limited to the TD minimum:
holdings in issuers with shares admitted to trading on a
regulated market for which the UK is the home member state?

Are there any notifiable interests under the CA1985 that you
consider are not covered by the TD but which you believe
should be maintained? Do you agree that the partial exemption
from notification for voting rights held in the trading book
should be available to credit institutions and investment firms?
Do you agree with either of the two alternative approaches to
replicate, or make more stringent, respectively the effect of the
CA1985 for stock lenders? Are there any side effects?

Which of the approaches (TD minimum or CA1985) to notification
thresholds would you prefer? Depending on the thresholds
adopted, do you agree with our proposed implications for
disclosures by market makers?

Which of the notification deadlines (TD minimum or CA1985
and Listing Rules) would you prefer?

Do you agree that the FSA should mandate the continued use of
the PIP/SIP regime for issuers for whom the UK is the home
Member State?

Do you have a preference for either of the storage models
(commercial OAMs or FSA operated OAM)or suggestions for
further alternative model(s)?
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Part 1 - Annex 3

Summary of changes
to RIS Cntena

The following paragraphs set out the proposed changes to the current
Regulated Information Services (RIS) criteria:

Person approved as a RIS

We have introduced the idea of a person who is the legal entity that owns and
operates the RIS.

The name of the person who has been approved as a RIS will be added to our
list of Regulated Information Services. Similarly, the name of this person will
be removed from the same list if we cancel approval.

We have introduced this distinction to strengthen the legal foundation of the
RIS Criteria.

RIS status within other EEA States

A number of RIS organisations have asked us whether implementing the TD
will allow a RIS approved by the FSA to act in the same capacity within other
EEA states.

The Commission has not mandated the use of third parties to disseminate
regulated information. As set out elsewhere in this paper, we propose to
introduce super-equivalent rules in this area and mandate the use of a RIS.
Nevertheless, EEA state competent authorities other than us will implement
rules regarding use of third party disseminators at their own discretion.

Also, other EEA state competent authorities may not consider that compliance
with the FSA’s RIS Criteria fulfils TD requirements. So, our approval would
not necessarily mean that a person would be able to act as a third party
disseminator within other EEA states.
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10.

11.

12.

13.

14.

15.

Similarly, a person who has been approved by another EEA state to
disseminate regulated information as a third party would not necessarily
be approved by us as a RIS.

Requirement for an independently audited annual report

The TD says that an issuer is ultimately responsible for disseminating regulated
information in a manner ensuring fast access on a non-discriminatory basis.
This is true even if an issuer chooses a third party, such as a RIS, to disseminate
its regulated information.

We believe that FSA approval of an initial application to become a RIS gives
sufficient comfort to issuers that the approved RIS will help issuers meet the
dissemination obligations imposed by the TD. However, an issuer should also

be assured that the RIS of its choice will continue to provide this assistance on
an ongoing basis. Currently this assurance is provided by a report that the

RIS produces on an annual basis confirming that it met all the criteria in the
preceding 12 months. Currently, we require this report be independently audited.

A number of RIS organisations have requested that we reconsider this current
requirement. We propose three options to address this request:

Proposal 1 - Maintenance of current regime

One option would be for us to continue to require a RIS produce a report on
an annual basis that confirms it met all the criteria in the preceding 12 months
and that this report be independently audited.

The requirement for an annual report that is independently verified by an
auditor gives a high level of comfort to an issuer that the RIS will help the
issuer to meet its TD obligations.

However, the requirement for an audited report currently costs a RIS
approximately £25,000 per year. This cost reduces the financial viability of
operating as a RIS for some organisations. If one or more RIS organisations
request cancellation of approval as a result of this cost burden, the choice of
RIS and the benefits of competition that result from this choice will be
reduced for issuers as a whole.

Also, the internal systems of most RIS organisations are fully automated and
are not subject to major changes year on year. In addition, we are not aware of
any significant errors having been made by any RIS since the implementation
of the RIS regime. Consequently, there may be little value to be gained by the
independent verification of a RIS report every year.
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16.

17.

18.

19.

20.

21.

22.

23.

Proposal 2 — Requirement for an audited report every two years

A second option would be for us to continue to require that a RIS produce
a report that confirms that the RIS met all the criteria in the preceding 12
months. However, we could require the report to be subject to an auditor’s
independent verification at the following times only:

® upon an initial application by a person for approval as a RIS;
® every two years following approval as a RIS; and

® in any event if a RIS had substantially changed one or more of its internal
systems or procedures over the preceding 12 months.

The above proposals would substantially reduce the cost burden placed upon
a RIS while maintaining the comfort provided by independent verification of
compliance with RIS criteria.

However, the lack of substantial errors or evidence of misuse of regulated
information in relation to the RIS regime could be seen as confirmation of
the effectiveness of existing controls.

Proposal 3 —Requirement for an un-audited report

A third option would be for us to require that a RIS produce an un-audited
report that confirms that the RIS met all the criteria in the preceding 12
months. An issuer could then perform its own due diligence work, as
necessary, to gain independent verification that the report was accurate.

Under this proposal an initial application to become a RIS would still need
to be accompanied by an audited report.

This proposal would remove most of the regulatory cost burden for an
organisation operating as a RIS. This may encourage more applications for RIS
status and issuers may benefit from increased choice and competition as a result.

However, there are currently six organisations that have been approved by
us to act as a RIS. Consequently, there may already be sufficient choice and
competitiveness within the RIS regime.

This proposal, if implemented would also be a major change in our approach
to the regulation of the RIS regime. The Policy Statement we published in

November 2001 in response to consultation on the proposal to introduce
the RIS regime (PS 92) said that:

‘Independent verification that a [RIS] meets the service criteria set by the FSA
on an ongoing basis is a crucial part of our proposals’ (paragraph 3.52).
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25.

26.

27.

28.

29.

30.

31.

Also, the lack of ongoing independent verification of compliance with RIS
criteria would mean that an issuer would not know if internal controls had
been applied consistently between RIS organisations.

In addition, if an issuer did perform its own due diligence work to independently
verify that the RIS report was accurate, the cost of verification would not be
removed but instead transferred from the RIS to the issuer. The overall cost
would also be multiplied by the number of issuers who performed such due
diligence work.

Publication of RIS reports

Whatever option is implemented, we propose to publish the annual report we
receive from a RIS on our website. This would give issuers the information
they require when considering whether a RIS will help the issuer meet its TD
obligations on an ongoing basis.

Deadline for submission of RIS report

Whatever option is implemented, we propose to require that the annual report
be submitted to the FSA by a RIS within three months of the end of the 12-
month reporting period.

Standard Forms

We currently publish Standard Forms to be used by issuers when making
regulated information announcements via a RIS. These Standard Forms can
be printed from our website and faxed or posted to the RIS in hard copy form
for onward dissemination by the RIS.

The Commission has recommended the use of Standard Forms for publishing
and filing major shareholding transactions.

When an issuer publishes an announcement using a Standard Form via a RIS,
our internal systems cannot recognise individual data items (e.g. the dealing
date of a transaction) held within the form. This means that when we receive
a Standard Form announcement from a RIS, these individual data items must
be manually re-input by our staff into our systems. This is a time consuming
and labour intensive task.

Proposals

We propose that a RIS be required to offer an issuer an electronic version of a
Standard Form if an issuer chooses a headline category that is associated with
a Standard Form. The headline categories to be associated with Standard
Forms are:

4 Part 1 — Annex 3



32.

33.

34.

35.

36.

37.

38.

e Holding(s) in Company — Voting Rights;

e Holding(s) in Company — Financial Instruments;
e Block Listing Interim Review;

e Director/PDMR Shareholding; and

e Transaction in own shares.

The electronic form offered by a RIS should conform to input templates that
are available from us.

We propose that the output content of an announcement distinctly identify,
in a machine readable format, individual data items input by an issuer via a
Standard Form. We will coordinate the precise identification to be used for
each data item with our third party supplier of amalgamated RIS information.

Rationale for proposals

As stated above, current arrangements place a heavy administrative burden
on us. The capture of Standard Form information in a way that can be
automatically recognised by our internal systems will remove this burden.
Consequently, the overall efficiency of our regulatory activities will be
improved and costs to us reduced.

In addition, commercial data vendors will also be able to make use of the
enriched data content of Standard Form announcements. For example, the
proposed change should enable consolidation of the dealings made by a
particular major shareholder in the securities of multiple issuers over a
particular period. A commercial data vendor could offer this consolidated
information for the benefit of investors.

However, this proposal will impose an additional cost upon RIS organisations.
This will mostly be one-off set-up costs.

Prioritisation of regulated information

We propose to change the requirement for 95% of regulated information
received electronically to be released within five minutes of receipt. We
propose, instead, to require that regulated information be disseminated
‘without delay’ if it is received electronically.

We have proposed this change as RIS organisations have made us aware that
on rare occasions, for reasons outside of the RIS organisation’s control, the
current requirement cannot be met. RIS organisations were concerned that a
breach of this rule due to extraordinary circumstances would immediately
invalidate their RIS status.
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41.

42.

43.

44,

FSA issuer identification number

The current RIS criteria require that a RIS use a ‘short name’ to identify an
issuer in the output content of a regulated information announcement. A
‘short name’ is a shortened version of the issuer’s name as a string of text 20
characters or less in length. The ‘short name’ allows our internal systems to
associate a regulated information announcement with an issuer. We publish a
list of short names to be used by a RIS on our website.

A ‘short name’ is an imperfect tool for identifying the issuer to whom
regulated information belongs. This is because the ‘short name’ value for
every issuer is created manually by our staff and consequently is affected by
human error. Similarly, if a RIS inadvertently uses a short name whose text is
slightly different to that published by us, our systems are unable to identify
the issuer of that regulated information.

We propose to require that a RIS include an FSA issuer identification number
within the output content of a regulated information announcement. This
number will be generated automatically by our internal systems without
human input.

We will publish our issuer identification number for each issuer on our
website in place of the current list of short names. When a new issuer has
securities admitted to a regulated market in the UK, we will inform every RIS
of its issuer identification number and add this information to the list on our
website as soon as possible. Similarly when an issuer has the last of its
securities cancelled from a UK regulated market, we will remove its FSA issuer
identification number from our website. As currently, the website list will be
downloadable via a hyperlink.

A RIS will be free to continue to use short names within regulated information
announcements for alternative purposes. However, we propose to remove the
requirement for short names to be carried as part of the output content of
regulated information announcements.

Annual Report & Accounts

Currently, an issuer’s annual report & accounts are not disseminated in full
via a RIS. Instead the FSA Listing Rules require an issuer to make a short
notification via a RIS that its annual report & accounts have been published
and are available to view at our Document Viewing Facility. This facility is a
single computer terminal within our offices at Canary Wharf in London that
is publicly accessible to visitors.
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48.
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50.

S1.

The TD classifies annual report & accounts as ‘regulated information’. This
means that annual report & accounts must be disseminated in the same
method as all other regulated information. So, an issuer must make its annual
report & accounts available on a fast, non-discriminatory basis to the public
in all EEA States.

We consider that the current method of publication of annual report &
accounts does not meet TD requirements. We propose that an issuer use a RIS
to disseminate its annual report & accounts in full.

However, annual report & accounts are large documents that contain
pictures, photographs and graphics as well as tables and text. So the electronic
version of an annual report & accounts document is held in a specialist
format such as the Portable Document Format (pdf) or a desktop publishing
format. We are aware that the systems of some media cannot accept electronic
documents in these formats.

So we propose that a RIS be required only to disseminate annual report &
accounts to media that can receive and accept the specialist industry standard
formats used to hold annual report & accounts. We do not propose to require
a RIS to convert annual report & accounts documents into a text only format
that all media can receive and accept.

We believe this proposal meets TD dissemination requirements and is the best
compromise between ensuring the widest possible dissemination of annual
report and accounts and the limitations imposed by the technologies currently
used by some media.

Use of new terms

‘inside information’

The section of the RIS criteria entitled ‘Validation of input’ includes a
requirement that there be no unauthorised access to ‘inside information’.
This replaces the term ‘regulatory information’ in the same section of the
current criteria. This term has been used to align the RIS criteria with the
current Market Abuse Regime.

‘media’

We propose to replace the term ‘Secondary Information Provider’ or ‘SIP’
with the term ‘media’ to align the RIS criteria with terms used by the TD.
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Change to list of headline categories

‘Annual Report & Accounts’

We propose to move the headline category ‘Annual Report & Accounts’ from
the ‘low priority’ section of the headline category list to the ‘medium priority’
section. This reflects the increased regulatory importance of annual report and
accounts following the implementation of the TD. This regulatory importance
has increased due to the proposal to make preliminary statements of annual
results voluntary and the reduction in the reporting deadline for annual report
and accounts required by the TD.

‘Half-yearly report’

We propose to replace the headline category ‘Interim Results’ with ‘Half-
yearly Report’ to align the RIS criteria with the TD and to avoid confusion
with Interim Management Statements.

‘Holding(s) in Company’

We propose to split the current ‘Holding(s) in Company” headline category into
two headline categories to reflect the two Standard Forms recommended by the
Commission. The two new headline categories are: ‘Holding(s) in Company —
Voting Rights’ and ‘Holding(s) in Company — Financial Instruments’.

‘Interim Management Statement’

We propose to introduce the headline category ‘Interim Management Statement’
to align the RIS criteria with the requirement for this report under the TD.
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Part 1 — Appendix 1 FSA 2006/

TRANSPARENCY OBLIGATIONS DIRECTIVE
(DISCLOSURE AND TRANSPARENCY RULES) INSTRUMENT 2006

Powers Exercised

A. The Financial Services Authority makes this instrument in the exercise of the
following powers and related provisions in the Financial Services and Markets Act
2000 ("the Act"):

o Section 73A (Part 6 rules);
. Section 90A and 90B (Transparency rules);
. Section 101 (Listing rules: general provisions); and

o Section 157(1) (Guidance).
Commencement

B. Transitional Provision 4 in Annex A and all relevant amendments to the Glossary in
Annex B shall come into force on [1 December 2006] otherwise this instrument
comes into force on 20 January 2007.

Amendments to the Handbook

C. (1) Annex A to this instrument inserts into the Handbook new chapters in the
Disclosure and Transparency Rules sourcebook (DTR).

(2)  The Glossary of definitions is amended in accordance with Annex B.
3) Annex C to this instrument amends the Listing Rules sourcebook (LR).
Notes

D. In Annex A to this instrument, the "notes" (indicated by "Note:") are included in for
the convenience of readers but do not form part of the legislative text.

Citation

E. This instrument may be cited as the Transparency Obligations Directive (Disclosure
and Transparency Rules) Instrument 2006.

By order of the Board



Amendments to the Disclosure Rules

Annex A

In this Annex underlining indicates new text and striking through indicates deleted text.

Insert the following transitional provision.

Disclosure and transparency rules

DTR Sourcebook — Transitional Provisions

1

3

4.1.7 and
424

424

4.1.7 and
4.1.9 to
4.1.12

R

R

An issuer need not prepare its financial
statement in accordance with D7R 4.1.7R or
DR 4.2 4R for any financial year beginning
before 1 January 2007 if:

(a) the issuer's registered office is in a non-
EEA State; and

(b) the issuer prepares its financial statements
in accordance with internationally accepted
standards.

[Note: article 23.2 TD]

(1) This provision applies to an issuer:

(a) whose debt securities only are
admitted to trading; and

(b) whose Home State, in accordance with
article 2.1(i) of the 7D, is the United
Kingdom.

(2) An issuer is not required to disclose
financial statements in accordance with DTR
4.2.4R(1) for the financial year starting on or
after 1 January 2006.

[Note: article 30.1 7D]

(1) This provision applies to an issuer of debt
securities:

(a) that is incorporated in a non-EEA

From 20
January 2007

From 20
January 2007

From 20
January 2007



5.6.1

State;

(b) whose Home State, in accordance with
article 2.1(i) of the 7D, is the United
Kingdom; and

(c) whose debt securities were admitted to
trading in the EEA prior to 1 January
2005.

(2) An issuer need not draw up its financial
statements in accordance with DTR 4.1.7R or
its management report in accordance with
DTR 4.1.9R to DTR 4.1.12R provided:

(a) the annual financial statements
prepared by issuers from that non-EEA
State give a true and fair view of the
issuer’s assets and liabilities, financial
position and results;

(b) the non-EEA State where the issuer is
incorporated has not made mandatory the
application of 4SS or IFRS; and

(c) the Commission has not taken any
decision in accordance with article
23.4(ii) of the TD as to whether there is
an equivalence between /4S and /IFRS
and:

(i) the accounting standards laid down
in the law, regulations or
administrative provisions of the non-
EFEA State where the issuer is
incorporated; or

(i1) the accounting standards of the
non-EEA State such an issuer has
elected to comply with.

[Note: article 30.3 7D]

Has effect as if it required, additionally, each
issuer by not later than [31 December 2006]
to make public (in the case of a regulated
market issuer by publication to a RIS):

(i) the total number of voting rights and
capital in respect of each class of share
which it issues and which is admitted to
trading on a regulated market or UK
prescribed market; and

(i1) any subsequent alteration of that number
and capital occurring between the date on
which the disclosure in (i) is made and 20
January 2007.

[date on which
instrument is
made]



Amend Chapter 1 of DTR as follows:
1 Introduction

1.1 Application and purpose (Disclosure rules) ...

Insert new Chapter 1A as follows (all new text):
1A Introduction
1A.1 Application and purpose (Transparency rules)

1A.1.1 G  The application of Chapters 4, 5 and 6 of DTR is set out at the beginning of
each chapter and, where necessary, section.

1A.1.2 R Neither this chapter nor Chapters 4, 5 or 6 shall apply in relation to units
issued by collective undertakings other than the closed-end type, or to units
acquired or disposed of in such collective investment undertakings [Note:
article 1.2 7D].

1A.1.3 R For the purposes of 1A.1.2 R a collective investment undertaking other than
the closed-end type means unit trusts and investment companies:

(1) the object of which is the collective investment of capital provided
by the public, and which operates on the principle of risk spreading;
and

(2) the units of which are, at the request of the holder of such units,
repurchased or redeemed, directly or indirectly, out of the assets of
those undertakings, [Note: article 2.1(g) 7D]

and "units of a collective investment undertaking" means securities issued
by a collective investment undertaking and representing the rights of the
participants in such an undertaking. [Note: article 2.1(h) 7D]

Purpose

1A.1.4 G The purpose of the transparency rules is to implement the Transparency
Directive and to make other rules to ensure there is adequate transparency of
and access to information in the UK financial markets.

FSA performing functions as competent authority

1A.1.5 G  Inrelation to the transparency rules, the FSA is exercising its functions as
the competent authority under Part VI of the Act (see section 72(1) of the
Act).

Other relevant parts of Handbook



Note: Other parts of the Handbook that may also be relevant to persons to
whom the transparency rules apply include DEC (the Decision making
manual), Chapter 9 of SUP (the Supervision manual) and Chapter 21 of ENF
(the Enforcement manual).

Note: A list of regulated markets can be found on the /'S4 website at the
following address: http://www.fsa.gov.uk/register/exchanges.do

1A.2 Moditying rules and consulting the FSA

Modifying or dispensing with rules

1A21 R (1)

)

3)

4)
1A22 R (1)

2)

The F'SA may dispense with, or modify, the transparency rules in
such cases and by reference to such circumstances as it considers
appropriate (subject to the terms of directives and the Act).

A dispensation or modification may be either unconditional or
subject to specified conditions.

If an issuer, or other person has applied for, or been granted, a
dispensation or modification, it must notify the FS4 immediately it
becomes aware of any matter which is material to the relevance or
appropriateness of the dispensation or modification.

The F'SA may revoke or modify a dispensation or modification.

An application to the 'S4 to dispense with or modify, a
transparency rule must be in writing.

The application must:

(a) contain a clear explanation of why the dispensation or
modification is requested;

(b) include details of any special requirements, for example, the
date by which the dispensation or modification is required;

(©) contain all relevant information that should reasonably be
brought to the F'SA s attention;

(d) contain any statement or information that is required by the
disclosure rules to be included for a specific type of
dispensation or modification; and

(e) include copies of all documents relevant to the application.

1A2.3 G  An application to dispense with or modify a transparency rule should
ordinarily be made at least five business days before the proposed
dispensation or modification is to take effect.



1A2.4

1A3

1A3.1

1A3.2

1A3.3

Early consultation with FSA

G An issuer or other person should consult with the FiSA4 at the earliest
possible stage if they:

(1)

2)

are in doubt about how the transparency rules apply in a particular
situation; or

consider that it may be necessary for the /'S4 to dispense with or
modify a transparency rule.

Address for correspondence

Note: The FSA's address for correspondence in relation to the disclosure
rules is:

Company Monitoring Team
Markets Division

The Financial Services Authority
25 The North Colonnade

Canary Wharf

London E14 SHS

Fax: 020 7066 8368

FSA may require the publication of information

R

(1

2)

The F'SA may, at any time, require an issuer to publish such
information in such form and within such time limits as it considers
appropriate to protect investors or to ensure the smooth operation of
the market.

If an issuer fails to comply with a requirement under paragraph (1)
the F.SA may itself publish the information (after giving the issuer an
opportunity to make representations as to why it should not be
published).

Misleading information not to be published

R Anissuer must take all reasonable care to ensure that any information it
notifies to a RIS is not misleading, false or deceptive and does not omit
anything likely to affect the import of the information.

Notification when a RIS is not open for business

R

If an issuer is required to notify information to a RIS at a time when a RIS is
not open for business, it must distribute the information as soon as possible

to:

(1

not less than two national newspapers in the United Kingdom,



(2) two newswire services operating in the United Kingdom; and
3) a RIS for release as soon as it opens.
1A.4 Fees

1A.4.1 R An issuer must pay the fees set out in DTR App 2R to the F'SA when they
are due.



Insert new Chapter 4 as follows:

DTR 4: PERIODIC FINANCIAL REPORTING

4.1

4.1.1

4.1.7

Annual financial report

Application

R This section applies to an issuer:
(1) whose transferable securities are admitted to trading; and

(2) whose Home State, in accordance with article 2.1(i) of the 7D, is the
United Kingdom.

Compliance with the Listing Rules

G Anissuer that is also admitted to the official list should consider its
obligations under the Listing Rules in addition to the requirements in these
rules.

Responsibility for information

R Responsibility for all information drawn up and made public in accordance
with DTR 4 lies with the issuer. [Note: article 7 TD]

Publication of annual financial reports

R An issuer must make public its annual financial report at the latest four
months after the end of each financial year. [Note: article 4.1 7D]

R An issuer must ensure that its annual financial report remains publicly
available for at least five years. [Note: article 4.1 7D]

Content of annual financial reports
R The annual financial report must include:
(1) the audited financial statements; [Note: article 4.2 TD]
(2) a management report; and [Note: article 4.2 7D]
3) responsibility statements. [Note: article 4.2 7D]
Audited financial statements

R (1) If an issuer is required to prepare consolidated accounts according to
the Seventh Council Directive 83/349/EEC, the audited financial
statements must comprise:

(a) consolidated accounts prepared in accordance with /FRS, and



4.1.8

4.1.9

4.1.10

(b) accounts of the parent company prepared in accordance with
the national law of the EEA State in which the parent
company 1s incorporated.

[Note: article 4.3 TD]

(2) If an issuer is not required to prepare consolidated accounts, the
audited financial statements must comprise accounts prepared in
accordance with the national law of the EEA State in which the
issuer is incorporated. [Note: article 4.3 7D]

[Note: clause 372 of the Company Law Reform Bill sets out the
obligation to prepare group accounts.|

Auditing of financial statements

R

(1) If an issuer is required to prepare consolidated accounts, the financial
statements must be audited in accordance with Article 37 of the
Seventh Council Directive 83/349/EEC.

(2) If an issuer is not required to prepare consolidated accounts the
financial statements must be audited in accordance with Articles 51
and 51a of the Fourth Council Directive 78/660/EEC.

3) The audit report, signed by all the persons responsible for auditing
the financial statements must be disclosed in full to the public
together with the annual financial report.

[Note: article 4.4 TD]

[Note: article 37 of the Seventh Council Directive 83/349/EEC and
articles 51 and 51a of the Fourth Council Directive 78/660/EEC are
implemented in the United Kingdom by section 235 of the Companies
Act 1985.]

Content of management report

R

R

The management report must contain:
(1) a fair review of the business of the issuer; and

(2) a description of the principal risks and uncertainties facing the
issuer.

The review required by DTR 4.1.9R must:
(1) be a balanced and comprehensive analysis of:

(a) the development and performance of the business of the
issuer during the financial year; and



4.1.11

4.1.12

G

R

(b) the position of the issuer at the end of that year,
consistent with the size and complexity of the business;

(2) include, to the extent necessary for an understanding of the
development, performance or position of the business of the issuer:

(a) analysis using financial key performance indicators; and

(b) where appropriate, analysis using other key performance
indicators including information relating to environmental
matters and employee matters; and

3) include references to, and additional explanations of, amounts
included in the issuer’s annual financial statements, where
appropriate.

[Note: clause 390 Company Law Reform Bill]

In DTR 4.1.10R(2), key performance indicators are factors by reference to
which the development, performance or position of the business of the
issuer can be measured effectively.

The management report required by D7TR 4.1.9R must also give an
indication of:

(1) any important events that have occurred since the end of the financial
year;

(2) the issuer's likely future development;
3) activities in the field of research and development;

(4) the information concerning acquisitions of own shares prescribed by
Article 22 (2) of Directive 77/91/EEC;

(%) the existence of branches of the issuer; and

(6) in relation to the issuer's use of financial instruments and where
material for the assessment of its assets, liabilities, financial
position and profit or loss:

(a) the issuer's financial risk management objectives and
policies, including its policy for hedging each major type of
forecasted transaction for which hedge accounting is used,
and

(b) the issuer's exposure to price risk, credit risk, liquidity risk
and cash flow risk.

[Note: article 46 of the Fourth Council Directive 78/660/EEC and article
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36 of the Seventh Council Directive 83/349/EEC]

Responsibility statements

4113 R (1)

)

3)

Responsibility statements must be made by the persons responsible
within the issuer.

The name and function of any person who makes a responsibility
statement must be clearly indicated in the responsibility statement.

For each person making a responsibility statement, the statement
must set out that to the best of his or her knowledge:

(a) the financial statements, prepared in accordance with the
applicable set of accounting standards, give a true and fair
view of the assets, liabilities, financial position and profit or
loss of the issuer and the undertakings included in the
consolidation taken as a whole; and

(b) the management report includes a fair review of the
development and performance of the business and the
position of the issuer and the undertakings included in the
consolidation taken as a whole, together with a description of
the principal risks and uncertainties that they face.

[Note: article 4.2(c) TD]

4.2 Half-yearly financial reports
Application
4.2.1 R This section applies to an issuer:
(1) whose shares or debt securities are admitted to trading; and

2)

whose Home State, in accordance with article 2.1(i) of the 7D, is the
United Kingdom.

Publication of half-yearly financial reports

422 R (1)

2)

3)

An issuer must make public a half-yearly financial report covering
the first six months of the financial year.

The half-yearly financial report must be made public as soon as
possible, but no later than two months, after the end of the period to
which the report relates.

An issuer must ensure that the half-yearly financial report remains
available to the public for at least five years.

[Note: article 5.1 TD]
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423

4.2.4

4.2.5

Content of half-yearly financial reports

R

The half-yearly financial report must include:

(1
)
3)

a condensed set of financial statements;
an interim management report; and

responsibility statements.

Preparation and content of condensed set of financial statements

R

(D

)

If an issuer is required to prepare consolidated accounts, the
condensed set of financial statements must be prepared in accordance
with the international accounting standard applicable to the interim
financial reporting. [Note: article 5.3 TD]

If an issuer is not required to prepare consolidated accounts, the
condensed set of financial statements must contain, as a minimum
the following, as defined by reference to the principles of IAS 34:

(a) a condensed balance sheet;
(b) a condensed profit and loss account; and

(©) explanatory notes on these accounts.

[Note article 5.3 TD]

(1)

2)

)

In preparing the condensed balance sheet and the condensed profit
and loss account as required by DTR 4.2.4R(2), an issuer must
follow the same principles for recognising and measuring as when
preparing annual financial reports. [Note article 5.3 7D]

The balance sheet and the profit and loss account must show, as a
minimum, each of the headings and subtotals included in the most

recent annual financial statements of the issuer. Additional line items

must be included if their omission would make the half-yearly report
misleading. [Note: article 4.1(a) TD level 2]

The half-yearly financial information must include comparative
information presented as follows:

(a) balance sheet as at the end of the first six months of the
current financial year and comparative balance sheet as at the
end of the immediate preceding financial year; and

(b) profit and loss account cumulatively for the first six months
of the current financial year with comparative information for
the comparable period for the preceding financial year.
[Note: article 4.1(b) 7D level 2]
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4

The notes of the half-yearly financial statements must include, as a
minimum, the following information, if material and not disclosed
elsewhere in the half-yearly report:

(2)

(b)

(©)

(d)

(e)

®

(2

(h)

@

W)

(k)

a statement that the same accounting policies and methods of
computation are followed in the half-yearly financial
statement as compared with the most recent annual financial
statements or, if those policies or methods have been
changed, a description of the nature and effect of the change;

explanatory comments about the seasonal or cyclical nature
of interim operations;

the nature and amount of items affecting assets, liabilities,
equity, net income, or cash flows that are unusual because of
their nature, size, or incidence (disclosure of cash flow
information is required in the half-yearly report only if the
issuer has disclosed this type of information in its annual
financial statements);

the nature and amount of changes in estimates of amounts
reported in prior financial years, if those changes have a
material effect in the current interim period,

issuances, repurchases, and repayments of debt and equity
securities;

dividends paid (aggregate or per share) separately for
ordinary shares and other shares;

segment revenue and segment result for business segments or
geographical segments, whichever is the entity’s primary
basis of segment reporting (disclosure of segment data is
required in the half-yearly report only if the issuer has
disclosed segment data in its annual financial statements);

material events subsequent to the end of the first six months
that have not been reflected in the financial statements for the
interim period;

the effect of changes in the composition of the entity during
the interim period, including business combinations,
acquisition or disposal of subsidiaries and long term
investments, restructurings, and discontinued operations;

changes in contingent liabilities or contingent assets since the
last annual balance sheet date if the issuer has recognised or
disclosed contingent liabilities or contingent assets in its
annual financial statements; and

any events or transactions that are material to an

13



4.2.6

4.2.7

4.2.8

)

understanding of the first six months of the financial year.
[Note: article 4.1(c) 7D level 2]

In order to ensure comparability with the annual financial statement,
the half-yearly financial statement referred to in paragraph 3 must
also include information required by IAS 34 which the issuer has
decided to voluntarily disclose in the annual report although not
required by the obligations in the accounting rules that the issuer has
to apply. [Note: article 4.2 7D level 2]

Content of interim management report

R

The interim management report must include at least:

(1)

2

an indication of important events that have occurred during the first
six months of the financial year, and their impact on the condensed
set of financial statements, and

a description of the principal risks and uncertainties for the
remaining six months of the financial year.

[Note: article 5.4 TD]

In addition to the requirement set out in D7R 4.2.6R, an issuer of shares
must disclose in the interim management report the following information,
as a minimum:

(D

)

related parties’ transactions that have taken place in the first six
months of the financial year and that have materially affected the
financial position or the performance of the enterprise in this period,
and

any changes in the related parties transactions described in the last
annual report that could have a material effect on the financial
position or performance of the enterprise in the first six months of
the financial year.

[Note: article 5 7D level 2]

Auditing of the condensed set of financial statements

R

(M

)

If the half-yearly financial report has been audited or reviewed by
auditors, the audit report or review must be reproduced in full.

If the half-yearly financial report has not been audited or reviewed
by auditors, an issuer must make a statement to this effect in its
report.

[Note: article 5.5 TD]
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4.2.9

4.3

43.1

432

433

Responsibility statements

R

(1

2)

)

Responsibility statements must be made by the persons responsible
within the issuer.

The name and function of any person who makes a responsibility
statement must be clearly indicated in the responsibility statement.

For each person making a responsibility statement, the statement
must set out that to the best of his or her knowledge:

(a)

(b)

(©)

the condensed set of financial statements, which has been
prepared in accordance with the applicable set of accounting
standards, gives a true and fair view of the assets, liabilities,
financial position and profit or loss of the issuer, or the
undertakings included in the consolidation as a whole as
required by DTR 4.2.4R;

the interim management report includes a fair review of the
information required by DTR 4.2.6R; and

the interim management report includes a fair review of the
information required by DTR 4.2.7R, in the case of an issuer
of shares.

[Note: article 5.2(c) TD]

Interim management statements

Application

R

This section applies to an issuer:

(1
)

whose shares are admitted to trading; and

whose Home State, in accordance with article 2.1(i) of the 7D, is the

United Kingdom.

Publication of interim management statements

R

An issuer, other than an issuer described in DTR 4.3.6R, must make public a

statement by its management during the first six-month period of the
financial year and another statement by its management during the second
six month period of the financial year. [Note: article 6.1 7D]

The statement required by D7R 4.3.2R must be made in a period between
ten weeks after the beginning, and six weeks before, the end of the relevant
six-month period. [Note: article 6.1 7D]

Content of interim management statements
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4.3.4 R The interim management statement must contain information that covers the
period between the beginning of the relevant six-month period and the date
of publication of the statement. [Note: article 6.1 TD]

4.3.5 R The interim management statement must provide:

(1

2)

an explanation of material events and transactions that have taken
place during the relevant period and their impact on the financial
position of the issuer and its controlled undertakings, and

a general description of the financial position and performance of the
issuer and its controlled undertakings during the relevant period.

[Note: article 6.1 7D]

4.3.6 R An issuer which publishes quarterly financial reports:

(D
)

in accordance with national legislation; or

in accordance with the rules of the regulated market,

is not required to make public statements as required by DTR 4.3.2R. [Note:
article 6.2 TD]

4.4 Exemptions

44.1 R DTR4.1to DTR 4.3 do not apply to:

(1)

)

)

a State, a regional or local authority of a State, a public international
body of which are least one EEA State is a member, the ECB and
EEA States' national central banks; or [Note: article 8.1(a) 7TD]

an issuer that issues exclusively debt securities admitted to trading
the denomination per unit of which is at least 50,000 Euros (or an
equivalent amount); or [Note: article 8.1(b) 7D]

an issuer whose registered office is in a non-EEA State that:
(a) complies with either:

(1) the law of that non-EEA State which lays down
equivalent requirements; or

(i)  the law of a non-EEA State that the F'SA considers as
equivalent; [Note: article 23.1 7D]

(b) files the information covered by the requirements laid down
in the non-EEA State in accordance with DTR 6.2.2R; and

(©) discloses the information covered by the requirements laid

down in the non-EEA State in accordance with DTR 6.2.4R to
DTR 6.2.9G and DTR 6.3.
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442

443

4.4.4

4.4.5

DTR 4.2 does not apply to a credit institution whose shares are not admitted
to trading and which has, in a continuous or repeated manner, only issued
debt securities provided that:

(1) the total nominal amount of all such debt securities remains below
100,000,000 Euros; and

(2) the credit institution has not published a prospectus in accordance
with the prospectus directive.

[Note: article 8.2 TD]

Equivalence — annual management report

R

For the purposes of DTR 4.4.1R(3) an issuer will be treated as meeting
equivalent requirements to those set out in DTR 4.1.6R(2) provided that its
annual management report includes at least the following information:

(1) a fair review of the development and performance of the issuer's
business and of its position, together with a description of the
principal risks and uncertainties that it faces;

(2) an indication of any important events that have occurred since the
end of the financial year; and

3) indications of the issuer's likely future development.
[Note: article 14.1 7D level 2]

(1) The fair review described in DTR 4.4.3R(1) must be a balanced and
comprehensive analysis of the development and performance of the
issuer's business and of its position, consistent with the size and
complexity of the business.

(2) To the extent necessary for an understanding of the issuer's
development, performance or position, the analysis described in
paragraph (1) must include both financial and, where appropriate,
non-financial key performance indicators relevant to the particular
business.

[Note: article 14.1 TD level 2]

Equivalence — interim management report

R

For the purposes of DTR 4.4.1R(3) an issuer will be treated as meeting
equivalent requirements to those set out in DTR 4.2.6R provided that:

(1) the issuer’s interim management report includes at least the
following information:

(a) a review of the period covered; and
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(b) indications of the issuer’s likely future development for the
remaining six months of the financial year; and

(2) the issuer is required by the law of the non-EEA State to produce
both a condensed set of financial statements and an interim
management report.

[Note: article 14.2 TD level 2]

4.4.6 R In addition to the requirements set out in DTR 4.4.5R, an issuer of shares
must include in its interim management report information about major
related parties transactions. [Note: article 14.2 7D level 2]

Equivalence — responsibility statements

4.4.7 R For the purposes of DTR 4.4.1R(3) an issuer will be treated as meeting
equivalent requirements to those set out in DTR 4.1.13R and DTR 4.2.9R
provided that the law of the non-EEA State makes a person within the issuer
responsible for the annual and half-yearly financial information, and in
particular for:

(1) the compliance of the financial statements with the applicable
reporting framework or set of accounting standards, and

(2) the fairness of the management review included in the management
report.

[Note: article 14.3 TD level 2]
Equivalence — interim management statements

4.4.8 R (1) For the purposes of DTR 4.4.1R(3) an issuer will be treated as
meeting equivalent requirements to those set out in D7R 4.3
provided that it publishes quarterly financial reports, whether as a
result of the requirements of the law of the non-EEA State or on its
own initiative.

(2) If an issuer does not publish quarterly financial reports, it must
comply with DTR 4.3.

[Note: article 14.4 TD level 2]
Equivalence — consolidated accounts

449 R (1) This rule applies to an issuer which prepares consolidated accounts
and whose parent company is not required by the law of the non-EEA
State to provide individual accounts.

(2) For the purposes of DTR 4.4.1R(3) an issuer will be treated as
meeting equivalent requirements to those set out in DTR 4.1.7R(1)
provided that the information contained in the consolidated accounts
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4.4.10

4.4.11

G

R

includes:

(a) for issuers of shares, dividends computation and ability to
pay dividends;

(b) for all issuers, minimum capital and equity requirements and
liquidity issues.

[Note: article 14.5 TD level 2]

The F'SA may require additional audited disclosures giving information on
the individual accounts of the issuer as a standalone, relevant to the
information referred to in DTR 4.4.9R(2). Those disclosures may be
prepared under local accounting principles. [Note: article 14.5 7D level 2]

(1) For the purposes of DTR 4.4.1R(3) an issuer which is not required by
the law of a non-EEA State to prepare consolidated accounts will be
treated as meeting equivalent requirements to those set out DTR
4.1.7R(2) in relation to individual accounts provided that the issuer
prepares its individual accounts according to:

(a) IFRS; or

(b) the national accounting standard of a non-EEA State that is
equivalent to /FRS.

(2) If the individual accounts are not prepared according to the one of
the standards referred to in paragraphs (1)(a) or (1)(b) they must be
presented in the form of restated financial statements.

3) The individual accounts must be audited independently.

[Note: article 14.6 TD level 2]

19



Insert new Chapter 5 as follows:

[In this Chapter text with a shaded background indicates how alternative policy proposals

would be given effect]

DTR 5: VOTE HOLDER AND ISSUER NOTIFICATION RULES

5.1

5.1.1

Notification of the acquisition or disposal of major shareholdings

In this chapter references to "issuer" are to:

(D
)

an issuer for whom the United Kingdom is the Home State; and to

an issuer which is a public company within the meaning of section
1(3) of the Companies Act 1985 and whose shares are admitted to
trading on a market which (not being a regulated market) is a
prescribed market (a "UK prescribed market issuer").

A shareholder must notify the issuer of the proportion of voting rights
which he holds if:

(1)

)

he acquires or disposes of shares in the issuer to which voting rights
are attached and if as a result of that acquisition or disposal the
proportion of voting rights which he holds reaches, exceeds or falls
below the thresholds of 5%, 10%, 15%, 20%, 25%, 30%, 50% and
75%, or if

the proportion of voting rights which he holds reaches, exceeds or
falls below the thresholds in (1) as a result of events changing the
breakdown of voting rights and on the basis of information disclosed
by the issuer in accordance with DTR 5.6.1R;

and in the case of an issuer which is not incorporated in an EEA state such
notification must be made on the basis of equivalent events and disclosed
information. [Note: articles 9.1 and 9.2 of 7D]

A shareholder must, subject to (2), notify the issuer (unless it is a non-UK
regulated market issuer) of the proportion of voting rights he holds if:

(1)

he acquires or disposes of shares to which voting rights are attached
and if, as a result of that acquisition or disposal, the proportion of
voting rights which he holds:

(a) reaches, exceeds or falls below 3%, 4%, 5%, 6%, 7%, 8%,
9%, 10% and each 1% threshold thereafter up to 100%; or if

(b) the propor