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SEC loses selective
disclosure case
against Siebel

Fears over new ﬁnancial
reporting standards intensify

A US District judge has accused the
country’s Securities and Exchange
Commission (SEC) of enforcing selective
disclosure rules in an “overly aggressive
manner”. The comments from Judge
George Daniels came as he dismissed the
SEC’s case against Siebel Systems, a
technology firm, over potential selective
disclosure, under Regulation Fair
Disclosure (Reg FD) rules.
The SEC accused Siebel finance
director Kenneth Goldman of selective
disclosure last year. But the software
company contested the accusations.
The US market regulator has
accused six other firms of selective
disclosure under Reg FD.

Regulators and accountancy
groups are responding to
growing discontent over the
impact of international financial reporting standards
(IFRS) on the ability to make
like-for-like
comparisons
between companies’ accounts.
The UK’s market regulator, the Financial Services
Authority (FSA), is monitoring the presentation of company reports under new
international financial reporting standards (IFRS),
according to the Financial Times.
The FSA is responding to concerns that companies
in the same sector are highlighting different performance measures under IFRS, making results difficult
to compare.
The Committee of European Securities Regulators

The German government is assessing
proposals to allow companies to reward
shareholders who turn up to AGMs and
exercise their right to vote.
Under the proposals, investors who
vote at AGMs could receive 10 to 20 per
cent higher dividends. The move is part
of a response to fears that hedge funds
and other activist overseas investors are
exerting a disproportionate amount of
influence over German quoted companies, due to declining AGM attendance.
This issue made headlines earlier this
year when foreign investors protested
against a mooted takeover of the London
Stock Exchange by Deutsche Börse.
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has also drawn attention to IFRS comparability issues.
Meanwhile, a prominent accountants’ lobby has
warned that a new international reporting standard
covering derivatives could lead to the communication
of misleading financial results.
The Association of Corporate Treasurers has
criticised the way in which the new IAS 39 standard
forces companies to report derivatives related to interest
rate, currency and commodity risk at “fair value”.
The association argues that the rules in this area are
too rigid, causing firms to report in a way that has
little bearing on real-life economic circumstances. The
result, critics to IAS 39 argue, can be unnecessary
increases in earnings volatility – leading to unease in
the financial markets.
French banks have also criticised IAS 39.
The Association of Corporate Treasurers has
submitted its concerns to the International Accounting
Standards Board, which is responsible for drawing
up new international accounting standards.

Aim, the UK-based market for
smaller caps, has announced
plans to attract continental
European firms in their
droves. The small- and mid-cap
exchange is making the move
in response to the findings
of a new survey by Oxford
Metrica, which claims that
thousands of European companies are in a suitable position
to list on Aim.
According to the research,
if all suitable small and medium-sized companies listed on Aim, the exchange
would triple in size, while the European Union’s GDP
would be boosted by as much as €50bn per year.

Aim plans to recruit more non-UK firms via a
network of advisers throughout Europe.
The small-cap exchange, launched by the London
Stock Exchange (LSE) in 1995, has seen more companies list this year than ever before (389 by October 5).
The attractions of listing on Aim include the lack of
a minimum market capitalisation; the ability for firms
to carry out transactions without shareholder approval;
and the lack of a minimum requirement for the number
of shares held by the public.
Announcing plans for the overseas expansion of
Aim, LSE chairman Chris Gibson-Smith (left) told a
conference: “We believe Aim’s destiny is to provide
Europe with its growth market, building sound
foundations for enterprise and growth across Europe,
stimulating new economic activity and reducing the cost
of capital in the European economy.”

IN THE
SPOTLIGHT

FSA: sell-side research
bias is “cause for concern”
The UK’s Financial Services Authority (FSA) has
warned investment banks that is still not always
clear to institutions whether research they produce is independent. The warning comes one year
before UK investment banks will be forced
to disclose to clients what proportion of their
commissions are linked to execution and research.
The FSA’s expression of concern over the
transparency of research was prompted by a
recent survey of more than 200 investors and 27
banks by the FSA and research consultancies
MORI and NERA.
Christina Sinclair, head of the FSA’s
institutional business policy, told brokers: “We’re
not going to have a prescriptive approach but, if
you’re going to lead your investors to believe
research has been produced impartially, then you
must meet the conflict of interest management
standards and your policies must clearly state how
conflicts are managed.”
But while the recent research raised concerns,
it also brought good news: the proportion of
investors who do not trust equity research has
dropped from 75 per cent to 22 per cent over the
last few years.
The FSA will force brokers to “unbundle” the proportion of commissions they allocate to
research by October next year. The move will form part of the implementation of the European
Markets in Financial Instruments Directive (MiFID). The purpose of unbundling is to clarify to
investors what services they are paying investment banks for.
Paul Myners, former head of Gartmore and author of a 2001 report that called broker commission transparency into question, has argued that fund managers should pay directly for research.
He is a critic of the current value of sell-side research (see lead news story, page four).

Investors take legal action Global survey of
over Murdoch poison pill
disclosure practice
Investment and pension funds including Hermes, ABP launches this month
and USS are taking media firm News Corp to court
over its failure to allow shareholders to vote on the
renewal of a “poison pill” provision.
As reported in Real IR last month, News Corp
installed the poison pill provision last year to prevent
John Malone, chairman of rival media group Liberty
Media, from increasing his stake in the Rupert
Murdoch-chaired company.
In October last year, News Corp indicated that
shareholders would be given the opportunity to ratify
the renewal of the poison pill within one year. But
Murdoch revealed in August this year that shareholders
would not be given such an opportunity.
A total of 12 investment and pension funds are
suing News Corp over what they see as a breach of
trust. Many corporate governance groups are also
angry at the move.
News Corp will hold its AGM on October 21.

MZ Consult, a New-York-based consultancy, is launching its 2006 assessment
of IR web sites, corporate governance
practices, earnings releases and other
forms of disclosure this month. In order
to take part, companies need to register
by October 31 this year.
The Global IR Rankings, sponsored by
KPMG, JP Morgan and Linklaters, is
open to any public company in the
world – though most applicants in past
years have been US-listed.
The editor of Real IR is on the technical
committee overseeing the assessment
process. The results of the survey will be
released in February 2006. To register,
visit www.irglobalrankings.com
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“If the price of
comparability and
convergence is that we allow
rules to overtake principles,
then in my view, that is not
a price worth paying”
Glyn Barker, UK head of assurance at
PricewaterhouseCoopers, calling on guests at the audit
firm’s “building public trust” awards to protest the move
towards a legalistic approach to financial reporting.

“If investors, large and
small, come to the view
that they cannot trust the
information companies
announce to the market, they
will avoid the market when
making investment decisions.
The health of the financial
services industry which is
a major contributor to the
UK economy will suffer”
UK Judge Elwin, on sentencing the former CEO and CFO
of software firm AIT to three years and two years in prison
respectively, for “recklessly” misleading the market.

“Cross-border clearing
and settlement costs can
be up to six times more
than those of domestic
settlements... The next
six months are crucial. As far
as I am concerned, the clock
is ticking”
Charlie McCreevy, European Commissioner for the
Internal Market, calling on the financial services industry
to move fast to cut the costs of cross-border trading.
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