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Government plans for 
�nancial regulatory reform
Chancellor of the Exchequer, George Osborne, has revealed the 
Government�s plans for reform of the framework for �nancial 
regulation, under which the Financial Services Authority (FSA) will 
be renamed and the Bank of England given new responsibilities.

In his Mansion House speech last 
month, Mr Osborne revealed the 
Government�s plans to: 

place the Bank of England in 
charge of macro-prudential 
regulation by establishing within 
the Bank a Financial Policy 
Committe (FPC); 
create a new prudential regulator 
under the Bank of England, headed 
by a new Deputy Governor; and 
create a new Consumer Protection 
and Markets Authority (CPMA) 
to take on the rest of the FSA�s 
existing regulatory role.

Mr Osborne said that the existing 
tripartite system of �nancial 
regulation had failed spectacularly in 
its mission to ensure �nancial stability 
and that its failure had cost the 
economy billions. 

�This is not a commentary on the 
quality or dedication of the staff 
of the FSA, the Bank of England or 
indeed the Treasury. It is instead a 
re�ection on what has gone wrong 
and what may continue to go wrong 
unless there is change.�

�At the heart of the crisis was a 
rapid and unsustainable increase in 
debt that our macroeconomic and 
regulatory system utterly failed to 
identify, let alone prevent. In�ation 
targeting succeeded in anchoring 
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in�ation expectations, but the very 
design of the policy framework meant 
that responding to an explosion 
in balance sheets, asset prices and 
macro-imbalances was impossible.�

�The Bank of England was 
mandated to focus on consumer price 
in�ation to the exclusion of other 
things. The Treasury saw its �nancial 
policy division drift into a backwater. 
The FSA became a narrow regulator, 
almost entirely focused on rules based 
regulation. No-one was controlling 
levels of debt, and when the crunch 
came no one knew who was in 
charge.�

Financial Policy Committee
The new FPC of the Bank of 
England will have responsibility for 
looking across the economy at the 
macroeconomic and �nancial issues 
that may threaten stability and be 
given tools to address the risks it 
identi�es. It will have the power to 
require the new Prudential Regulation 
Authority (PRA) to implement its 
decisions by taking regulatory action 
with respect to all �rms. 

Macro-prudential regulation 
focuses on systemic risks, such as 
common exposures to a speci�c risk 
which can make the system vulnerable 
to even a small shock, and the boom 
and bust cycles linking �nancial and 

economic activity.
The FPC will be accountable to 

Parliament in two ways: directly, as 
is the case with the Monetary Policy 
Committee (MPC); and also indirectly, 
through its accountability to the 
Bank�s Court of Directors. 

The Governor of the Bank will chair 
the new Committee. Its membership 
will include the Deputy Governors 
for monetary policy and �nancial 
stability, the new Deputy Governor 
for prudential regulation, the Chair 
of the new Consumer Protection 
and Markets Authority, as well as 
external members and a Treasury 
representative.  

An interim FPC will be set up by 
this autumn, in advance of legislation. 

Continued on page 3
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The Takeover Panel has issued a 
consultation document in response 
to various issues raised following 
the hostile takeover of Cadbury by 
Kraft, the US food conglomerate. The 
success of the bid and the manner 
in which it was conducted left a 
sour taste in the mouth of Cadbury 
managers and employees and resulted 
in calls for a review of the rules by 
Roger Carr, the former chairman 
of Cadbury, and by Government 
ministers.

Cadbury proposals
In a speech to the Saïd Business 
School, Mr Carr suggested that the 
takeover had �enraged a portion 
of the British public, ignited 
politicians, distressed employees, 
amply rewarded shareholders � and 
perhaps highlighted some pitfalls of 
the system and the rules under which 
directors and Boards discharge their 
corporate responsibilities�.

Despite the fact he built his career 
in M&As, turning Williams Holdings 
from a small South Wales foundry into 
a multi-billion pound conglomerate, 
and describes himself as �a committed 
free marketer�, Mr Carr suggested 
that something had happened to 
the system �to tip the playing �eld 
towards short-termism�.

Carr made three recommendations 
for reform, each of which is 
considered in some detail in the 
Takeover Panel consultation:

to reduce the level at which 
movements in shareholdings have 
to be formally disclosed from 1 per 
cent to 0.5 per cent. 
to raise the acceptance for 
takeovers above 50 per cent to 
dilute the risk of short-term holders 
overriding the wishes of committed 
longer-term shareholders.
to consider disenfranchising 
shares acquired during a bid to 
ensure short-term money does not 
determine long-term futures.

Other questions
The Takeover Panel�s consultation 
document also asks whether: 

�

�
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Takeover Code consultation
offeree company shareholders who 
accept an offer should be required 
to disclose that they have done so, 
and whether the Code�s existing 
disclosure requirements should be 
amended to address the issue of 
the splitting up of dealing, voting 
and acceptance decisions;
offerors should be required 
to provide more information 
in relation to the �nancing of 
takeover bids and their implications 
and effects;
the boards of offeree companies 
should be required to set out their 
views on an offeror�s intentions 
for the offeree company in greater 
detail;
shareholders in an offeree 
company should be given 
independent advice on an offer, 
separate from that given to the 
offeree company�s board of 
directors;
the use of �success fees� should be 
restricted and whether details of 
the fees payable to advisers, and 
costs generally, in relation to a 
takeover bid should be disclosed 
publicly;
some protections similar to those 
afforded by the Code to offeree 
company shareholders should be 
afforded to shareholders in an 
offeror company;
the Code�s �put up or shut up� 
regime should be re-examined, 
whether �put up or shut up� 
deadlines should be standardised, 
applied automatically or 
shortened, and whether the board 
of an offeree company should be 
able to seek a �private put up or 
shut up� deadline;
there should be any reduction 
to the 28 day period between 
the announcement of a �rm 
intention to make an offer and the 
publication of the offer document, 
and whether the Panel should 
have the ability to shorten the 
offer timetables of second and 
subsequent competing offerors;
any further restrictions should be 
introduced regarding inducement 
fee arrangements and other deal 
protection measures which might 
give undue power to offerors 
to frustrate offers by potential 
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competitors; and
safeguards should be reintroduced 
in relation to the substantial 
acquisitions of shares.

The Takeover Panel makes it 
clear that it has not reached any 
conclusions on the proposals made 
in the consultation and continues 
to maintain an open mind on the 
issues raised. Given the signi�cance 
and nature of the issues raised, it has 
chosen to break with its usual practice 
of setting out speci�c proposals 
and proposing draft amendments 
to the Code. Instead, it states that 
its intention is to provide a forum in 
which suggestions for possible change 
may be debated.

In practice, the consultation 
document addresses many of the 
issues with a weary resignation. It 
points out that the Takeover Code is 
designed:

to ensure that shareholders in an 
offeree company (i.e. the �target�) 
are treated fairly, and are not 
denied an opportunity to decide 
on the merits of a takeover bid, 
that shareholders in an offeree 
company of the same class are 
afforded equivalent treatment by 
an offeror (i.e. the �bidder�); 
to provide an orderly framework 
within which takeover bids may be 
conducted;
to promote, in conjunction with 
other regulatory regimes, most 
signi�cantly that of the Financial 
Services Authority, the integrity of 
the �nancial markets.

The consultation document also notes 
that the �nancial and commercial 
merits of takeovers are not the 
responsibility of the Panel, but 
matters for the companies concerned 
and their shareholders, and that 
the Panel is not responsible for 
competition policy or wider questions 
of public interest, which are the 
responsibility of Government and 
other bodies, such as the Competition 
Commission, the Of�ce of Fair Trading 
and the European Commission.

In respect of each issue discussed, 
the consultation aims to set out 
the background to the issue, the 
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arguments in favour of and against 
the possible change, and the potential 
consequences that would need to be 
considered if the change were to be 
introduced. In each case, it then goes 
on to consider whether or not the 
possible change would be a matter 
solely for the Code Committee or 
whether, for example, a change in 
company law might be considered 
appropriate, either instead or in 
addition.

�This is not about economic 
nationalism�, argues Business 
Secretary Vince Cable. �Open markets 
have made a huge contribution to 
growth in the UK over the past 30 
years and must continue to do so 
in the future. We welcome foreign 
investors but we want all shareholders 
to be empowered, the takeover 
process to be more transparent, 
directors to think about their wider 
long-term legal duties, and takeovers 
to be decided on the basis of long-
term shareholder value rather than 
short-term speculation.�

Consultation details
The full consultation document, PCP 
2010/2 Review of certain aspects of 
the regulation of takeover bids, can 
be found at www.thetakeoverpanel.
org.uk/wp-content/uploads/2008/11/
PCP201002.pdf.

Responses must be submitted to 
the Panel by 27 July. In formulating 
their answers to the speci�c 
questions, the Panel has requested 
respondents to consider:

whether change in the particular 
area under discussion would be 
desirable;
if so, whether they consider that it 
should be principally a matter for 
the Panel to introduce such change 
(bearing in mind the current 
function and purpose of the Code) 
or whether such change should be 
principally for Government or for 
another regulatory authority to 
introduce; and
if, for whatever reason, changes 
were to be introduced by the 
Panel (for example, either because 
they were desirable in themselves 
or as a consequence of changes 
introduced by Government or 
another regulatory authority), 
what the nature of those changes 
should be.

�

�
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Mr Osborne said: �We need a 
macro-prudential regulator that 
has a more systematic and detailed 
knowledge of what is happening, 
not only in individual �rms but across 
the �nancial system as a whole. Only 
central banks have the broad macro-
economic and markets understanding, 
the authority and the knowledge 
required to make macro-prudential 
judgments.�

Prudential Regulation 
Authority
A Prudential Regulation Authority 
will be established as a subsidiary of 
the Bank of England. It will conduct 
micro-prudential regulation of sectors 
such as deposit-takers, insurers and 
investment banks. 

Micro-prudential regulation 
focuses on controlling the risks 
within institutions reducing, but not 
eliminating, the possibility of failure.

The PRA will be chaired by the 
Governor of the Bank of England, 
and the new Deputy Governor for 
Prudential Regulation will be the 
Chief Executive. The Deputy Governor 
for Financial Stability will also sit on 
the PRA board. 

Hector Sants, the current CEO of 
the FSA, who has agreed to stay on 
to lead the transition to the new 
regime, will become the CEO of the 
PRA. He will be supported by Andrew 
Bailey from the Bank of England as his 
deputy in the new regulator.

Consumer Protection and 
Markets Authority
The Consumer Protection and Markets 
Authority will take on the FSA�s 
responsibility for consumer protection 
and conduct regulation. Effectively, 
the CPMA will be the FSA with a 
new name and shorn of some of its 
responsibilities.

The new body will regulate the 
conduct of all �rms, both retail and 
wholesale � including those regulated 
prudentially by the PRA � and will 
take a proactive role as a strong 
consumer champion.

As its new name suggests, it will 
continue to be responsible for the 

operation of �nancial markets and 
will, presumably, continue to house 
the UKLA.

It will have a strong mandate for 
ensuring that �nancial services and 
markets are transparent in their 
operation, so that everyone � from 
someone buying car insurance to 
a trader at a large bank � can have 
con�dence in their dealings, and 
know that they will get the protection 
they need if something goes wrong. 
However, its primary objective will 
be promoting con�dence in �nancial 
services and markets. 

The CPMA will maintain the 
FSA�s existing responsibility for the 
Financial Ombudsman Service (FOS) 
and oversee the newly created 
Consumer Financial Education Body 
(CFEB), which will play a key role in 
improving �nancial capability. The 
CPMA will also have responsibility for 
the Financial Services Compensation 
Scheme but, given the important role 
it plays in crises, it will work closely 
with the FPC and PRA. 

Next steps
The Government is aiming to pass 
all the necessary primary legislation 
within two years. It will publish a 
detailed policy document for public 
consultation before the summer 
recess. 

During the period of transition to 
the new regime, it will also be guided 
by the following four principles: 

minimising uncertainty and 
transitional costs for �rms; 
maintaining high quality, focused 
regulation during the transition;
balancing swift implementation 
with proper scrutiny and 
consultation; and 
providing as much clarity and 
certainty as possible for the FSA, 
Bank and other staff affected 
during transition. 

Mr Osborne also reaf�rmed in 
his Mansion House speech the 
Government�s intention to create a 
single agency to take on the work of 
tackling serious economic crime that 
is currently dispersed across a number 
of Government departments and 
agencies. 

�
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Keith Walmsley LLB FCIS, Barrister

FRC adopts UK Stewardship 
Code
The Financial Reporting Council (FRC) 
has published the �nal version of the 
UK Stewardship Code, targeted at 
institutional investors and designed 
to complement the UK Corporate 
Governance Code.

The UK Corporate Governance 
Code for listed companies was 
revised in June 2010 to increase 
the accountability of company 
boards and encourage them to seek 
ongoing dialogue with investors. 
The Stewardship Code is intended 
to incentivise investors to do the 
same. By creating a sound basis of 
engagement it is hoped that it will 
lend greater substance to the concept 
of �comply or explain� as applied by 
listed companies.

The publication of the Code follows 
a request made by the last Government 
in December 2009 for the FRC to 
take responsibility for a Stewardship 
Code for institutional investors, as 
recommended by Sir David Walker 
following his review of corporate 
governance in the �nancial sector.

In January 2010 the FRC consulted 
on whether it should assume 
oversight of the Code, whether 
the code on the responsibilities of 
institutional investors issued by the 
Institutional Shareholders Committee 
(ISC) in November 2009 would form a 
suitable basis for the new Code, and 
on operational issues including its 
coverage, monitoring and review.

There was general agreement that 
the FRC should take responsibility 
for the Code, and that the ISC code 
provided an appropriate foundation. 

Content of the code
The FRC received a number of 
proposals for amending or adding to 
the Code that it freely admits merit 
further consideration. To address 
them all properly before adopting the 
Code would have taken considerable 
time, and would probably have 
necessitated a further round of 
consultation.

Accordingly, in order to build on 
the momentum generated by the 
Walker Review and the ISC�s initiative, 
it has decided to adopt the Code in 
its current form with only limited 
amendments. 

The other points raised by 
respondents will be given further 
consideration and reassessed when 
the Code is �rst reviewed. These 
include, for example, whether 
institutional investors should 
disclose their policies on stock 
lending, arrangements for voting 
pooled funds, and the nature of the 
information to be disclosed on voting 
records. 

The amendments the FRC has 
adopted are intended to incorporate 
guidance to institutional investors 
previously contained in Section E of 
the Combined Code, and to align 
this Code with the guidance on 
engagement provided to companies in 
the UK Corporate Governance Code.

Speci�cally, the guidance on 
Principle 3 (on the monitoring of 
companies) has been amended to 
encourage investors to:

meet the chairman of investee 
companies, and other board 
members where appropriate, as 
part of their ongoing monitoring 
and not only when they have 
concerns;
attend the General Meetings of 
companies in which they have a 
major holding, where appropriate 
and practicable; and
consider carefully explanations 
given by investee companies for 
departure from the UK Corporate 
Governance Code, and advise the 
company where they do not accept 
its position.

In addition the FRC has replaced the 
previous introduction to the ISC Code 
with a new Preface setting out its 
objectives of the Code and how it 
expects it to operate.

�

�
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The Code principles
Institutional investors should:

Publicly disclose their policy on 
how they will discharge their 
stewardship responsibilities.
Have a robust policy on managing 
con�icts of interest in relation to 
stewardship and this policy should 
be publicly disclosed.
Monitor their investee companies.
Establish clear guidelines on 
when and how they will escalate 
their activities as a method 
of protecting and enhancing 
shareholder value.
Be willing to act collectively 
with other investors where 
appropriate. 
Have a clear policy on voting and 
disclosure of voting activity.
Report periodically on their 
stewardship and voting activities. 

Application of the code
The Code is addressed in the �rst 
instance to �rms who manage assets 
on behalf of institutional investors. The 
FSA is expected to begin consultation 
in July 2010 on proposals to introduce 
a �comply or explain� disclosure 
requirement that would apply to those 
�rms authorised by the FSA to manage 
assets on behalf of institutional 
investors. The FRC expects those �rms 
to disclose on their websites the extent 
which they have complied with the 
Code, and how they have done so. 
Institutions that manage several types 
of fund need only make one statement.

However, the FRC is seeking to 
encourage all institutional investors to 
report on the Code, on the same basis 
as asset managers.

The FRC is encouraging all 
institutional investors to publish 
by the end of September 2010 a 
statement on their website of the 
extent to which they have complied 
with the Code, and to notify the FRC 
when they have done so.

1.

2.

3.
4.

5.

6.

7.
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The FRC is hoping that investors 
based outside the UK will commit 
to the Code. It recognises that, in 
practice, local institutions usually take 
the lead in engagement, but notes 
that support from overseas investors 
with signi�cant holdings can make a 
real difference.

The FRC is seeking to encourage 
service providers such as proxy voting 
agencies that engage with companies 
on behalf of investors to disclose how 
they have applied the principles of 
the Code that are relevant to their 
activities.

Although the FRC recognises that 
pension funds and other owners 
may not wish to become directly 
involved in engagement, it is hoping 
that they will contribute by, for 
example, mandating their fund 
managers to do so on their behalf and 
scrutinising with care their reports on 
engagement.

In this regard, the FRC has 
welcomed the guidance issued by the 
National Association of Pension Funds 
(NAPF) in March 2010 on how pension 
funds could apply the ISC Code 
(Pension Funds and the ISC Code � A 
Practical Guide; National Association 
of Pension Funds; March 2010).

How the code will operate
The Code does not constitute a 
requirement to engage. The FRC 
recognises that it is legitimate for 
some institutions to choose not to 
engage with companies if that does 
not form part of their investment 
strategy, or for other reasons. As with 
the UK Corporate Governance Code, 
the Code should be applied on a 
�comply or explain� basis.

In reporting terms this entails 
providing a statement on the 
institution�s website containing:

a description of how the principles 
of the Code have been applied; 
and
disclosure of the speci�c 
information listed under Principles 
1, 5, 6 and 7; or
an explanation if these elements of 
the Code have not been complied 
with.

The FRC recognises that not all parts 
of the Code will be relevant to all 
institutional investors. For example, 
smaller institutions may judge that 
some of its principles and guidance 

�
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are disproportionate in their case. 
In these circumstances investors and 
providers should take advantage of 
the �comply or explain� approach and 
set out why they consider this to be 
the case.

Disclosures made by overseas 
investors in respect of local standards 
can also be used to demonstrate the 
extent to which they have complied 
with the Code. In a similar spirit, the 
FRC has called upon UK institutions 
that apply the Code to use their best 
efforts to apply its principles to their 
overseas holdings.

Disclosures made in relation 
to the Code will assist companies 
to understand the approach 
and expectations of their major 
shareholders. They will assist those 
issuing mandates to asset managers 
to make a better informed choice, 
assist managers to understand the 
expectations of currents and potential 
clients, and may help investors 
interested in collective engagement to 
identify like-minded institutions.

For these bene�ts to be realised 
this information needs to be readily 
accessible. The FRC therefore proposes 
to list on its website all investors that 
have published a statement of the 
extent to which they comply with 
the Code. It will provide a link to the 
statements but will not comment on 
their contents.

The list will be made available on 
the FRC�s website from October 2010. 
The FRC is encouraging investors to 
publish statements on their websites 
by that date and encouraging them 
to specify in their statements an 
individual who can be contacted for 
further information and by those 
interested in collective engagement.

Reporting to clients
Principle 7 of the Code requires asset 
managers to report to their clients 
on how they have discharged their 
responsibilities, and the related 
guidance recommends that they 
consider obtaining an independent 
audit opinion of their engagement 
and voting processes. 

Guidance on this issue is currently 
being developed by a working 
group of the Institute of Chartered 
Accountants in England and Wales 
(ICAEW) in conjunction with various 
interested parties, and will be issued 
for consultation later in 2010.

The working group�s aim is to 

build on the Audit and Assurance 
Faculty (AAF) 01/06 guidance which 
has helped to deliver market-led 
independent assurance reporting 
over a wide range of investment 
management related activities. 
Key features will include a focus on 
those aspects of the Code that are 
objectively veri�able and keeping 
the cost down. Work is also taking 
place to ensure that the reporting is 
based on International Standards on 
Assurance Engagements.

Monitoring and review
The FRC will undertake annual 
monitoring of the take-up and 
application of the Code, which will 
begin in full in the second half of 
2011. In the interim the Investment 
Management Association (IMA) 
is continuing with its regular 
engagement survey, which is being 
tailored to cover adherence to the 
Code by those institutions that sign up 
and is introducing some independent 
oversight to the survey process.

As with the UK Corporate 
Governance Code there will also be 
regular reviews of the content and 
impact of the UK Stewardship Code. 
A decision will be made on the timing 
of the �rst review following the �rst 
full monitoring exercise. The review 
will consider whether changes are 
needed to re�ect developments in 
good practice or in the structure 
and operation of the market and if 
changes are needed to the broader 
regulatory framework.

There have been developments at 
European level since the completion 
of consultation on the draft Code. In 
June 2010 the European Commission 
published a green paper on corporate 
governance in �nancial institutions 
in which it indicated that it is 
considering possible action at EU level 
on the use of stewardship codes and 
other measures intended to motivate 
shareholders to engage with and 
monitor the �nancial institutions in 
which they invest. The Commission 
has also indicated that it will shortly 
be initiating a review of corporate 
governance in listed companies, which 
might be expected to raise similar 
issues, with a Green Paper to follow in 
early 2011.

The UK Stewardship Code can be 
downloaded from the FRC website 
at www.frc.org.uk/corporate/
stewardship.cfm.
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EC consults on 
governance in 
�nancial institutions
The European Commission has 
launched a consultation on corporate 
governance in �nancial institutions.

The green paper, a response to 
the perceived failings of governance 
at �nancial institutions which are 
considered to have precipitated 
the �nancial crisis, is the ��rst step� 
towards reforms of governance 
mechanisms in the �nancial services 
sector.

As well as a general discussion of 
governance, the green paper features 
a number of suggested options 
to improve existing governance 
arrangements at �nancial institutions. 
These include:

limiting the number of directors 
who are members in boards, for 
instance to three; 
requiring more expertise on 
boards; 
widening the ��t and proper test� 
to include evaluation of expertise 
and individual qualities of 
candidates; 
enhancing the role of supervisors in 
the review of corporate governance 
structures; 
mandating risk committees at 
board level tasked with setting 
policy on risk appetite, to be 
disclosed publicly through a risk 
statement;
strengthening the legal liability of 
directors via an expanded �duty of 
care�; 
strengthening the authority of 
the risk management function, 
potentially giving the Chief Risk 
Of�cer equal standing to the Chief 
Financial Of�cer; 
regulating or restricting stock 
options and golden parachutes; 
separating the functions of 
the Chairman and of the Chief 
Executive Of�cer; 
introducing a stricter duty for 
auditors to �ag anything serious 
to boards and supervisors, and to 
look at whether they should have 
an enhanced role to check the risk 
systems. This enhanced role would 
be in addition to the planned 
review by the Commission of 
auditors� existing role; and
mandating that institutional 
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investors publish their voting and 
engagement policies and records 
and adhere to stewardship codes.

The Commission will decide if any 
further legislation is required once the 
consultation closes � it suggests that 
a decision on this could be made in 
early 2011. The consultation closes on 
1 September 2010.

The consultation document, Green 
paper on corporate governance in 
�nancial institutions is available 
at ec.europa.eu/internal_market/
company/docs/modern/com2010_284_
en.pdf.

EU to oversee credit 
ratings agencies
The EU is seeking to exercise greater 
control over credit ratings agencies 
(CRAs) and introduce a ban on short-
selling across the whole of Europe. 

A proposed new EU authority, 
the European Securities and Markets 
Authority (ESMA), could have the 
power to investigate CRAs, perform 
on-site inspections, and take 
enforcement actions such as issuing 
�nes or, in serious cases, revoking 
licenses. It is hoped that this move 
will increase transparency in a sector 
which is blamed by many for the 
current �nancial crisis. 

The ESMA would have power 
over all EU-based CRAs, as well as 
the European branches of overseas 
agencies. It would have the power to 
overrule City regulators �in the event 
of an emergency�. The new body 
is due to come into existence on 1 
January 2011, and will based in Paris.

The plans were announced by 
Michel Barnier, the French �nancial 
services commissioner, who has also 
promised more measures on short 
selling and credit default swaps in the 
autumn.

�The changes to rules on 
Credit Rating Agencies will mean 
better supervision and increased 
transparency in this crucial sector�, 
said Mr Barnier. �But they are only 
a �rst step. We are looking at this 
market in more detail.� 

�If we are to prevent future crises, 
�nancial institutions themselves need 
to change. We need to ensure more 
effective internal controls, promote 
better risk management, strengthen 
the role of supervisory authorities and 

existing rules on sound remuneration 
policies should be implemented 
quickly to help curb excessive risk-
taking.�

Pensions record-
keeping guidance
The Pensions Regulator has published 
new guidance on pensions record-
keeping and, separately, on the 
winding-up of closed schemes.

The guidance on record-keeping 
suggests that, in order to comply 
with best practice, all schemes should 
measure the presence of member 
data and, if appropriate, have plans in 
place for improvement. 

It puts forward ways in which 
trustees can achieve this, including: 
suggesting speci�c targets for 
standards of common data; 
investigating standards in schemes, 
potentially taking action if there 
is a breach of legislation; setting 
a deadline of December 2012 for 
resolving outstanding data issues; 
and enhancing website�s educational 
material. 

The full record-keeping 
guidance can be accessed at www.
thepensionsregulator.gov.uk/
guidance/guidance-record-keeping.
aspx.

The new guidance on the winding 
up of pension schemes provides advice 
on common and complex areas in 
which trustees require help to meet 
the two-year target set for winding 
up schemes. The Regulator has said 
that it will be scrutinising schemes 
which fail to meet that target.

�The feedback we received during 
the consultation has been very 
constructive, and working with the 
industry has enhanced and clari�ed 
our approach�, said Bill Galvin, acting 
chief executive of the Pensions 
Regulator. �We are con�dent that, 
notwithstanding the challenges in 
addressing these issues, this is the 
right way forward.�

�Whilst there are encouraging signs 
of progress, we are yet to see the 
signi�cant improvements we expect. 
We will continue to monitor how the 
industry responds and will report 
again in 2011.�

The winding-up guidance 
is available at www.
thepensionsregulator.gov.uk/
guidance/guidance-winding-up.aspx.
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OFT to launch equity 
underwriting study
The Of�ce of Fair Trading has 
announced plans to undertake a 
market study into equity underwriting 
and associated services, and is seeking 
views on its scope.

In 2009, companies raised an 
estimated £70 billion of equity capital 
in the UK, paying an estimated £2 
billion in fees for equity underwriting 
and associated services. Initial 
discussions have con�rmed that there 
is some dissatisfaction with these 
services among corporate users of the 
market.

The OFT proposes that the market 
study, which will commence this 
summer, should look at rights issues 
and other types of equity-raising by 
the 350 largest UK public companies, 
to consider whether users� concerns 
are justi�ed.

However, it is asking for views on 
whether the scope of the study should 
be broadened to include aspects 
of capital-raising by companies 
whose securities are traded on the 
Alternative Investment Market (AIM) 
or initial public offerings (IPOs).

The OFT will talk to investment 
banks and other providers of equity 
underwriting services, large corporate 
businesses, the Government and trade 
bodies to assess:

How underwriting and related 
services are provided, including the 
level of competition for the work 
and how these different services, 
such as advice, arranging the issue 
and the actual underwriting are 
sold?
How underwriting services 
are purchased, including the 
information available to buyers 
and the incentives associated with 
them?
How the regulatory environment 
affects the provision of these 
services?

Clive Maxwell, OFT Senior Director 
of Services, said, �Economic growth 
and productivity rely on companies 
being able to raise capital ef�ciently 
for investment. We plan to study the 
ef�ciency of the equity underwriting 
market and identify any areas for 
improvement. Our study will also 
help us to advise the Government in 
its wider thinking about wholesale 

�

�

�

�nancial markets.�
Equity underwriting has been 

considered previously by the 
competition authorities in the UK. In 
1999, the Monopolies and Mergers 
Commission published a report on 
underwriting services for share offers. 
This followed three reports on equity 
underwriting which were published 
by the OFT in the mid 1990s.

OFT market studies are carried 
out under section 5 of the Enterprise  
Act 2002 (EA02) which allows a 
market-wide consideration of both 
competition and consumer issues. 
They involve an analysis of a particular 
market with the aim of identifying 
and addressing any aspects of market 
failure from competition issues 
to consumer detriment and the 
effect of government regulations. 
Possible results of market studies 
include: enforcement action by 
the OFT; a reference of the market 
to the Competition Commission; 
recommendations for changes in laws 
and regulations; recommendations 
to regulators, self-regulatory bodies 
and others to consider changes to 
their rules; campaigns to promote 
consumer education and awareness; 
or a clean bill of health.

The paper outlining the OFT�s plans 
can be found at oft.gov.uk/OFTwork/
markets-work/current/equity-
underwriting. Comments are required 
by 9 July 2010.

Investors call for 
greater pension 
transparency
Two investment bodies have written 
to FTSE company chairmen asking 
them to be more open about the 
pensions paid to their top executives.

The letter, sent by the National 
Association of Pension Funds (NAPF) 
and Local Authority Pension Fund 
Forum on behalf of their members, 
asks companies to disclose greater 
detail of their pension arrangements 
for board members and other top 
executives so that investors can better 
judge companies� total pay policies. 

�Pensions are not linked to 
performance in the same way that 
annual pay, share options or bonuses 
are,� argues the letter. �[We] are 
concerned that the generous pension 
terms found in many boardrooms 

could reward directors in their 
retirement despite failure in the job.�

For further details see the NAPF 
press release, Investors Want Greater 
Transparency On Boardroom Pensions, 
dated 15 June 2010 at www.napf.
co.uk/News/Index.cfm.

Action plan to end 
excessive regulation
The Business Secretary, Vince Cable 
has announced an action plan to bring 
an end to the excessive regulation, 
which will:

create a new Cabinet committee 
chaired by the Business Secretary to 
lead the drive to reduce regulation;
set as the committee�s �rst 
task an immediate review of all 
regulation in the pipeline which 
has been inherited from the 
last Government. The potential 
implementation costs have been 
estimated to be £5bn annually 
before April 2011 and £19.1bn per 
annum thereafter;
establish a new �challenge group� 
to come up with innovative 
approaches to achieving social and 
environmental goals in a non-
regulatory way; and
advocate a new �one-in, one-out� 
approach to regulation, which 
would seek to ensure that new 
burdens on business are only 
brought in when reductions can be 
made to existing regulation.

Mr Cable said, �The deluge of new 
regulations has been choking off 
enterprise for too long. We must 
move away from the view that the 
only way to solve problems is to 
regulate. The Government has wide-
ranging social and ecological goals 
including protecting consumers and 
protecting the environment. This 
requires increased social responsibility 
on the part of businesses and 
individuals.�

Bank payroll tax
HM Revenue and Customs has 
published a manual containing 
detailed guidance on the application 
of the Bank Payroll Tax. The manual 
can be found at www.hmrc.gov.uk/
manuals/bptm/index.htm.

�

�

�

�
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Emergency budget measures
As expected, Chancellor of the 
Exchequer, George Osborne announced 
plans in his emergency Budget to raise 
VAT to 20 per cent. The increase, which 
will be introduced from 4 January 2011, 
is expected to raise £13bn per year by 
the end of the current Parliament.

The measures outlined by the 
Chancellor in his emergency Budget 
are principally aimed at cutting 
Government spending and reducing 
the public sector de�cit. Public sector 
workers earning over £21,000 have 
had their wages frozen, and a number 
of public bene�ts have been cut back 
or have had limits imposed.

To balance this, the Chancellor has 
announced a number of measures 
designed to improve conditions for 
business. The key measure is a cut in 
corporation tax to 27 per cent from 1 
April 2011, with further reductions of 
1 percentage point each year until the 
rate reaches 24 per cent in 2014/15. 
The small companies rate will also be 
cut to 20 per cent from 1 April 2011.

To support new business, the 
Chancellor has offered a �holiday� 
from National Insurance contributions 
(NIC) for companies outside the South 
East. The exemption covers Class 1 
employers� NICs of up to £5,000 for 
the �rst ten employees in a company�s 
�rst year of trading, provided that 
they are based outside London, the 
South East and Eastern England.

Additionally, a 100 per cent �rst-
year allowance has been introduced 
for business expenditure on new and 
unused zero-emissions goods vehicles.

However, the rates on writing 
down allowances for plant and 
machinery have been reduced to 
18 per cent (from 20 per cent) for 
expenditure in the main rate pool, 
and to 8 per cent (from 10 percent) for 
the special rate pool. The maximum 
amount of the Annual Investment 
Allowance is to be reduced from 
£100,000 to £25,000 with effect from 
April 2012.

A new 28 per cent tax rate has 
been introduced for capital gains 
made by higher-rate taxpayers. 
The limit for gains qualifying for 
entrepreneurs� relief has been raised 
from £2 million to £5 million.

On the subject of tax, the 
Chancellor has promised a forum 

on the UK�s international tax 
effectiveness, with the aim of 
bringing about long-term reform of 
the existing corporation tax regime, 
as well as consulting on potential 
changes to the regime for taxing 
pro�ts made from companies� foreign 
branches.

Other measures revealed in the 
Budget include:

a clari�cation of the treatment of 
capital distributions with regard to 
dividend exemptions; 
minor changes to the worldwide 
debt-cap rules; and
abolition of the requirement for 
any intellectual property deriving 
from R&D to be owned by the 
company making the claim.

Bank levy
The Chancellor also revealed plans 
for a banking levy. The levy, which is 
expected to raise £2 billion annually, 
will:

be instituted from 1 January 2011;
be based on a bank�s total 
liabilities, excluding tier one capital 
and other relatively low-risk debt, 
based on a banks� balance sheets; 
be set initially at 0.07 per cent (a 
lower rate of 0.04 per cent will 
be applied to longer maturity 
wholesale funding), and;
not be deductible for corporation 
tax purposes.

The Government will consult on the 
details of the levy over the summer.

Tax avoidance measures
Mr Osborne also outlined a number 
of new measures to crack down on 
tax avoidance. The Chancellor �rst 
announced an immediate extension 
to the rules regarding �derecognition� 
of loan relationships and derivative 
contracts. A technical note from the 
Treasury explaining this, along with 
new rules to counter the problem 
in the wider sense, is due to be 
published shortly.

Another change brought in with 
immediate effect is the creation of an 
anti-avoidance measure to prevent 

�

�

�

�
�

�

�

corporate investors using �Authorised 
Investment Funds� in avoidance 
schemes designed to create a credit 
for UK tax where no UK tax has been 
paid. The �nal immediate change was 
the addition of life insurance business 
to the rule preventing avoidance of 
tax via manipulation of unrecognised 
pro�ts.

Other changes proposed include:

a general anti-avoidance rule;
a consultation on bringing 
inheritance tax on trusts within 
the Disclosure of Tax Avoidance 
Schemes regime;
an examination of whether further 
changes are required to prevent 
stamp duty land tax avoidance;
an examination of how trusts and 
other vehicles are used to reduce 
liabilities for employee awards or 
avoid restrictions on pensions tax 
relief, and;
the introduction of rules 
countering the manipulation of 
consortium relief rules.
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