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With over 12 million people dependent on stocks and shares and other
financial instruments for their financial futures, it is vital to protect the interests
of investors and savers in the UK. Equally with £400 billion of funds under
management and over 25,000 regulated people plus support staff employed at
500 sites across the British Isles, the investment community represented by
APCIMS” member firms is a major contributor to the UK economy.

However, if the environment

for that community becomes
unfavourable in the UK, there

is a risk that firms will set up in
more advantageous jurisdictions
and passport into the UK to

do business. There are already
examples of this happening. Not
only does this mean that HM
Treasury loses revenue, but jobs
which could have been located in
the UK are created elsewhere.

The crisis in global financial
services undoubtedly marks a
pivotal moment both for the UK
industry and for our economy.

It is in the country’s collective
interest that the UK’s global
advantage is not eroded as a
result of new regulatory or tax
regimes introduced as a backlash
to recent circumstances.

It is important to distinguish
between the need for global
regulatory initiatives (to protect
consumers during the current

crisis) and unnecessary initiatives
which burden smaller firms

such as those in our industry.
Whilst we fully appreciate the
need to guard against the worst
excesses of the global financial
services community, we appeal
to political parties to help ensure
we do not over compensate in
the UK for conditions which

are beyond the UK’s control.

It is imperative that political
parties consider the interests of
investors (including individuals,
charities, trusts and pensions
funds) and investment firms
whilst they are preparing policy
in the run up to the next general
election. We therefore present
the Investment Manifesto.



APCIMS

The Association of Private

Client Investment Managers

and Stockbrokers (APCIMS)
represents firms acting on behalf
of investors . Member firms deal
primarily in stocks and shares for
individuals, trusts and charities
and offer a range of services
from execution only trading (no
advice) through to full portfolio
management. Our aim is to
ensure that the regulatory, tax and
other changes across Europe are
appropriate and proportionate
for the investment community.

In order to assist political parties
to think through their policies in
the run up to a general election we
have produced this document as a
handy list of issues for the policy
making community to consider.

We have sought to be as responsible

and helpful as we can. Rather
than issuing a list of demands we
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If you would like any further information on
any of these policies or to comment on them,
please contact:

Dirk Paterson

Head of Public Affairs and Communications
(0)20 7448 7100/07507 855 428
dirkp@apcims.co.uk

have taken seven issues in this
document and for each we have:

e Explained the issue
e Stated the change required

e Broken down the impact
on the industry and

e Examined the impact
on government

We would welcome the
opportunity to explain any
of these issues further.

We hope you will find this
document helpful.
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Ensure any new regulation

is properly measured against

a cost benefit analysis, is
proportionate and appropriate for
the investment community and
meets better regulation criteria.

02.

Maintain and develop London
as a global financial centre
through a benign tax system
which encourages growth.

03. P10

Plan sufficient time ahead of tax
changes for there to be appropriate
preparation and consultation

prior to implementation.

04.

Reduce the rate of stamp
duty/SDRT on chargeable
securities to 0.25 per cent.

Move the base date for
computation of Capital Gains Tax.
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Resist a single European

regulator through strengthened
dialogue with European Union
institutions including increased
HM Treasury staff resource to the
European institutions and a full
commitment by the UK Chancellor
to attend ECOFIN meetings.

01. P16

Retain the commitment to fighting
financial crime and increase
pressure on foreign governments to
shut down boiler room operations
while improving public awareness
of the problem in the UK.

Lobby the US Government

to ease the burden of the US
Qualified Intermediary (QI)
regime on UK investment firms,
particularly those who have a
predominantly non-US client base.
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Lobby the US to repeal US 15
person rule and its application
(Investment Advisors’ Act)
to allow UK firms to have
more than 15 US clients

P18
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Ensure regulation is properly measured against
a cost benefit analysis, is proportionate and
appropriate for the investment community and
meets better regulation criteria.

Since MiFID was introduced
on Nov 1st 2007 the FSA has
introduced some 4114 pages
of information that need to be
addressed by our members.
This amounts to almost 16
pages per working day.

Much of this is given as ‘non
guidance’ and increasingly
communicated in the form of
reports or even speeches without
due consultation. It is incumbent
on firms to assess the applicability
of each of these and if necessary
allocate significant resources to
their implementation. Senior
management and boards of our
firms are being required to devote
increasing energy and time on
assessing regulatory initiatives.

Regulatory initiatives such as

Treating Customers Fairly and
ensuring data security have
generated substantial costs

and commitment of time and
resource for firms. In introducing
these initiatives the FSA has
effectively circumnavigated the
checks and balances envisaged

in the Financial Services and
Markets Act (FSMA) on the

introduction of new regulation.

As a result of the lack of
consultation in many cases detailed
policy requirements set out by

the FSA often do not relate to the
business models of our members.
This in turn means that policy
often fails to address what is
appropriate and proportionate

in terms of a firm’s size and

the activities they undertake.

The FSA continues to adopt a
one size fits all approach without
recognising in particular that the
‘retail’ financial sector comprises
a range of different sub-sectors.



There is also an evident lack of
understanding that regulatory
action should only be required
where this is clearly supported
by a relevant analysis of the
problem(s) by sub sector. The
absence of cost benefit analysis
particularly in respect of Treating
Customers Fairly has resulted

in a stream of piece meal
developments over the past two
years with little tangible benefit
for our members or their clients.

Change required:

FSA needs to comply with the
spirit as well as the letter of
FSMA. A cost benefit analysis
and detailed consultation must
be undertaken before issuing
regulation or near-regulation in
any form to the financial services
industry. The FSA must provide
market evidence in support of the
concerns they express, together
with relevant case studies.

A cost benefit analysis and detailed
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consultation must be undertaken before
issuing regulation or near-regulation in any
form to the financial services industry.

Impact on industry:

Detailed assessment of the
impact of regulatory initiatives
including the use of cost benefit
analysis and proper consultation
should result in regulation that

is appropriate and proportionate
for the financial services industry.
This would reduce costs, increase
regulatory effectiveness, for
example in securing investor
protection, and ensure a more
efficient take up of proposals.

Impact on Government:

The FSA would gain credibility
and authority over the regulated
financial sector. Regulation
would be more accurately

and more efficiently targeted.
Appropriate, proportionate, and
cost-effective regulation would
win respect and help to stem and
reverse the migration of business
to locations outside the UK.
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Maintain and develop London as a key global
financial centre and the European regional hub,
and promote other leading UK financial centres

Millions of people involved in the
investment industry throughout the
UK are dependent on London as

a global financial centre. The UK’s
12 million investors and savers as
well as over 60,000 workers in
500 offices within the private client
investment industry depend on the
continuing success of London as
the unchallenged hub for financial
business in the European region. It
is vital that the tax and regulatory
systems are geared to maintaining
London in this prime position

and that they support other UK
centres (Edinburgh, Glasgow,
Manchester, Liverpool, Leeds, and
Birmingham, to name but a few) as
locations that attract international
financial business. This issue is
particularly acute in the current
turbulent economic climate.

Change required:

Transparent, stable and controlled
fiscal policies with no surprises
(such as the recent CGT and Non-
Dom initiatives which are widely
seen abroad as shooting ourselves
in both feet) aimed at increasing
the UK’s attractiveness as a place
to locate financial business.

No knee-jerk recourse to new tax
legislation or legislation affecting
other areas with a significant
impact on the financial services
community, such as regulation.

Genuine simplification of
existing regulation is essential,
as is the endorsement and
proper implementation of the
principles-based, risk-based
and outcome focused approach
without gold-plating.

Government must be committed
to defending and promoting

the UK financial sector’s
interests in European and
international debates.



Impact on industry:

Industry will be more likely to
stay in London/UK or to relocate
to here from abroad. This will
increase UK-based employment
and regenerate confidence in

the UK’s fiscal and regulatory
environment, including its
long-term predictability.

Impact on Government:

These measures would attract
City and business support for the
Government. They would also
provide an increased tax base to
finance redistributive and popular
projects. A higher level of business
activity will speed up GDP growth
with beneficial consequences for
the economy, employment, and
public perceptions of Government.
Ultimately appropriate regulation
will meet the FSMA requirement
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The UK's 12 million investors and savers as
well as over 60,000 workers in 500 offices
within the private client investment industry
depend on the continuing success of London
as the unchallenged hub for financial
business in the European region.

This will increase UK-based employment and
regenerate confidence in the UK's fiscal and
regulatory environment, including its long-
term predictability.

that the FSA has been given in
discharging its functions: “must
have regard to the international
character of financial services
and markets and the desirability
of maintaining the competitive

5

position of the United Kingdom™.
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Plan sufficient time ahead of tax changes for there
to be appropriate preparation and consultation prior
to implementation

Government must ensure that
tax changes allow sufficient time
for individuals and their advisers
to digest the content and make
appropriate plans for the future.

The ill judged and timed proposals

of the autumn of 2007, and the
manner of their introduction and

implementation, in respect of non-

domiciles and capital gains tax

created uncertainty and confusion

to the detriment of individuals,
businesses, and the country as
a whole. In respect of the CGT
proposals the final rules were
still unknown with less that 55

working days left of the fiscal year.

Change required:

A commitment is required

to plan ahead and to consult
fully with interested parties on
taxation for major new initiatives
prior to their implementation.

It is essential that the details

of tax changes for relevant

industries can be confirmed
12 months in advance of their
required implementation date.

Impact on industry:

Sufficient advance warning
would allow businesses and
individuals to prepare for tax
changes and implement them on
time. It would induce a climate
of confidence in both markets
and with Government on the
part of financial practitioners
and consumers alike.

Impact on Government:

Government would receive a
more efficient tax take up and be
better placed to plan their income
stream. This would also assist
the Government’s reputation in
the sector and in particular it
would restore market confidence
in government tax policy making.
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Reduce the rate of Stamp Duty/SDRT

Stamp duty/SDRT currently
provides the Government
with around £3 billion

a year in revenue.

Increasing competition between
trading venues and between
intermediaries in recent years
has reduced the market costs

of financial transactions. As a
result, stamp duty has become
an increasingly large proportion
of overall transaction costs. At
the same time, financial products
that are exempt from stamp duty/
SDRT such as Contracts for
Difference and Spread Bets have
become increasingly popular
amongst private investors.

Research undertaken last year

for the Corporation of the City
of London has suggested that the
abolition of stamp duty could add
as much as £146bn to the value
of UK shares. Other research
suggests that stamp duty of 0.5%
depresses share values up to

10% and increases volatility.

The UK’s stamp duty rate of 0.5%
is the largest of any G7 country.
France, Germany, Italy, The
Netherlands and Luxembourg
have abolished stamp duty which
following MiFID makes the UK
increasingly uncompetitive. The
US stamp duty rate is 0.0003%.

Unfortunately the announcement
in the 2008 budget to abolish
stamp duty on share purchases
up to a value of £1,000 only
affected a tiny proportion of
share transactions (so called
residual securities which cannot
be settled in the CREST system).

Change required

The rate of stamp duty/SDRT
has remained unchanged since
1986 when the markets were far
less global than they are now
and international competition
for financial market business
was much less keen. APCIMS

Continued over...
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Research undertaken last year ... has suggested that the
abolition of stamp duty could add as much as £146bn to
the value of UK shares.

welcomed the Conservatives’
commitment (Conservative
press release of 2 May 2007) to
“look carefully at the case for
abolishing or reducing stamp
duty on shares” and encourages
all parties to reduce stamp duty/
SDRT as part of their pre-
election policy commitment.

Whilst of course APCIMS would
welcome complete abolition of
stamp duty/SDRT, government
finances may not make this
realistic in the immediate future.
We believe the Government should
send a clear signal that it wishes

to make the UK stock market
competitive and reduce the rate of
stamp duty /SDRT to 0.25 percent.

Impact on the industry

There will be systems’ changes
required for the industry if this is
implemented (but this is inevitable
even if there is complete abolition
of stamp duty and SDRT).
However whilst there will be a
cost to industry, such a measure
should stimulate investors to

buy and sell more shares and
bring the benefit of increased
business to authorised firms. In
addition it would make a valuable
contribution to the liquidity of
company shares. Such a boost

to UK share trading would be a
welcome ‘shot in the arm’ during
these challenging economic times.

Impact on Government

Reducing the Stamp Duty SDRT
rate to 0.25 per cent would
represent a cost to Government
(although not as large as the
outright abolition of stamp duty/
SDRT). However it would send a
message to business and the public
about the value placed by the
authorities on saving and investing
for the future. Increased trading
should also provide Government
with increased tax receipts in
other areas such as capital gains.

As important is the issue of
international competitive
advantage: it is vital for the
Government to maintain UK plc as
an attractive location for financial
services industries and for investors
to do business (see item 2 above).
The continuation of stamp duty/
SDRT in the UK in the face of its
increasing abolition in competing
financial centres can only be seen
as a handicap, to the detriment of
the UK’s international position.
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Capital Gains Tax: Moving Base Date for

Computation of CGT

Indexation allowance used to
apply to assets that were acquired
before April 1998. In some
circumstances this significantly
reduced the gain arising on a
disposal by taking inflationary
increases into account. The
abolition of any accrued RPI
indexation allowance has
retrospectively made purely
inflationary gains between 1982
and 1998 liable to CGT. These
“gains” (illusory in real terms)
were not taxed under any of the
various CGT regimes operating
during the past 25 years.

Change required

In order to address this and in
keeping with the Government’s
CGT simplification agenda, a
further reform should be to move
the base date from when gains are
computed from 1982 to the value
of the shares in March 1998. This
would allow long term investors to
retain the benefit of any indexation
accrued between 1982 and 1998.

a further reform should be
to move the base date from
when gains are computed
from 1982 to the value of the
shares in March 1998.

Impact on the industry

There will be changes required
to CGT systems but with a
sufficient lead-in time this would
be a major further simplification
which would be welcomed by
both the industry and investors.

Government impact

This change would be relatively
small in terms of revenue. It would
however send a positive message
to business and investors and help
encourage long-term investment.
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Resist a single European regulator through
strengthened dialogue with European Union institutions
including increased HM Treasury staff resource to the
European institutions and a full commitment by the UK
Chancellor to attend ECOFIN meetings.

It is important to maintain
a decentralised approach to
regulation while preserving
open markets in the
European Union.

Around 70% of the legislation
hitting the UK financial services
industry in recent years has
originated from the European
Union. APCIMS believes that
savers and investors should have
access to investment possibilities
and markets across the Europe
Union. We therefore strongly
support the development of open
markets across the EU based

on pan-European legislation.
However APCIMS also believes
that the UK financial services
industry is best regulated and
supervised from within the UK.

Change required:

We endorse approaches to
regulation and financial innovation
at EU level that enhance the
competitive position of the UK
and Europe Union in the global
economy and bring benefits

to investors. However it is
important that the UK voice,
with its unrivalled experience

of the full range and depth of
financial services business, is fully
heard and heeded in European
debate and policy formulation.

In order to maximise impact

the Government needs to:

e engage fully with the
Council of Ministers and
the European Parliament;

e ensure HM Treasury is
properly staffed on the EU side;

e ensure that all UK secondments
to the European
Commission and elsewhere
are staffed adequately



e resist the introduction of a
centralised European single
regulator accountable to
the Commission in Brussels
rather than to the national
governments and parliaments
of the member states

Impact on industry

UK investors and financial services
businesses benefit from access to

a range of investment vehicles
from across Europe. This increases
choice and business activity.

Full government engagement

is the best method of ensuring
that the European market is
structured and regulated in a
manner that suits UK practitioners
and their clients, enabling

them, to take full advantage

of the opportunities offered.

Such engagement is the way to
guard against moves that would
decrease UK sovereignty over
the market and increase the
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Around 70% of the legislation hitting the UK
financial services industry in recent years has
originated from the European Union.

control of agencies remote from
it. In particular, it is the way to
ensure that national regulation
and supervision is maintained,
with the concomitant benefits

of greater industry participation
in the regulatory process, and
tendencies to a centralised super-
regulator for Europe held at bay.

Impact on government

These moves would collectively
contribute to the retention of
national regulatory control over
the UK market, as well as creating
greater influence in EU regulatory
and other debates. Additionally
we would expect to see more
effective promotion of UK ideas.
A key plank of this activity would
be to increase the ability of the
UK to resist the introduction

of a European super regulator
accountable to the Commission
rather than to the national
governments of member states.
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Retain the commitment to fighting financial crime
and increase pressure on foreign governments to
shut down boiler room operations while improving
public awareness of the problem in the UK

Boiler rooms are now defrauding
UK citizens to the tune of between
£200 and £500 million a year.
The firms operate from abroad
where they can slip under the
local regulatory net until detected.
Although they may not harm
individuals in the countries where
they are based, they target UK
residents by high pressure phone
sales. There are now thousands of
cases where vulnerable people in
the UK have parted with all their
savings for worthless financial
instruments, often taking the
form of restricted shares which
cannot be resold. Increasingly we
encounter cases of boiler room
firms calling from countries such
as Spain, Switzerland, Dubai,
Bermuda or the US. They often
have a UK-listed address and a
grand sounding name to provide
an air of legitimacy. Unlike

bona fides financial firms they

are almost never regulated.

Change required

We welcome the FSA’s recent
international conference on boiler
rooms. However we want to see
the UK Government encouraging
more international cooperation
to maximise efforts in the
tracking and shutting down of
boiler rooms. As regards Europe,
boiler rooms are illegal in all
countries where the MiFID has
been implemented. Were MiFID
properly enforced in all member
states boiler rooms would not be
able to operate in EU countries.
We welcome commitments

from the Spanish Government

to out law boiler rooms but
await the tangible results.
Additional action is required
with countries outside the EU.

At the same time there needs to
be coordinated domestic action
between the FSA, consumer
groups and trade associations
to help inform and educate UK
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Boiler rooms are now defrauding UK
citizens to the tune of between £200 and
£500 million a year.

residents about the problem so

they can protect themselves. Were MiFID properly enforced in all member
Impact on government states boiler rooms would not be able to
Although the crimes are committed operate in EU countries.

by firms operating in foreign
jurisdictions, victims in the
UK blame the Government for

the financial services industry is

not adequately protecting UK lost if this distinction is not made
residents. Financial crime which andvlr.lvestorls are defrauded.

is successfully perpetrated, such Decisive action from government
as boiler rooms, undermines undoubtedly helps to shore up
confidence in the Government confidence. An adequate public
and in the Government’s awareness programme would
ability to protect investors and help investors to differentiate
savers. Decisive action from the more clearly between rogue

firms and authorised entities.
This would in turn help to
ensure that the stockbroking

Government would reverse these
tendencies and restore credibility.

Impact on the industry industry is not tarnished by
Savers and investors need to be gssociation with malpfactice
able to differentiate between in the eyes of the public.

unregulated rogue traders — against
whom they have no protection

— such as boiler rooms, and
properly regulated and authorised
investment firms. Confidence in
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Lobby the US Government to ease the burden of
the US Qualified Intermediary (Ql) regime on UK
investment firms, particularly those who have a
predominantly non-US client base.

In 2001 the US authorities
introduced a new global reporting
and withholding tax regime,

the Qualified Intermediary (QI)
regime, requiring investment
firms worldwide to identify and
provide details of US taxpayers
(both resident and non-resident)
to the US tax authorities (the US
Internal Revenue Service (IRS)).

The QI regime also requires any
client who has US shareholdings to
be identified either by completing

a complex and US-styled W8-BEN
form or by undertaking a Know-
Your-Customer check similar to the
UK Anti-Money Laundering (AML)
regime. This is to ensure that they
are paying the right amount of

tax. (The withholding rate for UK
taxpayers is 15 per cent whereas

in other jurisdictions in can be

30 per cent.) The US QI regime is
particularly burdensome and costly
for the vast majority of UK private
client stockbrokers and investment
managers given that they have very
few, if any, US taxpaying clients.

Corporate actions can result in
UK citizens having to comply with
these requirements. For example
when Cadbury’s plc floated their
subsidiary Dr Pepper on the US
market this corporate action meant
UK share holders in Cadbury
Schweppes became subject to the
US regime. The share holders are
then subject to US tax, unless

the share holder completes the
WS8-BEN form or complies with
the relevant KYC requirements.
The burden for this lands with

the UK brokers and is excessively
costly and time consuming.

As part of the US QI regime
there is also an audit process

for those firms who have
reportable amounts of US income
above a certain threshold.

Pressure from the US Senate in
recent months, caused by examples
of details of US taxpayers being
concealed from the US tax
authorities has led to the IRS
proposing additional measures to



further increase the extraterritorial
nature of the QI regime. In
particular QIs will have to have
their audits signed off by a US
audit firm - currently the audit is
verified by a UK auditor - if the
proposals in IRS Announcement
2008-98 for comment by 28
February 2009 are confirmed.

Change required:

As part of its ongoing discussions
with the US Government, the

UK Government should lobby

to ease the burden of the US

QI regime on UK investment
firms and seek a reversal of

the increasing extraterritorial
nature of the QI regime.

Specifically, in order to reduce the
cost and administration of the

QI regime, APCIMS is lobbying
the US IRS to allow firms to

use electronic verification that
they currently use for their UK
AML checks rather than having
to get clients to complete what
are essentially US tax forms. In
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Allowing the use of electronic verification
of clients will alleviate the burden of the US
QI regime on UK private client stockbrokers
and investment managers and may help
encourage them and their clients to invest
more in US stocks and shares.

view of the political pressure
being exerted on the IRS, the UK
Government should also lobby
its US counterparts on this issue.

Impact on industry:

Allowing the use of electronic
verification of clients will alleviate
the burden of the US QI regime
on UK private client stockbrokers
and investment managers and
may help encourage them and
their clients to invest more in

US stocks and shares. Increased
investment in US companies would
result in increased tax revenues
for the US authorities as well as
annual cost savings to UK firms.

Impact on Government:

No direct cost or benefit to the
UK Government but the UK
financial services sector would
welcome its intervention in what
is becoming an increasingly
costly and administratively
burdensome regime.
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Lobby the US to repeal US 15 person rule and its
application (Investment Advisors’ Act) to allow UK
firms to have more than 15 US clients

Currently US regulation does

not permit APCIMS members to
have more 15 clients in the US.
Invariably some long standing
clients may move to the US for a
variety of reasons and firms are
faced with the prospect of advising
them that they can no longer
manage their account because

in most cases they will already
have 15 clients. The rule causes
problems for individuals and firms
particularly where individuals have
been sent to work in the US for a
period of time but will return to
the UK in due course. In addition
UK firms are not permitted to
market to the US, despite US
access to European client base.

Change required:

We are seeking a change to the
existing legislation such that
there is no limit to the number
of clients a UK firm may have
in the US. (This is provided
the firm is appropriately
authorized and regulated in
the UK for the purposes of the
business which it intends to
undertake with US clients).

Access that US firms
have to European clients
should be reciprocated
with equivalent access.



Impact on Industry:

© 2008 APCIMS 21

Access that US firms have to European
clients should be reciprocated with
equivalent access.

Impact on Government:

This would allow many UK firms
to continue to work on behalf

of existing clients while they are
resident in the US, and avoid the
embarrassing situation of having
to stop advising clients who are
US residents (even for a short
period). It would also provide
an appropriate basis for UK firms
to access new US clients without
fear of arbitrary limitation.

Services which are delivered
from the UK are taxed in the
UK. Clients advised by firms
resident in the UK would
generate tax income for the UK
Government when acting on
behalf of clients living in the US.

This would be an easy win for
the UK Government and help
build confidence in their advocacy
on behalf of the private client
investment sector. It would

also provide a new element for
UK Government input to EU
negotiations with US authorities
on mutual recognition.

! APCIMS has around 180 members, over 125 are private
client investment managers and stockbrokers and the rest are
associate members providing related services to our firms.
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With over 12 million people dependent on stocks and shares and other
financial instruments for their financial futures, it is vital to protect the
interests of investors and savers in the UK.

> Contact APCIMS
E: info@apcims.co.uk
P: 020 7448 7100
APCIMS F: 020 7638 4636
the

ovestm ity www.apcims.co.uk




