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DELIVERING BETTER REGULATION

1.1 HM Treasury and the Office of Government and Commerce (OGC) published
their first annual simplification plan in December 2006, in line with the Better
Regulation Task Force report Less is more," which recommended that:

“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repealed, reformed, and/or consolidated.”

INTRODUCTION

1.2 HM Treasury and OGC have measured and set a net reduction target of 25 per
cent over five years from 2005 to 2010 for reducing the administrative burdens? their
regulations place on businesses and voluntary organisations. Last year’s simplification
plan outlined 22 measures which will simplify the burden on business and ten
measures where HM Treasury introduced new burdens, mainly as a result of EU
legislation. These measures were grouped into the following categories:

e procurement;

e Financial Services and Markets Act;
e money laundering; and

e asset freezing and sanctions.

1.3 Since 2006, HM Treasury’s baseline has been revised following the discovery of
information obligations in the Law of Property Act 1925 that relate to financial services.
PricewaterhouseCoopers had not taken these into account in the original
administrative burden measurement exercise, carried out in 2005. This administrative
burden adds £115 million to HM Treasury’s baseline.

1.4 HM Treasury has also directly incurred an incoming administrative burden of
£10 — 12 million from the implementation of the Third Money Laundering Directive. In
implementing this requirement, HM Treasury has used its limited discretion to reduce
the burden on firms while at the same time ensuring an effective supervisory system
that combats money laundering and terrorist financing. As a result of both these
measures, HM Treasury’s baseline is now £169.9 million. Consequently, the 25 per cent
administrative burden reduction target is now £42.5 million. This simplification plan
sets out how HM Treasury plans to meet this revised target.

1.5 HM Treasury has already delivered and implemented 15 measures since the
measurement exercise began in May 2005. As a result, businesses have benefited from a
saving of £21 - 41 million in administrative burden reductions and between £39.6 — 48
million in policy cost? savings. £270,000 of the administrative burdens reduction will

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

2 Administrative burdens are those that require an organisation to provide information either to government or a third party
(such as customers or shareholders). Examples include keeping records, carrying out inspections, completing returns and
reports, cooperating with audits/inspections, applications for subsidies or grants, applications for permission, exemption or
authorisation, framing complaints and appeals, or entry in a register.

olicy burden is the cost inherent in meeting the aims of a regulation. is could be a direct cash cost, such as installing a
3Policy burd th t inh t ting th f gulat Th Id be a direct cash cost, h talling
pollution filter on a factory chimney as prescribed by legislation, or it could come indirectly, for instance through changes to
working practices.
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directly impact HM Treasury’s baseline as a result of initial savings made through the
Consolidation of Public Procurement Regulations. The remaining £20.7 — 40.7 million
savings will be made through the Financial Services Authority (FSA).

1.6  HM Treasury has also identified six new measures, which are intended to reduce
by around £115.6 million the administrative costs of regulation and the policy costs by
£7.4 million. £115 million of the administrative burdens reduction will directly impact
the HM Treasury baseline.

Table I.1: HM Treasury progress against 25%
administrative burden reduction target

HM Treasury baseline (as at May 2005) £158.9 million
Reduction target £39.7 million
Measures already delivered as at December 2007 £0.3 million
% of HM Treasury baseline 0.2%
Measures identified to be delivered by May 2010 £125.7 million
% of HM Treasury baseline 79%

Incoming new burdens identified £11 million

% of HM Treasury baseline 7%

Total net reduction by May 2010 £115

% of HM Treasury baseline 72.3%

1.7 HM Treasury is continuing work to simplify existing regulations and promote a
risk-based approach to regulation in areas where it has responsibility. This has been
highlighted by HM Treasury’s decision to remove freight forwarding from the scope of
financial services regulation as set out in Box 1.1.

Delivering better regulation one year on: HM Treasury's second simplification plan
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Box I.1: Risk-based approach to freight forwarding

In July 2007, legislation came into force to remove the insurance activities of freight forwarders
and storage firms from the scope of FSA insurance regulation, where the insurance activity relates
to a commercial customer. The Government took this measure due to its assessment, following
consultation, that there was a low risk of consumer detriment associated with the insurance
activities of these firms. This measure will benefit both firms that are FSA-regulated and those that
are not. Firms who are currently authorised by the FSA will make savings, as they will no longer
need to be authorised by the FSA and therefore pay regulatory fees. Firms who are not currently
authorised will see a new potential revenue stream open. Following the introduction of FSA
authorisation in 2005, freight forwarder firms who decided not to seek authorisation are
estimated to have lost revenue totalling £24 million per annum. On top of this, there will be some
administrative savings to firms who are currently authorised by FSA, for instance they will not
need to spend time complying with the FSA’s information requirements.

Structure

1.8 This is HM Treasury and OGC’s second simplification plan. It will discuss the
two regulated sectors (i.e. financial services and public procurement) that HM Treasury
and OGC are directly responsible for, and outline reasons for regulation in these areas.
Following this, the simplification plan will:

o illustrate key achievements since the measurement exercise began in May
2005;

e report on progress made so far against the administrative burden reduction
target;

e identify new simplification measures which will support delivery of the 25
per cent reduction of HM Treasury’s administrative burdens by May 2010;
and

e outline incoming burdens.

Justification for regulation

1.9  The purpose of financial regulation is to make financial markets work better,
more efficiently, more fairly, and to avoid financial instability. Regulation aims to
address market inefficiencies and asymmetries of information, reduce uncertainties,
keep markets free from fraud and abuse, improve market stability and raise confidence.
A vast majority of regulated firms believe regulation benefits their industry.

1.10 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.+ Firms derive a reputational advantage from well-regulated markets
but that regulation needs to be risk-based, proportionate and appropriate. The move
towards a more principles-based approach with lower administrative burdens on
business will benefit consumers and investors. Firms will need to consider questions
such as whether customers are continuing to be treated fairly, whether conflicts of

4 The Global Financial Centres Index, City of London Corporation, September 2007
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interest are being managed appropriately and whether business risks are being
managed. Ineffective regulation, by contrast, can needlessly over burden businesses
and stifle innovation. Following the recent financial market instability and the
problems at Northern Rock, the Chancellor has affirmed the importance of ensuring
that changes to the regulatory regime should further strengthen the UK’s reputation as
the world’s leading international financial centre, and be founded on the Government’s
commitment to maintaining a strong and stable economy.

1.1l Financial regulation is also necessary to help protect the nation’s security. For
example, the UK’s framework of money laundering and counter terrorist finance
measures provide 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.

1.12  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.

.13  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 and non-discrimination of competition.

HM Treasury responsibilities for regulation

1.14 HM Treasury is responsible for financial services and public procurement
regulation.

I.15 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 FSA sets its rules and principles. As a result, this
simplification plan contains some measures that relate to financial services legislation,
some of which are enforced by the FSA. The FSA has published its own simplification
plan update which relates to the administrative burden of regulations in the FSA
Handbook. A copy of this document can be found at www.fsa.gov.uk.

1.16 When HM Treasury established the FSA, it provided the new regulator 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 and bureaux de
change. The FSA has four statutory objectives:

e market confidence;
e public awareness;
e the protection of consumers; and

e thereduction of financial crime.
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1.17 The EU sets public procurement rules. The OGC is responsible for taking
forward the UK public procurement regulations in order to equip the UK with the
capability to deliver world-class public services.

1.18 HM Treasury also has responsibility for tax policy, and therefore plays a central
role in supporting and developing HMRC'’s targets to reduce the administrative burdens
imposed on business by the tax system. This focuses on the burdens imposed by forms
and returns; and audits and inspections. However, this simplification plan does not
include details of tax simplification measures, as this is outside the scope of HM
Treasury’s administrative burden remit.

1.19 HMRC does not prepare a simplification plan. Instead, it publishes its
simplification proposals in the New Relationship series of papers released at either Pre-
Budget Report (PBR) or at Budget along with the rest of the PBR and Budget material.

Key Achievements

1.20 HM Treasury has made excellent progress towards the 25 per cent
administrative burden reduction set out in last year’s simplification plan. This section
seeks to highlight some of the key achievements accrued since the administrative
burden exercise began. The following two measures set out in Box 1.2 give an overview
of how benefits should accrue to businesses from simplified regulation.

Box 1.2: Overview of benefits arising from simplified regulation to businesses
Public procurement

The new Public and Utilities Procurement Regulations were implemented in the UK on 31 January
2006. As outlined in the 2006 Simplification Plan, the Regulations contained a number of new
provisions, as provided forin the Public Procurement Directive (2004/18/EC) and Utilities
Directives (2004/17/EC) on which the Regulations are based. The purpose of the changes is to
help simplify and clarify public procurement procedures for suppliers. OGC is now working
to quantify the savings brought about by these new provisions, and aims to include these in the
2008 Simplification Plan.

Beneficiaries from the Consolidation of Public Procurement Regulations are public and utility
sector purchasers and bidders. The changes have enabled modern procurement systems to be
introduced, which means that such firms spend less time accessing and submitting paper based
tender documents — as it can now be done electronically.

Financial Services

Under rule changes from April 2007, the Government has simplified the rules on who could offer
tax-privileged pension schemes. This means any person who obtained permission from the FSA
to establish or operate a pension scheme could set up a tax-privileged pension scheme. Previously
under the outdated rules, only providers who were part of a prescribed HMRC list could offer
such schemes without incurring the cost of having to go through third eligible parties. Existing
providers will benefit from this change by not having to spend money setting up new schemes
through intermediaries. New entrants wanting to provide such a pension scheme will also benefit
not having to pay these costs. As intended, there has been evidence of new firms entering the
market since April 2007. Finally, consumers benefit due to greater competition, choice, consumer
innovation, and from added consumer protection.

Delivering better regulation one year on: HM Treasury's second simplification plan 1
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.21 HM Treasury’s 2006 plan outlined initiatives that sought to improve anti-money
laundering, counter-terrorist financing, and asset freezing requirements placed on
firms. These are making progress in promoting a proportionate and effective money
laundering regime. Key to this was the abolition of the FSA’s Money Laundering
Sourcebook, replacing it with high-level provisions for senior management.

1.22 HM Treasury has also taken a risk-based approach to updating the Money
Laundering Regulations. For example, from 2007:

e firms will be able to make fewer checks in low risk situations, such as
occupational pension funds and child trust fund administration;

e the number of identity checks will be reduced with firms being able to rely
upon checks done by certain other firms (for example solicitors and FSA
authorised financial advisors); and

o greater flexibility will be introduced to record keeping rules so that firms can
keep only the important details rather than whole documents.

1.23 HM Treasury estimates that these measures will lead to policy savings of up to
£30million.

1.24 HM Treasury has also delivered on its 2005 Pre-Budget Report commitment to
introduce a Regulatory Reform Order (RRO) to reduce the regulatory burdens placed on
firms and the FSA. The RRO makes a number of amendments to FSMA which should
bring administrative cost savings of between £7.5 and £9.3 million per year for firms.
These savings will be given effect through FSA rule changes.

1.25 Although this exercise focuses on the administrative burdens placed on
business, HM Treasury has also sought to reduce policy costs. The measures that have
already been delivered will reduce such costs by £39.6 - 48 million, which will make a
real difference to businesses.

1.26 A saving of £270,000 in administrative burdens reductions has occurred as a
result of the exclusion of the electricity generation sector from the 2006 revised Utilities
Contracts Regulations. Further savings are expected to be made in this area in the
coming years as more businesses take up the new procurement methods, such as e-
procurement. It is too early to produce credible estimates of the savings resulting from
this measure. 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.

1.27 In January, OGC launched Transforming Government Procurement (TGP)¢
which sets out a range of public procurement reforms, reducing the regulatory burden
imposed on public, private and third sector organisations. These include:

e implementation of the new Public Procurement and Utilities Procurement
Regulations which came into force in January 2006 (as discussed above);

e implementation of supply2gov website portal which was launched in 2006 to
provide a channel for all suppliers, including SMEs. This is discussed in
more detail later in the plan; and

6 http://www.hm-
treasury.gov.uk/documents/enterprise_and_productivity/public_services_productivity/ent_services_procurement.cfm
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e launch of Government Procurement Service (GPS) — a professional body that
provides training and development to help raise skills of procurement staff
across Government.

1.28 The Government is keen to support and encourage Small and Medium-sized
Enterprises (SMEs) and the third sector of the market, in the belief that by achieving
greater involvement of SMEs in the government market place there will be wider
benefits to the economy, promoting competition and innovation in government
procurement.

1.29 www.supply2.gov.uk is where small firms can see public sector contracts which
fall below the thresholds established by the EU Directives — for supply and service
contracts, £140,000 for local authorities and £93,000 for Central Government.
Supply2.gov.uk provides an e-mail service so that suppliers can receive relevant
contract opportunities for free. It also provides details of above-threshold
procurements. As set out in the EU Directives all above-threshold public procurement
opportunities have to be advertised in the Official Journal of the European Union
(OJEU), all of which are available on www.ted.europa.eu and this is free to register with.

1.30 The supply2.gov.uk Supplier Information Database (SID) allows suppliers free
access to create and manage their own unique profile of pre-qualification information.
Included in this information are key company details along with the goods and services
they provide. Once they have completed their supplier profile, they can 'publish' it on
the supply2.gov.uk SID. This ensures that company information can be viewed and
accessed by public sector buyers registered on supply2.gov.uk who can perform a
variety of searches using criteria such as products, services or locations.

1.31 At Budget 2006, the Chancellor announced administrative burden reduction
targets for HMRC to achieve by 2010-11:

e Target 1: to reduce the administrative burden on business of dealing with
HMRC'’s forms and returns by at least 10 per cent over 5 years (equivalent to
a total reduction of £337 million);

e Target 2: to reduce the administrative burden on compliant business of
dealing with HMRC'’s audits and inspections by 10 per cent over 3 years, and
at least 15 per cent over 5 years (equivalent to reductions of £14 million and
£21 million respectively).

1.32 By April 2007 HMRC will have delivered net annual administrative burden
reductions of an estimated £130 million towards its target to reduce the burden of forms
and returns, and annual administrative burden reductions of an estimated £43 million
towards its target to reduce the burden of audits and inspections. In addition, wider
administrative burdens of the tax system were reduced by an estimated £134 million
net.

1.33 HMRC will continue to work closely with the Administrative Burden Advisory
Board, the Better Regulation Executive and with the business community to identify
new areas for action that tackle the burdens of most concern to business.

1.34 The 2007 Pre-Budget Report and Comprehensive Spending Review launched a
significant programme of tax simplification to enhance UK productivity and

Delivering better regulation one year on: HM Treasury's second simplification plan 9
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competitiveness. The Government committed to three principles? of tax simplification;
three reviewss in which Government will work in partnership with business to evaluate
how a range of tax policies could be simplified; and announced immediate progress
with over 20 tax measures. These reforms will, dependent on implementation, further
reduce administrative burdens from the tax system, a proportion of which should
deliver towards HMRC'’s targets.

Further progress towards the administrative burden
reduction target

1.35 Since May 2005, HM Treasury and the OGC have been taking part in the
Administrative Burden Measurement Exercise coordinated by the Better Regulation
Executive. This has involved identifying regulations for which HM Treasury and OGC
are responsible for, and quantifying the size of administrative burdens relating to these
regulations. The Treasury and OGC have responsibility for 14 regulations within the
scope of the exercise, these are grouped into the following categories:

e procurement;

e Financial Services and Markets Act;
e money laundering; and

e asset freezing and sanctions

1.36 The 2006 simplification plan set out that the total administrative burden of
regulations enforced by HM Treasury and OGC amounted to £43.9 million. HM
Treasury accepted a net target to reduce this amount by 25 per cent by 2010. This was
equivalent to a £11 million saving for industry. This saving is likely to be achieved from
two of the simplification proposals: Consolidation of Public Procurement Regulations
which came into force in January 2006; and changes to the Financial Ombudsman
Service disclosure requirements to be introduced in 2008.

1.37 During 2007, HM Treasury has sought to make further reductions in the
administrative burdens placed on business. As a result, a package of better regulation
measures for the Asset Management Sector was developed. The associated information
obligations arise from the Law of Property Act 1925. These obligations had not been
counted as part of the original Administrative Burden Measurement Exercise. HM
Treasury has agreed that these particular obligations arising from the Act should be
placed on its baseline. This has obviously had an impact on HM Treasury’s baseline, as
it has added £115 million and consequently increased the administrative burden
reduction target.

1.38 HM Treasury plans to meet this revised target through implementing changes to
the way in which investors in Open Ended Investment Companies and Authorised Unit
Trusts can redeem or transfer their shares. The law currently only provides for these
redemptions or transfers to be made in writing. Although the initial instruction can be
made electronically, it must be confirmed by a written instruction from the investor.

7 Simplification will be a priority when designing and reviewing tax policy, alongside sound public finances and fairness; the
Government will work in partnership with business to identify further opportunities to simplify the tax system; and the
Government will share its findings on the viability of tax simplifications with business.

8 How to simplify VAT rules and administration in the UK and the EU; how anti-avoidance legislation can best meet the aims of
simplicity and revenue protection; and how to simplify the Corporation Tax rules for related companies.
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This measure will enable paperless transfer and settlement of trades in investment fund
shares through electronic redemption or transfers yielding savings to participants on
both sides of the transactions — the fund managers who market the units and the
brokers who buy them for clients.

1.39 The requirement for paper transfers costs asset managers and brokers money.
There is a direct cost of handling the paper instructions and indirect costs from higher
error rates in non-automated systems and interest lost from the additional time taken
to complete transactions.

1.40 Savings from allowing paperless transfer and settlement are estimated to be
around £115 million per year. This estimate has been refined from the estimated range
of £70 million to £290 million given in the Regulatory Impact Assessment. The main
difference is that the Government has assumed that initially electronic transfer will only
be used for institutional transactions. It is possible that once the measure is established
electronic transfers will be extended to the retail market, making possible savings
towards the top end of the estimated range. These savings have been consulted upon,
and agreed, with industry.

1.41 The introduction of this measure, alongside measures identified in last year’s
plan, will ensure that HM Treasury is able to deliver a 72.3 per cent reduction of its total
administrative burden.

1.42 The key achievements section, above, sets out some of the measures that have
been delivered and implemented since May 2005. These 15 measures cover the
following areas:

o financial services - nine measures have been delivered;
e financial crime and asset freezing - five have been delivered; and
e public procurement - one measure has been delivered.

1.43 Taken together, these measures contribute to £21 - 41 million in administrative
burden reductions and between £39.6 — 48 million in policy cost savings. However,
£270,000 of the administrative burdens reduction will impact directly on the HM
Treasury baseline as a result of initial savings made through the consolidation of Public
Procurement Regulations. These regulations came from the transpositions of European
Union rules. As such, the UK does not have full discretion over how they are
implemented but the Government is finding ways to calculate some estimates for the
2008 simplification plan. The rest of the admin burden figure, outlined above, will
impact on the FSA’s baseline.

1.44 Further information about these delivered measures can be found at Annex A.

1.45 Two measures outlined in the 2006 simplification plan have not been
implemented according to the specified timescale for the reasons outlined below:

e measures to clarify certain provisions in Part VII of the FSMA relating to
transfers of insurance business which was originally expected for March
2007, is now intended to be commenced on 6 April 2008. This reflects the
need to consider fully all the responses to the consultation, and time taken
for work on developing proposals to implement the Reinsurance Directive
(some of which also affect Part VI FSMA); and

Delivering better regulation one year on: HM Treasury's second simplification plan 1
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exemptions from FSMA for Limited Liability Partnerships (LLPs) was
expected that the legislation be implemented by April 2007. Discussions are
ongoing over proposals with the FSA and the Law Society as it has proved
difficult to find a way of addressing the concerns of the Law Society within
the confines of the Financial Services and Markets Act 2000.

1.46 The 2007 plan identifies six new simplification measures. These measures

simplification should reduce administrative burdens imposed on businesses. A further eight
measures simplification measures were identified in the last plan but are not yet due for delivery.

Admin burden

12

trajectory

The new measures outlined in the plan are as follows:

Three better regulation measures for the asset management sector:

e paperless settlement of trades in investment fund shares through
electronic redemption or transfers;

e anew protected cell regime for Open Ended Investment Companies to
permit segregation of liability between sub-funds within umbrella
companies; and

e afaster process by which foreign UCITS funds may passport into the UK,
removing a statutory two month delay.

Changes to the Collective Investment Schemes border for property
transactions;

Market Abuse Regulations - the present regulations include some super
equivalent market abuse offences relative to those captured by the Market
Abuse Directive. A review, due to be completed by May 2008, will decide
whether to retain these or not. Any change will come into force from the end
of June 2008. Pre-consultation is ongoing and formal consultation is
planned for early 2008 and so it is therefore too early to confirm what
change, if any, will occur;

Maintaining the boundaries of consumer credit and mortgage regulation -
HM Treasury proposes legislation to ensure that the regulatory regimes of
the FSA and Office of Fair Trading (OFT) in relation to mortgages remain
mutually exclusive. This measure addresses circumstances that stakeholders
have recently identified where some firms could potentially find themselves
having to comply with both regimes simultaneously for certain types of
transaction. According to representatives of the mortgage industry, this will
prevent a possible future increase in the administrative burden faced by the
industry of £0-550m. A consultation was launched on 22 November 2007
and is due to close on 14 February 2008.

1.47 Further information on these measures is in the simplification measures table at

1.48 These new measures are intended to reduce administrative burdens by £115.6
million (of which £115 million, from the paperless settlement measure, will impact on
the HM Treasury baseline). Policy costs should be reduced by around £7.4 million.

1.49  Chart 1.2 sets out the progress that HM Treasury is making towards achieving
the necessary reduction in its baseline. The slight increase in the baseline towards the
end of 2007 represents the incoming burden as a result of implementing the Third
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Money Laundering Directive. It also demonstrates that the department should make
significant savings ahead of the May 2010 deadline.

Chart 1.2 Administrative burden reduction trajectory
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1.50 The 2006 simplification plan identified ten incoming burdens, the majority of
which came from the EU. The 2007 plan identifies six new measures. 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 C. 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. The incoming burdens table
contains four policy areas which are also covered in the simplification grid (Annex B):

e pensions permission reform;

e Capital Requirements Directive;
e Reinsurance Directive; and

e Transparency Directive.

1.51 Only one of the incoming burdens (the Third Money Laundering Directive) will
impact on HM Treasury’s administrative burden baseline. The rest are enforced by the
FSA. The Third Money Laundering Directive is implemented into UK law through the
Money Laundering Regulations 2007 and will add an administrative burden of between
£10 — 12 million.

1.52 The main factor behind the increased burden is that a number of firms, which
had not previously been subject to FSA regulation and supervision, are now caught as a
result of implementing the Directive. Two key administrative burdens follow from this
scope change: potential form filling requirements e.g application for registration and
submitting annual returns; and preparations for supervisory visits.

Delivering better regulation one year on: HM Treasury's second simplification plan 13
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1.53 HM Treasury plans to offset this burden with the savings made through the
package of asset management reforms. The Directive also contains a number of
simplification measures such as the simplified due diligence and reliance provisions.
The Government will continue to review progress made against delivery of the target
and consider whether further simplification measures can be made.

1.54 A post-implementation review of the Money Laundering Regulations will be
carried out to establish whether the implemented Regulations are having the intended
effect and whether they are implementing policy objectives efficiently. It will consider
whether any further simplifications can be made, in particular with regard the
monitoring regime, to minimise the policy and administrative burdens. It will also
consider whether the penalties regime is appropriate and proportionate in the context
of the recommendations of the Macrory Review of Regulatory Penalties, accepted in full
by the Government in November 2006. This post-implementation review will be
completed by December 2009.

1.55 The simplification measures and the flow of regulation are outlined in the
following Annexes:

e Annex A - quantification of the savings delivered on policy and
administrative simplification measures from May 2005 to December 2007;

e Annex B - simplification measures identified but not yet delivered, including
new policy and administrative simplification measures identified since the
last plan in 2006; and

e Annex C - the flow of policy and administrative regulatory burdens that HM
Treasury introduced since May 2005, or intend to introduce by 2010.

1.56 Against each administrative cost saving, it is made clear whether this will impact
on the HM Treasury administrative burden baseline or whether the savings will be
made through the FSA.

1.57 HM Treasury believes this is an ambitious, quantified, and challenging plan that
is credible with stakeholders. The plan will become a living document updated
annually on HM Treasury’s website www.hm-treasury.gov.uk. HM Treasury welcomes
comments on the plan from stakeholders.

Savings to the Public Sector

1.58 In 2006, in partnership with the Cabinet Office, HM Treasury and OGC
undertook an internal project to map the reporting burdens (i.e. data requests and
other information) that are required from other central government departments, with
a view to reducing and rationalising these burdens where possible.

1.59 HM Treasury itself places no regulatory burden on front-line public service
delivery units. It typically maintains reporting requirements from departments, who
may in turn have gathered the relevant information from front-line bodies.

1.60 HM Treasury agreed a number of reforms in specific areas. These include:

e procedural changes that would speed clearance and agreement of
departmental Autumn Performance reports;

e continue the piloting with participating departments of combined
publication of Resource Accounts with annual Departmental Reports; and
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e change the requirements that departments set out their plans for
management of their capital assets over Spending Review periods.

Impact on the Third Sector

1.61 Organisations in the third sector are independent of control by the Government
or by any other external agent. The Government’s responsibility therefore is to ensure
that the legal and regulatory environment within which they operate:

e preserves their independence;

e gives them the freedom to work in innovative ways to meet the needs of the
communities they serve; and

e sustains public confidence by providing for effective intervention when
things go wrong.

1.62 To ensure that the regulatory requirements for third sector organisations are
appropriate, the Government has taken steps to reduce burdens it imposed on the third
sector organisations. These include:

e providing the cooperative and credit union sectors with a cost-effective
legislative framework, which will enable them to compete even more
effectively in the economy and to continue to fulfil their valuable social role.
HM Treasury has recently published a consultation document seeking views
on the legislative needs of cooperatives (i.e. those established as Industrial
and Provident Societies) and credit unions. The responses to the
consultation will help to inform policy and form the evidence base for any
proposed changes;

e implementing the Charities Act 2006 , which is being led by the Office of the
Third Sector. The 2006 Act is being implemented in stages. The first stage,
which was completed in February 2007, included raising the financial
thresholds for registration and audit of charities;

e giving charity trustees new powers to help in the governance and
administration of their charities; and modernising the constitution and
powers of the Charity Commission. The second stage, taking place in the
second half of 2007, includes provisions to make mergers between charities
easier and to simplify the auditing regime for charitable companies. The
third stage, to take place in early 2008, will include provisions to establish a
new tribunal for challenging legal decisions made by the Charity
Commission, and to establish a new legal form for charities, the Charitable
Incorporated Organisation. Further details can be found at:
http://www.cabinetoffice.gov.uk/third_sector.

1.63 In July 2007, HM Treasury and the Cabinet Office published a final report into
the future role of the third sector in social and economic regeneration. A copy of this
document can be found on the Treasury website at: http://www.hm-treasury.gov.uk.

1.64 This followed the largest ever consultation with third sector organisations,
involving over 90 separate consultation events around the UK. The final report of the
review set out how the Government will invest over £515 million over 2008-11 in
building the environment for the third sector to thrive.
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1.65 OGC have been advising departments that provisions are in place under Article
19 of the Public Contracts Regulations 2006 and Article 28 of the Utilities Contracts
Regulations 2006 to enable contracting authorities to reserve contracts for supported
factories and businesses or to economic operators which operate supported
employment programmes, where more than 50 per cent of employees are people with
disabilities. ‘Supported Factories and Businesses: OGC Guidance on reserved contracts
in the new Procurement Regulations’ provides guidance on how this provision should
be applied.

1.66 OGC sits on the Social Clauses Project Board which oversees the work of the
North East Regional Centre of Excellence (NECE) which was commissioned by OTS to
deliver an action identified in both ‘Scaling New Heights’ and ‘Partnership in Public
Services’. The work is designed to consult partners on how to tackle barriers to the use
of social clauses that deliver social outcomes within the procurement process. The OTS
will also work with those commissioners pioneering the use of social clauses to learn
about their experiences and the costs of social clauses, and to draw together leading
practice.

1.67 In October 2006, the Office of the Third Sector published a response to the
Better Regulation Commission’s report recommendations in Better Regulation for Civil
Society.» HM Treasury is taking forward the following actions:

e in 2006, HM Treasury issued Improving financial relationships with the third
sector: Guidance for Funders and Procurers'. This made clear that all funding
bodies should ensure they have procedures that are clear and, wherever
possible, as simple as they can be. HM Treasury undertook to continue
working with key stakeholders to ensure this guidance is fully embedded
within public authorities’ third sector funding practices where appropriate;

e in relation to the regulations surrounding charitable trading, HM Treasury,
the Office of the Third Sector, HMRC and the Charity Commission
committed to keeping guidance under review and, where there is a lack of
clarity will amend it. The Charity Commission has now rewritten its trading
guidance ’Charities and Trading’ (CC35) in collaboration with HMRC and in
consultation with charities. The publication sets out clearly the
circumstances in which a charity that wishes to trade is required to set up a
non-charitable subsidiary to carry out the trade. The new Charity
Commission guidance replaced the previous guidance of the same name,
which had been in place since July 2001; and

e the Chancellor announced at Budget 2005 that HMRC would look at ways of
removing tax barriers that prevent charities setting up joint ventures to
share the costs of trading subsidiaries. Legislation has now been introduced
so that from April 2006, companies owned by more than one charity can
donate their profits to parent charities using Gift Aid.

1.68 Further, the case study in Box 1.3 discusses Government’s commitment to
improve access to the public procurement process for entire supply market, including
SME suppliers and the third sector.

9 Better Regulation for Civil Society”: The Government’s response to the Better Regulation Commission’s report recommendations and areas
for further work. Office of the Third Sector. Cabinet Office. 2006

10 Improving financial relationships with the third sector: Guidance for Funders and Procurers. HM Treasury. 2006
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Box 1.3: Improving access to the public procurement process for entire supply
market

The Government is committed to improve access to the public procurement process for entire
supply market, including SME suppliers and the third sector. Thus, the Government has worked
on a number of initiatives to ‘level the playing field’ between suppliers, to ensure equal access to
tendering opportunities and to encourage diversity in the public sector’s supplier base. These
initiatives include:

e the supply2gov.uk website portal, which was launched in 2006 provides a channel for
SMEs to access the public sector market, is now recognised by both business and
Government as a useful and effective tool. Since 31 March 2006, a total of 54,491
suppliers have registered, and 17,960 lower value opportunities published (typically those
below £100,000), and 36,913 higher value opportunities published (typically those above
£100,000);

e OGCbuying.solutions has a Supplier Zone providing information for businesses interested
in supplying to Government and the public sector through a range of frameworks and
pre-tendered contracts. The website www.ogcbuyingsolutions.gov.uk provides more
information on this;

e Model contracts and templates: in order to simplify the procurement process and to
achieve greater consistency across Government, the OGC has produced model contracts
which departments would be expected to follow. In addition, OGC is developing
standard Pre-Qualification Questionnaires again for use across government. These
initiatives assist suppliers by standardising the approach government takes and reduces the
burden in individual agreements between suppliers and departments by fixing key

components of such interaction; and

e OGC will drive forward a ‘single approach to sourcing’ that it has developed coupled with
a pan-government category management process. OGC will identify organisations that
have the largest spend for a category — to lead on behalf of the rest of government. As
well as improving value for money (vfm) for the taxpayer this approach will lead to a
more coherent and predictable experience for suppliers.

Leading regulatory reform in Europe

1.69 HM Treasury continues to drive regulatory reform in Europe. On 7 November
2007, HM Treasury and the FSA jointly published a discussion paper setting out the
future of regulation and supervision of financial markets within the EU."" It rejects a
one-size-fits-all regulatory approach or a pan-European regulator for financial services.
Such an approach would not have the flexibility needed to allow EU markets to prosper.

1.70  Extending better regulation within the current EU supervisory framework is a
key thread running throughout the paper — indeed one of the key principles behind it is
that regulation should never be an end in itself. It makes a number of
recommendations that the Government believes will lead to better regulatory outcomes
and reduced burdens for industry. The recommendations include:

e greater use of cost benefit analysis for new proposals coming from the EU;

I Strengthening the EU regulatory and supervisory framework: a practical approach. HM Treasury and the Financial Services Authority,
November 2007.
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Davidson
Review

e measures to encourage the convergence of supervisory practices;

e ensuring more consistent implementation of EU Directives to minimise
burdens for cross-border groups;

o giving sufficient time for firms to comply with new regulation; and

e ensuring greater efficiency for cross-border groups, through greater use of
group supervisory approaches.

1.71 The EU’s regulatory and supervisory framework — the so-called ‘Lamfalussy
arrangements’ — is due to be reviewed at the end of the year. The paper represents the
UK authorities’ contribution to the debate. As such, HM Treasury and the FSA will
continue to push forward the better regulation debate in the EU.

1.72  Efforts through the ECOFIN (Finance Ministers’ Council) have already brought
benefits. All 27 Member States and the Commission have agreed to a target to reduce
administrative burdens arising from EU legislation by 25 per cent by 2012. This
complements the UK’s own target for administrative burden reduction and provides a
framework for reducing EU burdens that the UK cannot reduce by itself.

1.73 HM Treasury is pressing for rapid results against this target, especially in the
priority areas most relevant to HM Treasury identified in the Commission’s
administrative burden reduction action plan, namely financial services, procurement
and statistics.

Links to the wider better regulation agenda

1.74  Achieving regulatory reform will help create a strong business environment and
achieve real economic benefits. As such, HM Treasury remains committed to the wider
better regulation agenda and continues to play an important role in scrutinising the
flow of incoming regulation to ensure that the benefits outweigh the costs. In line with
the Hampton recommendations, this package included a proposal to replace a statutory
minimum two months delay for registration of new investment funds with a maximum
of two months with the expectation that a large majority of cases would be completed
more quickly than that.

1.75 At the 2005 Pre-Budget Report the Government set up a review set up to look 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, identified - and considered ways to
simplify - any unnecessary burdens created by over-implementation. It reported to
Government on 28 November 2006.!2

1.76 The review generally acknowledged the efforts of HM Treasury and the FSA in
engaging with stakeholders when negotiating and implementing EC Directives.
However, it did make some recommendations in areas where over-implementation has
occurred. Following consultation with industry, HM Treasury has responded to
Davidson’s recommendation on the over-implementation of the Insurance Mediation
Directive by removing the insurance activities of freight forwarders from the scope of
financial services regulation. Details of this measure are set out in Box 1.1 and Annex B.

12http://bre.berr.gov.uk/regulation/reviewing_regulation/davidson_review/index.asp
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1.77 Lord Davidson also suggested that there was gold-plating in the UK’s close links
regime. He proposed that this was as a result of imposing a requirement to comply with
the close links notification regime on categories of firms where no Directive requires it.
Davidson argues that this extends the scope of the close links provisions. HM Treasury
is currently reviewing the application of the threshold condition to these particular
firms.

Consultation

1.78 HM Treasury is always keen to engage with business and other stakeholders to
understand their areas of concern. Reforms are invariably drawn up from 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.

1.79 HM Treasury sent a draft of the simplification grid to key stakeholders in July
2007 to elicit views. Responses were received from the following:

e Investment Managers Association;

¢ Financial Services Consumer Panel;

e Institute of Chartered Accountants;

e The Investment Management Association; and
¢ London Investment Banking Association.

1.80 HM Treasury is very grateful to all those who provided input into the plan’s
development (full list of those consulted is in Annex D) and welcome continued input
from stakeholders.

1.8 HM Treasury has also engaged throughout the process with the Better
Regulation Executive, Financial Services Authority and the Small Business Service. HM
Treasury is grateful to them for their input.

1.82 The simplification plan is a living document updated annually on HM
Treasury’s website www.hm-treasury.gov.uk. Stakeholders are invited to comment on
the simplification plan. There will not be a formal 12 week consultation period, but
instead HM Treasury would appreciate any comments between now and publication of
the updated plan in autumn 2008 on the HM Treasury website.

1.83 Businesses, public and voluntary sector organisations, and individual members
of the public also have access to the Better Regulation website simplification mailbox.
Suggestions about where a regulation could be simplified can be submitted at
http://www.betterregulation.gov.uk. The Government will fully consider stakeholder
suggestions and feed into Departmental plans where at all possible.
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CONSULTATION LIST

Association of British Insurers

Association of Private Client Investment Managers and Stockbrokers
British Bankers’ Association

City of London Law Society

Confederation of British Industry

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

Financial Services Practitioner and Small Business Practitioner Panel
Institute of Directors

Institute of Chartered Accountants in England and Wales
Investment Managers Association

Law Society Company Law Committee

London Investment Banking Association

London Stock Exchange

Which?
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