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UK Listing Review - the FCA sets the
stage for radical reform

The FCA has published a consultation paper outlining its potential approaches to reform substantially the UK's
listing regime (“CP21/21") together with a press release. This follows proposals set out in Lord Hill's UK Listing
Review (see The UK Listing Review - seizing the opportunity for reform? for more information) and the Kalifa
Review of UK FinTech, both of which highlighted specific elements of the listing regime that act as barriers to
companies listing and made recommendations for change.

The FCA has already published final rules on SPACs in response to those recommendations (see Keeping up
with the neighbours? FCA consults on a new UK SPAC regime), which we will cover in a separate note. HM
Treasury has also published a consultation paper outlining wide-ranging proposals to reform the UK's
prospectus regime (see Reimagining the UK’'s prospectus regime - HM Treasury publishes its consultation
paper).

Overview

The FCA’s consultation is in two parts. Firstly, there is a broad discussion on the purpose and value of the
Official List and whether wider-reaching reforms could improve the longer-term effectiveness of the UK's
capital markets.

Secondly, the FCA seeks to address issues with the existing regime that it feels are more urgent and do not
impact the more holistic consultation. These involve:

e allowing dual class share structures (“DCSS”) in the premium listing segment in certain limited
circumstances;

e reducing the free float (amount of shares an issuer must have in public hands) for premium and standard
listed companies from 25% to 109%;

e increasing the minimum market capitalisation threshold for the premium and standard listing segments for
shares in companies (other than funds) from £700,000 to £50 million;

e seeking views on additional alternatives for some companies to the 3-year track record requirement; and

e making minor changes to the Listing Rules, Disclosure Guidance and Transparency Rules (“DTRs”) and
Prospectus Regulation Rules to simplify and modernise them.



https://www.fca.org.uk/publication/consultation/cp21-21.pdf
https://www.fca.org.uk/news/press-releases/fca-consults-reforms-improve-effectiveness-uk-primary-markets
https://www.simmons-simmons.com/en/publications/cklwfo4pb2bl80961s41j30h8/the-uk-listing-review-seizing-the-opportunity-for-reform-
https://www.simmons-simmons.com/en/publications/ckobf22qzbbju0959vv0mfqyh/keeping-up-with-the-neighbours-fca-consults-on-a-new-uk-spac-regime
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/999771/Consultation_on_the_UK_prospectus_regime.pdf
https://www.simmons-simmons.com/en/publications/ckrvzyekw1a1q0a80c0d96g8r/uk-prospectus-regime-review-reimagining-the-uk-s-prospectus-regime
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Purpose of the listing regime

The FCA is considering the purpose of admission to
the Official List (referred to in this note as the “listing
regime”), as it believes many market participants
don’t understand why this should be separate from
the requirement to be admitted to trading.

The FCA admit securities to the Official List (in either
the premium segment or the standard segment),
whilst, in parallel, securities also need to be
admitted to a regulated market (i.e., the Main Market
of the London Stock Exchange).The FCA consider
that this dual process creates inefficiencies and
duplications which, if removed, could make London
a more attractive listing venue.

At this stage, the FCA is not offering solutions but
rather a menu of options for stakeholders to
consider. These options range from having a highly-
regulated regime with all issuers subject to an
extensive suite of rules (similar to the existing
premium listing segment rules) to a more permissive
listing regime in which the market dictates the
standards by which companies should act. The
consultation paper gives little away as to the FCA’s
preference at this stage or the direction of travel for

the listing regime. It is clear from the consultation
paper that any change to the purpose of the listing
regime will not be a quick process.

Listed markets for equity shares in commercial
companies

Framing the debate, the FCA has asked stakeholders
to consider:

e what issuers and investors value in the current
listing regime;

e the balance between its role and oversight
versus that of operators of trading venues; and

e the benefits and weaknesses of the listing regime
as currently structured.

On the FCA’s menu are four potential models of how
the listing regime could be structured - these are
not intended to be discrete options; instead they
highlight key features that the listing regime could
be focused on, or aspects that could be removed or
delegated to trading venue operators or rely on
market discipline.



Model 1: Create a single segment for UK listed
companies and set the minimum possible
requirements for eligibility for listing

This model is based on setting minimum eligibility
for admission to the Official List. For example, it
could:

e be pared back to ensure that investors have
enough information to make an informed
assessment of the business seeking admission,
for example through the requirement for a
prospectus;

e require systems and controls for complying with
market abuse regulations and maintaining
ongoing disclosures responsibilities (i.e. those
included in the DTRs);

e require the publication of relevant documents on
decision making (e.g. those required of a
standard listed issuer included under LR 14.3.6);
and

e remove elements currently in the premium listing
segment, such as the need for a financial track
record, shareholder protections and governance
standards and the requirement for a sponsor.

This model requires company disclosure to act as
the safeguard for investors and to ensure market

Model 2: Create a single segment for UK listed
companies and raise both eligibility and continuing
obligations for all UK listed companies to that of the
premium listing segment

This model involves a single listing segment that
replicates the premium listing requirements which
the FCA would oversee and removes the standard
listing segments. These requirements would include
for all commercial companies issuing equity shares:

e the need for a sponsor for admission and
significant or related party transactions;

e FCA approval of certain circulars and shareholder
approval in prescribed circumstances;

e aregime for providing additional protections for
minority shareholders from controlling
shareholders; and

e encouragement of best practice in areas such as
corporate governance and climate related
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integrity is maintained - i.e. the level of

adherence to the UK Corporate Governance Code,
adherence with international standards on climate-
related financial disclosures, rights attached to
securities, etc.

However, the FCA accept that by stripping back the
listing regime, you may simply move the rules
elsewhere, as both trading venues and indices
would likely need to set admission criteria, and
possibly continuing obligations, independently of the
Listing Rules. Examples given are that trading venues
could establish specific market segments for
particular types of companies with admission
requirements tailored to their needs and those of
their investors. Trading venue rules could simply
replace elements of the Listing Rules such as the
free float.

As such, it is not clear whether this would actually
simplify the process or simply create new rules
elsewhere. Whilst the FCA would also be removed
from much of the market oversight, without a
sponsor, it is also possible that it would be required
to take more of a proactive role in the admission to
listing process and do much of the important work
that a sponsor currently carries out. It is not certain
that such an approach would make the process less
burdensome on a potential issuer.

financial disclosures (TCFD) for UK listed
companies.

Companies that did not, or could not, comply with
these standards could seek admission to
multilateral trading facilities (“MTFs”). Investors
would have a clear demarcation between what to
expect from a listed company compared to a
company without admission to listing, whose shares
are traded on an MTF.

Such an approach has obvious benefits. Since the
establishment of two segments of the Official List,
there has always been a concern that the secondary
or standard segment was in some ways lacking
(notwithstanding that it met the minimum
requirements set out in EU legislation). Also, there is
no reason why the new segment should necessarily
retain all of the standards of the existing premium
listing regime.



Model 3: Maintain two broad segments for UK listed companies
(enhanced version of the status quo)

senior segment alternative segment

Other securities
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Model 4: Maintain two
segments for UK listed
companies but allow the
market to set minimum
standards for the ‘alternative’
segment (based on UK Listing
Review proposal)

Debt and debt-like securities - most bonds listed in the UK are admitted to trading on a regulated market and
to the Official List in the ‘standard listing - debt and debt-like securities’ subcategory. As a result, most
regulatory obligations that apply to these bonds come from admission to the regulated market rather than
the listing regime. However, the FCA is seeking views on whether any elements of the regime cause particular
burdens to issuers, which suggests that the FCA may remove the need for such securities to be “listed” at all

going forwards.

Other securities, such as exchange traded funds or venture capital trusts - the FCA is seeking views on
whether certain elements of the listing regime could be tailored to improve their effectiveness for other types

of securities and, if so, how.

Removing barriers to listing

As noted above the FCA is proposing the following
changes to the Listing Rules, which it intends to have
finalised before the end of 2021 notwithstanding the
more wide-ranging review of the listing regime.

Dual class share structures

The FCA is proposing to allow DCSS in the premium
listing segment, to be known as ‘specified weighted
voting rights shares’. DCSS are already allowed in
the standard listing segment.

A typical DCSS involves a company having two
classes of shares, identical in all respects, except for
voting rights. One class of shares is a ‘low vote’
share, carrying one vote per share, and another
class of shares is a ‘high vote’ share, typically
carrying 10 or 20 votes per share. The high vote
shares are typically held by the founder (and
potentially some or all other pre-IPO shareholders),
while the low vote shares are held by third-party
investors on or after IPO.



The FCA proposes to allow DCSS structures if they
meet the following conditions:

e maximum duration of five years;
e maximum weighted voting ratio of 20:1;

e can only be held by directors of the company at
the time of the IPO or beneficiaries of such a
director’s estate;

e weighted voted rights can only apply to (i) a vote
on the removal of the holder as a director at any
time and (i) following a change of control, on any
matter put to the shareholders to be decided at a
general meeting, including those required under
the Listing Rules (to operate as a strong deterrent
to a takeover).

Change of control will be (i) the acquisition by any
person (other than the holder of a DCSS or any
person acting in concert with them) of an interest
in shares carrying more than 509% of voting rights;
(i) when a scheme of arrangement under Part 26
of the Companies Act 2006 becomes effective;
and (iii) when a takeover offer under Part 28 of the
Companies Act 2006 becomes unconditional in all
respect; and

e automatic conversion to ordinary premium listed
shares on transfer to anyone other than a
beneficiary of the director’s estate.

The proposal is intended to assist innovative growth
companies listing on public markets at an earlier
stage in their development than they otherwise
would. The FCA does not expect these specified
weighted voting rights shares to be listed. A DCSS
could only be put in place at the time shares are first
admitted to the premium listing segment.

These changes would not apply to Sovereign
Controlled Commercial Companies (listed under LR
21) or Closed-Ended Investment Funds (listed under
LR 15).

The FCA also propose amending LR 9.2.21R so that
holders of specified weighted voting rights shares
would no longer be precluded from exercising voting
rights attached to those shares on matters relevant
to a premium listing. Any participation in these votes
will, however, be on a ‘one share one vote’ basis,
unless it is following a change of control.
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The FCA is not, however, intended to amend the rules
on controlling shareholders/independent
shareholders or the requirements that the listed
company carries on an independent business.

Minimum market capitalisation (MMC)

The FCA is proposing to increase the MMC threshold
for the premium and standard listing segments for
shares in companies (other than funds) from
£700,000 to £50 million as it considers the current
amount to be out of date given the market value
growth since 1984 when it was introduced. The FCA
considers that companies with a lower market
capitalisation are better off applying for admission to
other markets such as AIM or the AQSE Growth
Market.

This would only apply for new listings and would not
apply as a continuing obligation for currently listed
companies. Listed companies will be able to list
additional classes of shares at the existing MMC of
£700,000.

The expected aggregate market value of shares of a
closed-ended investment fund or open-ended
investment company will remain as at least
£700,000.

The MMC for debt listings would remain at £200,000.
Free float

The FCA is proposing to reduce the free float
(amount of shares an issuer must have in public
hands) from 25% to 10% for both premium and
standard listings. The free float requirement will
continue to apply at listing and as a continuing
obligation.

The ability for the FCA to modify the rules and accept
a lower percentage in certain circumstances will,
however, be removed and the FCA will not accept a
free float lower than 10%.

The free float was originally intended to ensure a
reasonable level of liquidity in the shares but the FCA
is now focussing on ensuring that a company is to
some degree held in public hands. When combined
with the new MMC of £50 million, it will mean that
companies must have a minimum free float value of
£5 million at IPO.



If a company is in breach of the 10% level, it will no
longer be allowed to demonstrate liquidity through
some other means. Instead it will have to present a
plan for returning to compliance with the rule as
soon as possible.

The FCA proposes that shares will continue to be
considered only to be in public hands if they are
held by shareholders who have less than 5% of the
total shareholding in a company. The following also
do not count for free float purposes:

e directors and their connected persons;

e shareholders who have the right to nominate
directors;

e trustees of company employee share schemes
and pension funds; and

e shareholders whose shares are locked up for
more than 180 days.

The FCA is also seeking views on whether an annual
(or more frequent) disclosure requirement of an
issuers’ free float would be useful to investors.

Track record requirements

The FCA is not proposing any amendments to the
track record requirements as it believes that any
changes would only impact a small number of
stakeholders. Instead they are seeking views on
additional alternatives for some companies and

Timing

Contacts:

The consultation closes on
14 September 2021.

Subject to feedback and FCA
Board approval, the FCA aims
to make the proposed rule
changes by late 2021.

The FCA will provide
feedback on the discussion
subjects and issue a
potential further consultation

Colin Bole

Partner, Head of UK ECM
T +44 20 7825 3170

E colin.bole@simmons-

simmons.com

Jamie Corner

Partner, UK ECM

T +44 207825 3564
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Charles Hawes
Partner, US Securities Laws
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have indicated a willingness to allow derogations
from this requirement on a case by case basis.

For a premium listing, the Listing Rules require a
three-year financial track record covering at least
75% of the business. This is intended to ensure that
investors can see the past performance of the
business which they are considering investing in
over a sufficient time and range of business
activities.

Additional rules allow companies, such as mineral
companies, scientific research companies and
property companies, to demonstrate their track
record using alternative means to revenue
generation or some other proxy for revenue
generation. For example, specialist scientific
companies can show detail of patent applications or
the ability to attract funds from sophisticated
investors.

The UK Listing Review proposed that current
exemptions should be broadened to include other
high growth innovative companies from other
sectors who can show that they are sufficiently
mature in ways other than through having positive
revenue earnings. The FCA is seeking views on what
types of companies struggle to meet the existing
requirements and what alternatives could be
considered for these companies.

Andrea Tompkins

T +44 20 7825 4048
simmons.com
Thomas Burgoo

Of Counsel, UK ECM
T +44 20 7825 3588
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Thomas Grace
Associate, UK ECM

Counsel, US Securities Laws
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E thomas.burgoo@simmons-

on the wider listing regime
changes in due course, if
appropriate.

T +44 207825 4138
E charles.hawes@simmons-
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