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DELIVERING BETTER REGULATION

1.1 In March 2005, the Better Regulation Task Force published Less is more,!
recommending that:

“by September 2006, all departments, in consultation with stakeholders, should
develop a rolling programme of simplification to identify regulations that can be
simplified, repealed, reformed, and/or consolidated.”

SUMMARY

1.2 This draft simplification plan outlines a series of proposals to deregulate,
consolidate, and rationalise the existing stock of regulations enforced by HM Treasury
and the Office of Government Commerce (OGC). HM Treasury sets the scope of
financial services legislation, has lead responsibility for negotiating financial services
legislation in the EU, and sets the context and framework in which the Financial
Services Authority (FSA) sets its rules and principles. As a result this simplification plan
contains measures that relate to financial services legislation, some of which is enforced
by the FSA. The FSA has published its own simplification plan which contains measures
to reduce the administrative burden of regulations in the FSA Handbook. A copy of this
document can be found at www.fsa.gov.uk. The two documents should be read together
for a holistic understanding of the simplification of financial services regulation.

1.3 The simplification plan also outlines how we will achieve a 25 per cent net target
to reduce the administrative cost of regulations enforced by HM Treasury and OGC.
However, HM Treasury works together with the FSA to reduce the burden of
enforcement particularly where it stems from EU regulations and tackles the policy
costs of bad EU legislation where evidence suggests this is necessary.

1.4 HM Treasury also has responsibility for tax policy and therefore plays a central
role in developing and supporting the HMRC agenda to simplify the administration of
the tax system. However, this simplification plan does not include details about tax
simplification measures as these proposals are contained in a report published
alongside Budget 2006.2 At that time HMRC committed to reduce the impact of the
most costly burdens by:

e reducing the administrative burdens on business of dealing with HMRC
forms and returns by at least 10 per cent over five years; and

e reducing the administrative burden on business of dealing with HMRC’s
audits and inspections, by 10 per cent over three years and at least 15 per
cent over five years.

1.5 HMRC have recently published Delivering a new relationship with business:
HMRC's plans to deliver a better service for businesses by 2010-11. This sets out progress
made since the creation of a single tax department in 2005 and milestones for future
improvement.

1.6  The plan will become a living document updated annually on HM Treasury’s
website www.hm-treasury.gov.uk. We are extremely grateful to all those who provided

I Regulation - Less is more: reducing burdens, improving outcomes, Better Regulation Task Force, March 2005.

2 progress towards a new relationship: How HMRC is working to make life easier for business, HM Revenue & Customs, March 2006.
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input in the plan’s development (listed below and at Annex C) and welcome continued
input from stakeholders.

1.7 This simplification plan has 22 measures outlined in full in Annex A. Five of the
most significant initiatives for industry relate to HM Treasury’s plan for further
modernising the regulation of financial services over the next year or two, issued in the
2005 Pre-Budget Report. These all reflect priorities which industry has drawn to our
attention:

e reform the financial promotion regime;

o simplify the Regulated Activities Order;

e cutback reporting requirements from the FSMA controllers regime;

e widen employer freedoms to make financial promotions to employees; and
e introduce a Regulatory Reform Order to improve FSA efficiency.

1.8 This simplification plan includes four initiatives that relate to improving anti-
money laundering, counter-terrorist financing, and asset freezing requirements placed
on firms. In particular, it considers ways to simplify customer identification measures,
through changes in legislation, and improved guidance and information to firms. More
details are set out in Annex A.

1.9 The Hampton report, Reducing administrative burdens, was published in March
2005. It set out the intellectual framework for risk based regulation. The report
identified that the cumulative administrative burden of inspections and form filling was
significant for the business community, particularly for smaller businesses. The
recommendations, which the Government accepted in full, set out that regulators and
the regulatory system as a whole, should use comprehensive risk assessment to
concentrate resources on areas that need them the most. In addition, the report
recommended that all regulations should be written so that they are easily understood,
easily implemented and easily enforced; no inspection should take place without a
reason; businesses should not have to give unnecessary information, or give the same
piece of information twice; and that 35 regulators should be consolidated into nine
thematic regulators.

1.10  This simplification plan outlines what HM Treasury is doing to implement the
Hampton recommendations. For example:

e reducing the burden of form filling by improving the way in which
businesses provide information to the Financial Ombudsman Service; and

e meeting the Hampton principle that “regulators should provide
authoritative, accessible advice easily and cheaply” by improving money
laundering guidance.

I.1l1 Improving joint working between regulators was also raised by Philip Hampton
and is reflected in a new package of information exchange gateways affecting five
different regulators as well as the Assets Recovery Agency. The main benefits for those
firms affected by these authorities is that improved joint working should lead to
businesses not having to disclose the same piece of information to a number of
different regulatory bodies. The savings resulting from setting up the information
exchange gateways are likely to be nominal and as a result are not reflected in further
detail in the simplification measures table (Annex A).

Delivering Better Regulation: HM Treasury's simplification plan
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1.12  Although not covered in this simplification plan, improved joint working is also
reflected in the FSA and Office of Fair Trading’s Action Plan, Delivering better regulation
outcomes, which was published in April 20063 and updated in November 2006.# The
Action Plan sets out the ways in which the two regulators intend to reduce
administrative burdens on firms, improve the information available to consumers, and
deliver risk-based regulation. Specifically, the actions in this plan may benefit firms by:

e enabling them to provide standard information to both organisations with
as little duplication as possible;

e ensuring that FSA and OFT rules in areas of overlap are consistent and
complementary and thus easier for firms to implement; and

e ensuring that FSA and OFT regulation is cost-effective for jointly regulated
firms.

Structure
.13 Following this introduction, the simplification plan will:

e discuss the two regulated sectors (i.e. financial services and public
procurement), provide a justification for regulation in those areas, and
summarise the regulatory framework;

e outline the alternatives to regulation including avoiding gold plating and
leading regulatory reform in Europe;

e set out an overview of both the costs of regulation in financial services and
public procurement;

e outline the origins of the simplification plan measures and the opportunities
for stakeholder engagement as the plan is developed;

e list the simplification measures of HM Treasury and OGC; and

e list the incoming regulatory burdens of HM Treasury, OGC and the FSA.

THE REGULATED SECTORS

I.14 London is, on many counts, the world’s leading international financial centre. It
dominates key international financial markets in foreign exchange, foreign equities and
international bonds, and has more foreign banks than any other financial centre.
Financial services in London: Global opportunities and challenges, published alongside
Budget 2006, sets out the Government’s approach to supporting its ambitions for
London’s continued strength as the world’s leading international financial centre and
the global location of choice for financial services firms.

1.15 The financial services sector is therefore critical to the UK economy. Financial
services account directly for around 6.8 per cent of the UK economy and one million
jobs. Net exports from the financial services sector were around £19 billion in 2004 and
the trade surplus in 2005 was £16.3 billion.s

3 http://www.fsa.gov.uk/pubs/other/OFT_FSA_Actionplan.pdf
4 Delivering better regulation outcomes — an update, November 2006

5 International Financial Markets in the UK, International Financial Services — London, April 2006.
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1.16 More significantly, financial markets foster growth, innovation and productivity
in all other sectors of the economy by ensuring resources are allocated efficiently -
including providing business with the capital it needs to grow and expand. The financial
services sector has played a vital role in driving what is currently the longest sustained
expansion of GDP on record, with employment also at a record high.

1.17  The financial sector plays a vital role in the fight against crime and terrorism by
putting in place controls that deter, detect and disrupt money launderers and terrorist
financiers. Financial services enable people to rely less upon the state by saving enough
for retirement, by insuring themselves against adverse events such as unemployment
and poor health, and by financing housing and long-term care. This helps reduce
Government spending, leading to less Government borrowing and taxation.

1.18 In 2001, total public spending on procurement represented 16.2 per cent of EU
GDP - around €1,500 billion - and a similar proportion within the UK. Whilst public
procurement therefore has a significant impact on relevant supplier markets, its
fundamental purpose is to provide the public sector with what it needs to deliver high
quality public services.

Justification for regulation

.19 The purpose of financial regulation is to make financial markets work better,
more efficiently, more fairly, and to avoid financial instability. Financial markets can
suffer from significant and pervasive market failures.c Regulation aims to address these
market inefficiencies and asymmetries of information, reduce uncertainties, keep
markets free from fraud and abuse, improve market stability and raise confidence. Put
simply, financial markets cannot operate without an underpinning regulatory
framework and the vast majority of regulated firms believe regulation benefits their
industry.”

1.20 The FSA has to have regard to the general principle that consumers and
investors should have responsibility for their decisions. However, both these groups do
need protection from the threat of mis-selling, poor advice, and asymmetric
information. Finding the right level of protection is one of the key roles of policy
makers.

.21 Effective regulation is one of the most important competitive factors
determining the attractiveness of international financial centres. One reason why
London has moved further ahead of Paris and Frankfurt in the perception of market
practitioners, and one of London’s comparative advantages over New York, is the UK’s
regulatory regime.s Firms derive a reputational advantage from well-regulated markets
but that regulation needs to be proportionate and appropriate. The move towards a
more risk-based approach with lower administrative burdens on business will benefit
consumers and investors because it frees up regulators to target enforcement on the
most risky businesses or on those with a poor track record of compliance. Ineffective
regulation, by contrast, can either needlessly over burden businesses or permit market
failures that damage confidence and market efficiency.

1.22  Financial regulation is necessary to protect the nation’s security. The UK’s
framework of money laundering controls and counter terrorist finance measures

6 The future of UK asset management — competitive position and location choice, OXERA, May 2005
7 The Financial Services Practitioner Panel Annual Report 2004-05, Financial Services Practitioner Panel, May 2005,

8 The Competitive Position of London as a Global Financial Centre, Corporation of London, November 2005.
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provides a mechanism to identify individuals and entities suspected of being engaged
in criminality, overseas corruption, or terrorism; and prevents such individuals or
entities from raising or transferring funds without detection. The operation of such
controls equips law enforcement with a powerful intelligence resource, and creates a
hostile environment for financial crime that serves to protect the reputation of the UK's
financial marketplace as a fair-dealing place to do business.

1.23  Tackling money laundering and terrorist financing also means tackling some of
the most harmful activities that society faces. As well as terrorism this includes drugs,
people trafficking, prostitution, corruption and fraud. Effective, well targeted and
proportionate systems that deter, detect and disrupt money laundering and the
financing of terrorism stop the monetary rewards of crime; prevent terrorism from
flourishing; and ensure the integrity of the UK’s financial systems.

1.24  The purpose of public procurement regulation is to ensure value for money for
the taxpayer through the promotion of the single European market, based on the
principles of transparency, non-discrimination and competition.

The regulatory framework

1.25 HM Treasury is responsible for ensuring that the overall regulatory framework
in the UK for financial services is optimal and flexible to market developments. HM
Treasury radically overhauled the system between 1997 and 2001 to establish the FSA, a
world-leading model which many other countries including Japan, Germany and
Sweden have subsequently sought to emulate.* HM Treasury merged nine regulators
into one to exploit regulatory synergies and efficiencies and to provide industry and
consumers with a one-stop shop - successfully pioneering an approach which laid the
foundations for other regulatory mergers being undertaken following Philip Hampton’s
report'o,

1.26 HM Treasury provided the new regulator, the FSA, with modern powers backed
by an effective accountability framework. Outdated legislation and self-regulatory
arrangements were replaced with a single statute, the Financial Services and Markets
Act 2000 (FSMA). The FSA covers almost all regulated financial activity, the most
notable exceptions are occupational pensions, bureaux de change and money
transmitters. The FSA has four statutory objectives:

e market confidence;

e public awareness;

e the protection of consumers; and
e thereduction of financial crime.

1.27 The new framework was carefully crafted to ensure that the FSA, sustainably
and independently, finds the right balance between protecting consumers and reducing
regulatory burdens on industry. The FSA is a private company with public functions,
funded by industry, accountable to HM Treasury, Parliament and stakeholders by a
range of arms-length mechanisms. Under the new framework HM Treasury is
responsible for setting the scope of financial regulation via legislation.

9 Financial Times, 5 July 2006

10 Reducing administrative burdens: effective inspection and enforcement, Philip Hampton, March 2005.
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1.28 HM Treasury is responsible for negotiating EU law, which can affect both the
scope and nature of regulation and is increasingly important as EU financial markets
become more integrated. During the negotiation phase HM Treasury and the FSA work
very closely together to discern industry and consumer views. This includes holding
regular open meetings and consulting publicly on EU proposals before they are
adopted. Where possible HM Treasury and the FSA consult jointly or in parallel on
implementation proposals.

1.29 The EU sets public procurement rules. The OGC leads the UK’s EU negotiations,
in consultation with interested parties. The OGC generally drafts the regulations to
implement EU public procurement rules into domestic law for England, Wales and
Northern Ireland, while Scotland implements its own regulations. There is no public
procurement regulator as such, so any disputes are ultimately resolved by the courts.

1.30 Each purchasing authority (e.g. government department, Non-Departmental
Public Body, local authority etc) is responsible for the application of the Procurement
Regulations to their own purchasing decisions. The Regulations include the provisions
of the EC Compliance and Remedies Directives. These allow bidders to take action in
the courts if the purchasing authority has not complied with the rules. They can seek
damages and, where the contract has not been entered into, they can also apply to have
the award procedure overturned. The new Regulations, which came into force on 31
January 2006, include a 10-day standstill requirement before the conclusion of a
contract. This provision has been included to allow interested parties to seek further
information on the award decision from purchasers before it has been entered into.

ALTERNATIVES TO REGULATION

.31  When setting the scope of regulation, HM Treasury seeks non-regulatory
solutions first, such as industry codes, and only considers regulation as a last resort.
Recently HM Treasury has found alternatives to regulation and:

e used existing contractual mechanisms and legal provisions available to
market participants and infrastructures to allow the financial sector to
manage risks appropriately rather than adopting a legislative response to
deal with a threat of major operational disruption in the UK financial
system;

e subsequent to the 2004 Myners Review and following the approach of
building societies, allowed life mutuals to voluntarily adopt an annotated
version of the Corporate Code for public companies;

e adopted a shared goal with UK retail banks to halve the number of adults
living in households without access to a bank account in preference to a
regulatory solution such as a universal service obligation; and

e resisted pressure to introduce a new regulatory regime for the investment
trust sector following widespread consultation.

1.32 Improvements to consumers’ awareness and understanding of financial
products and services should reduce the need to use regulation to protect consumers
over the long term. A National Strategy for Financial Capability, involving the FSA and a
partnership with industry, uses a variety of channels to improve financial capability,
including schools, adult and community education, and the workplace.

Delivering Better Regulation: HM Treasury's simplification plan
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1.33 HM Treasury is also working to improve implementation of regulation
stemming from the EU. Some examples include:

the European Commission White Paper on financial services, which
reflects the UK’s five strategic priorities for the future of EU regulation.
These include better enforcement of existing measures before introducing
new measures; pursuing alternatives to regulation such as competition
initiatives; improving joint-working between financial regulators; and
making greater use of consultation, cost-benefit analysis, and repealing or
modifying ineffective old measures;

the Third Money Laundering Directive includes a risk based approach to
customer due diligence measures and supervision;

barriers to cross-border consolidation in the EU financial sector are being
addressed via a European Commission proposal amending the supervisory
approval processes for cross-border mergers and acquisitions in the relevant
banking, insurance and securities directives, ensuring that there are clear,
transparent and consistent procedures in place;

the EC Capital Requirements Directive should lead to a more risk-based
approach in the provision of regulatory capital. This may lead to
considerable efficiency gains and more stable financial markets, with
burdens applied more proportionately; and

the EC Reinsurance Directive should liberalise the internal market for
reinsurance services and present UK reinsurers with significant new
business opportunities.

Public 1.34 OGC is proactive in simplification initiatives for businesses in procurement,
procurement these include:

implementation of the revised procurement Regulations (as discussed
above);

working with DTT’s Small Business Service to deliver the Supply2.gov.uk
website, which enables public sector purchasers to advertise free their sub-
threshold requirements. This makes available public procurement
opportunities worth billions of pounds and will particularly benefit SMEs
and social enterprises;

model Pre-Qualification Questionnaire (PQQ) for low value procurements,
providing standard questions for authorities to ask prospective tenderers.
This will aid SMEs by standardising information requirements from multiple
authorities;

training over 800 procurers across nine regions in 2005 to break down
barriers to procurement opportunities for SMEs. This was balanced by SBS’
SME training in How to tender for government contracts designed to improve
SME tendering capability;

guidance on opening up major suppliers’ supply-chain in larger public
sector procurements for the benefit of SMEs; and

improving procurement professionalism within the public sector through
the Government Procurement Service.

Delivering Better Regulation: HM Treasury's simplification plan 9
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1.35 Further planned regulatory changes are likely in a couple of years and will see
revised Compliance and Remedies Directives implemented by modifications to the
procurement regulations. OGC is responsible for the UK negotiation on the directives
and, as with the procurement regulations themselves, will ensure that implementation
does not extend beyond the requirements of the directive.

Avoiding gold plating

1.36 When implementing new EU measures, HM Treasury does not go beyond the
minimum requirements of EU law, known as ‘gold plating’, except where Ministers
decide it is justified following full cost-benefit analysis and consultation with business.
Where industry has drawn attention to unjustified historic ‘gold plating’, HM Treasury
has acted to address this. The current proposed simplification of the ‘controllers
regime’, addressed through the Commission’s review of the supervisory approvals
process for Mergers and Acquisitions in insurance, banking and securities (see Annex A)
is one such example. HM Treasury also supported the European Commission in
including a provision in the Markets in Financial Instruments Directive (MiFID)
restricting member states ability to retain or impose additional requirements. They will
be allowed:

“only in exceptional cases where such requirements are objectively justified and
proportionate.”

1.37 EU procurement directives are designed to open markets across the EU by
requiring transparency, non-discrimination and competitive procurement. They help
public procurers to deliver value for money (vfm) for the taxpayer through open
competition and restrict the opportunity for corruption. The directives have been
transposed into UK domestic law by regulations in line with better regulation
principles. The regulations take full account of the flexibilities in the directives which
help public authorities to secure vfm. Where appropriate the regulations clarify certain
provisions in the directives to help public authorities to comply with the rules. The OGC
also provides written guidance on some of the more important or difficult issues.

1.38 At the 2005 Pre-Budget Report the Government set up a review set up to look at
at the whole process by which EU legislation is given effect in the UK, from
transposition (writing EU legislation into national law) to enforcement. The review, led
by Neil Davidson, QC, Advocate General for Scotland, aims to identify - and consider
ways to simplify - any unnecessary burdens created by over-implementation. It
reported with recommendations to Government on 28 November 2006."' The review
will provide Departments with areas which they should be considering in the
simplification process to feed into future iterations of the plan.

1.39 In the financial services area overall, the review team has acknowledged the
efforts of HM Treasury and the FSA in engaging with stakeholders when negotiating and
implementing EU directives. However, they have also focussed in on three areas where
over-implementation has occurred. These are:

e the Insurance Mediation Directive;
o the Distance Marketing Directive; and

e the close links regime.

I http://www.cabinetoffice.gov.uk/REGULATION/reviewing_regulation/davidson_review/
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1.40 HM Treasury’s immediate response in particular over the Insurance Mediation
Directive, has been to announce the exemption of “freight forwarders” from the scope
of FSA insurance regulation, in a move that will decrease regulation on the industry and
help promote its competitiveness.

1.41 HM Treasury and FSA are taking steps to address the other issues raised. No
allegations of over implementation were made to the Davidson Review concerning the
OGC.

1.42 HM Treasury also uses public consultation and cost-benefit analysis to ensure
all regulation is proportionate. Where the current regulatory environment goes beyond
the requirements of EC law, sunset clauses have been used (e.g. in relation to the FSMA
2000 (Market Abuse) Regulations 2005). This is to ensure that the additional
prohibitions automatically fall away unless after a full consultation it is decided that the
protections are necessary and supported by industry.

Leading regulatory reform in Europe

1.43  The vast majority of new financial services legislation since 1999 has stemmed
from the EU Financial Services Action Plan (FSAP) - a programme of EU law which is
designed to help create more open, efficient, deeper, more liquid, innovative,
competitive and integrated EU financial markets. Aside from intending to provide
cheaper capital for business, the FSAP provides UK financial firms with greater business
opportunities to expand across the EU. The Prime Minister welcomed the FSAP at its
launch in 1999 and has subsequently praised its contribution to EU economic reform.'?

1.44 These significant longer-term opportunities and benefits have been associated
with high implementation costs. A priority for HM Treasury has been to maximise the
gains and minimise the potential costs.

1.45 The UK’s five priorities for future strategy towards financial services in Europe!'3
were embraced by the European Commission and reflected in the Commission’s White
Paper on Financial Services Strategy 2005-2010.'+ Turning the White Paper into reality
over the coming years will be the most significant way of minimising new regulatory
burdens on business, and in some cases cutting back regulatory costs, especially for
cross-border business.

COSTS OF REGULATION

1.46 Since May 2005 HM Treasury and the OGC have been taking part in the
Administrative Burdens Reduction project carried out by PricewaterhouseCoopers and
coordinated from the Better Regulation Executive. This involves identifying regulations
for which HM Treasury is responsible, and quantifying the size of ‘administrative
burdens’ relating to those regulations — in particular the cost to industry of having to
report information to the authorities. The Treasury and OGC have responsibility for 14
regulations within the scope of the exercise. These can be grouped into the following
categories:

12 Realising Europe’s Potential: Economic Reform in Europe, HM Treasury, February 2002; Meeting the Challenge: Economic Reform in
Europe, HM Treasury, February 2003; Growth and Opportunity: Prioritising Economic Reform in Europe, HM Treasury, February 2005.
13 After the EU Financial Services Action Plan: a new strategic approach, HM Treasury, Financial Services Authority and Bank of
England, May 2004.

14 Financial Services Policy, 2005-10 White Paper, COM (2005) 629, Commission of European Communities, December 2005

Delivering Better Regulation: HM Treasury's simplification plan 1



DELIVERING BETTER REGULATION

Standard Cost

12

Model

e Procurement

e Financial Services and Markets Act
e Money Laundering
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1.47  This exercise considers only the burdens associated with the act of transmitting
information, and is not considering the underlying ‘policy costs’, taken to mean for
example the costs to industry of establishing and operating the business systems
needed to collect the information which is subsequently transmitted.

1.48 The FSA already had in progress a project to measure the wider costs of
regulation. This has been initiated jointly with the independent Financial Services
Practitioner Panel. Alongside this, the FSA undertook an exercise to estimate the
administrative costs that the financial services sector incurs reporting to them. The
burden was estimated at being around £600 million per annum. A further study was
recently conducted into the administrative costs to the industry of reporting
information to third parties, principally consumers. This study estimated the overall
cost to be £227.9 million. Further details can be found in the FSA Simplification Plan.

1.49 Administrative burdens were calculated using the Standard Cost Model (SCM)
which was developed in the Netherlands. The SCM takes a pragmatic approach to
measurement and aims to provide estimates that are consistent across policy areas but
which are indicative rather than statistically representative. The measurement focuses
only on the administrative activities that must be undertaken in order to comply with
regulation and not whether the regulation itself is reasonable or not. It does not
therefore capture the policy or ‘compliance’ costs of a particular activity. So for
example, if a business is required by law to fit a fire door, the cost of fitting the fire door
and understanding the precise requirements are not included in this exercise; instead
the cost of informing the relevant authorities that the door has been fitted or showing
an inspector the relevant activity is caught.

1.50 Each regulation is broken down into information obligations (activities) and in
turn each of these is broken down into data requirements. For each activity a price and
quantity is collected:

e Price: Price consists of a tariff, wage costs (plus overhead, non-wage costs)
for activities done internally or hourly cost for external service providers and
time, the amount of time required to complete the activity. Wage data is
taken from statistical sources. For external costs a national average figure is
used.

e Quantity: Quantity comprises of the size of the population of businesses
affected and the frequency that the activity must be completed each year.

Combining these elements give the basic SCM formula: Activity Cost = Price x
Quantity = (tariff x time) x (population x frequency)

1.51 This formula also identified and captured the costs of activities which
businesses would be likely to carry out regardless of the regulation measured being in
place. These activities, and the estimates for the ‘business as usual’ costs they represent,
could lead to distortion in the focus of our reduction efforts. The actual administrative
burden is the additional cost imposed by regulation, over and above what businesses
would do anyway.

Delivering Better Regulation: HM Treasury's simplification plan



DELIVERING BETTER REGULATION

Reducing
administrative
burdens

1.52 To ensure our reduction strategy focuses on areas where regulation adds
specific additional burdens, the HM Treasury took part in a cross-government process
developed by the Cabinet Office and agreed with business stakeholders to identify those
activities within our total administrative cost which might be classified as ‘business as
usual’ (BAU). Using a pragmatic methodology to apportion the estimates captured by
the measurement exercise, an independent panel of business representatives looked at
the activities that make up 70% of our total administrative cost to consider the
apportionment of BAU costs.

1.53  Just under 90 per cent of the costs captured in Annex D relate to the OGC’s
procurement regulations. It should be noted that the administrative burden of these
regulations only applies if a business voluntarily chooses to bid for Government work.

1.54 The total administrative burden (abated by ‘business as usual’ costs) of
regulations enforced by HM Treasury and OGC is £43.9 million and is outlined in Annex
D. HM Treasury has accepted a target to reduce by 25 per cent the administrative
burden by 2010. This is equivalent to a saving for industry of £11 million. This saving is
likely to be achieved from two of the simplification proposals outlined in Annex A: (Item
2) Consolidation of Public Procurement Regulations which came into force in January
2006; and (Item 1) changes to the Financial Ombudsman Service disclosure
requirements to be introduced in 2008. However, it is too early to produce credible
estimates of the savings resulting from the first of these measures. We will be in a
position to estimate the savings in future iterations of this plan and judge the
effectiveness of the measure on that basis. We will of course review progress against
delivery of the target and continue to consider whether further simplification measures
can be made in the Spring 2008 review.

1.55 Some progress towards the £11 million target has already been achieved since
the measurement exercise began in May 2005. For example, the rules governing public
procurement have changed. The Public Services, Public Works and Public Supply
Regulations have been merged into a consolidated 2006 Public Contracts Regulations in
line with changes to the EU directives on which they are based. The following
simplifications have also taken place:

e the formal introduction of framework agreements into the bidding process
will reduce the frequency with which businesses need to bid for contracts —
this will reduce costs associated with £37.9 million of the administrative
burden Information Obligations (I0s);

e if taken up by bidders, the new option for electronic application of
documents will reduce the unit cost of submitting a bid — this will reduce
costs associated with £36.1 million of the administrative burden I0s; and

o if taken up by bidders, the new dynamic purchasing systems, will also
reduce the unit cost of submitting a bid - this will reduce costs associated
with £27.3 million of the administrative burden IOs.

1.56 It is not possible so soon after the introduction of the new regulations to
quantify these savings. However, it should be possible in the future to make estimates of
the reduction in affected populations and unit costs of the individual Information
Obligations as a result of the simplification measures outlined above.

1.57 In addition, provisions in the revised 2006 Utilities Contracts Regulations allow
for the total exclusion of particular sectors if an application is made to the European
Commission. This has been done for the electricity generation sector resulting in a
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Incoming
burdens

reduction in the affected population of approximately 20 per cent. This is equivalent to
an administrative burdens saving of approximately £270,000. If supported by industry,
further applications for exemptions could be made for other energy or transport sectors
in the future resulting in further administrative burden reductions.

1.58 The simplification measures table (Annex A) sets out 22 measures to reduce
policy and administrative costs of regulation. Against each administrative cost saving it
is made clear whether this will impact on HM Treasury or the FSA’s administrative
burdens baseline. The simplification measures table includes administrative burden
reductions to HM Treasury’s baseline of at least £1.27 million. This is equivalent to 27
per cent of our Category B and C burden. It is the first step towards achieving a 25 per
cent reduction in our total burden, which will require total reductions of £11 million.
We believe that the remainder of this target could be met by the consolidation of Public
Procurement Regulations, which came into force in January 2006. It is too early to
produce credible estimates of the savings resulting from these changes, largely because
this is dependent on the level of take up by those binding for Government procurement
contracts.

1.59 As outlined above, the figures in Annex D represent a small proportion of the
total administrative burden on the financial services sector. The administrative burden
of regulations enforced by the Financial Services Authority and targets for their
reduction are set out in the FSA simplification plan.

1.60 Although this exercise does not set out to reduce the policy costs to business,
Annex A contains a number of measures that together aim to reduce this burden by
£59.28 — 94.3 million.

1.61 Measures in the plan will be updated on an annual basis and new administrative
costs will be offset by simplifications elsewhere. An incoming burdens table is set out at
Annex B. It is not yet possible to quantify the incoming regulatory burdens of all the
new measures but this will be possible as the plan is updated on an annual basis. None
of the incoming burdens will impact on HM Treasury’s administrative burden baseline
because they are all enforced by the FSA. The incoming burdens table contains four
policy areas which are also covered in the simplification grid (Annex A):

e Capital Requirements Directive
e Third Money Laundering Directive
e Pensions permission reform

e FSMA controllers regime

CONSULTATION

1.62 HM Treasury maintains an active dialogue with industry and consumer groups,
including individual firms and all the key trade organisations. Reforms and
simplifications are almost invariably drawn up in conjunction with industry and
consumer groups. HM Treasury engages with stakeholders through informal pre-
consultation when drawing up proposals, formal public consultation to elicit views
from all quarters on proposed changes, and informal post-consultation to assess
whether new measures achieve their objectives. As a result reforms and simplifications
address stakeholder concerns, suggestions and priorities.

Delivering Better Regulation: HM Treasury's simplification plan
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1.63 The OGC regulations implement EU directives where there is no discretion in
transposition (i.e. Category A obligations). The scope to amend as a result of dialogue
with industry is therefore limited. Nonetheless, the OGC undertook a formal
consultation on the two new directives while they were being negotiated at the EU.
They also had two formal consultations before the new 2006 Procurement Regulations,
which replaced the four regulations covered in the May 2005 baseline, came into force.

1.64 HM Treasury also sent a draft of Annex A to its key stakeholders in April 2006 to
elicit views. Responses were received from the following bodies:

e Association of British Insurers

e City of London Law Society

e Confederation of British Industry

e Financial Services and Markets Legislation City Liaison Group
e Financial Services Consumer Panel

e Investment Management Association

¢ London Stock Exchange

1.65 We have also engaged throughout this process with the Better Regulation
Executive, Small Business Service and Better Regulation Commission. We are grateful to
them all for their input.

1.66 These views have been reflected in this simplification plan. As this plan is a
living document to be updated on an annual basis, new ideas are encouraged. HM
Treasury have established an email address to which stakeholders can send
deregulatory and simplification suggestions.'s

Your input

1.67 Milestones and deadlines for delivery have been set out in the attached tables.
However, the simplification plan will be updated with new measures on a rolling basis
to reflect the ongoing work of HM Treasury and OGC in cutting regulatory burdens.

1.68 Stakeholders are invited to comment on the simplification plan. There will not
be a formal 12 week consultation period, but instead we would appreciate any
comments between now and publication of the updated plan in autumn 2007 on our
website. Publication of updated plans will then take place on an annual basis. The list of
questions below may help provoke a response to this plan.

15 simplification@hm-treasury.x.gsi.gov.uk
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Questions for consideration

|. Does the plan reflect what you see as priorities for HM Treasury?
2. Are you clear how these proposals will benefit business?

3. Do you believe the plan to be properly quantified?

4. Do you believe that the plan is ambitious, imaginative and aggressive! Does it challenge the
status quo! Does it make use of the full range of alternatives to regulation to deliver
simplification?

1.69 Stakeholders are also asked to submit new proposals for simplification or
reform. To facilitate this the Government has launched the Simplification portal which
enables stakeholders to make a contribution to this process which will be fully
considered by Government and fed into Departmental plans where at all possible.
Proposals can be submitted at http://www.betterregulation.gov.uk.

1.70  Stakeholders can send comments on the FSA's simplification plan, and better
regulation proposals, to betterregulation@fsa.gov.uk. Ideas for simplifying tax and duty
measures administered by HMRC can be submitted using the portal at
http://www.hmrc.gov.uk/simplification/simplification.htm or e-mailed to
simplification@hmrec.gsi.gov.uk

Delivering Better Regulation: HM Treasury's simplification plan
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CONSULTATION LIST

The following organisations were consulted in April 2006:

Association of British Insurers

Association of Private Client Investment Managers and Stockbrokers
Confederation of British Industry

FSA’s Practitioner and Small Business Practitioner Panels
Investment Management Association

Institute of Directors

London Stock Exchange

British Bankers Association

Which?

Institute of Chartered Accountants in England and Wales
Consumer Panel

London Investment Banking Association

Financial Services and Markets Legislation City Liaison Group
Law Society

City of London Law Society
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