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L INTRODUCTION

1. In 1ts Dec1s1on of 14th June, 19931 approvmg the multi- annual '

" programme of DG XXIII, the Council asked the Commission: to examine the

opportunity and feas1b111ty of supporting the development 'of secondary stock

‘markets within the European. Union. That is, capital markets more suited to
.-thé listing of shares.in smaller companies seeking access'to long—term equlty
.capital than were the main European markets then in existence.

2 In their Memorandum of 1st October 1993 "Small and Medlum sized. -
Enterprises, Motor. of European Growth", the Belgian : Presidency. " laid -

.~ particularstress upon the need for smaller growing firms to enJoy better access
~~ tosources of long-term equity cap1tal : . :

3. The Commumcatlon of the Commlssmn to the Councﬂ of 10th
November 1993 "On the financial problems experienced by small and medium-
sized companies" confirmed the existence of a problem for smaller rapidly
. growing firms in obtaining. access to sources of additional long-term equity

o ~ capital. This in turn limited their rate-of growth, often to the detriment of the

~ development of : products based on new technologles, and had negatlve
~1mpllcat10ns in terms of JOb creatlon : : .

4, In its- Opmlon on the above Commun1cat10n3 the Economic and Somal.
- Committee called on the Commission to ' ‘carry out a feasibility study on the
" e@stablishment of a recognized - European market gwmg European ﬁrms,
- espemally small firms, access to (risk) capltal oo

"5 Toits Resolutlon on the 1mprovement of the ﬁscal env1ronment for -

'SMEs* the’ ‘European. Parliament asked the .Commiission to coordinate ™.

_'Itexploratlon of the 1dea of estabhshmg a European capital market for- SMEs

6. In. the Dec1s1on of 15th’ December 1994 : approvmg the Fourth,. -

Framework Programme for Research and Technology,5 Activity 3 and adopting - |

. the- specific programme for the ‘dissemination and -valorisation of research .
activities (Innovation programme) the Council considered that in order to .

reach, the objective of improving the financial environment for. the.
" dissemination of technologies, it was necessary to-support"the development or.
- establishment’ of: effective systems for moblhzlng prlvate cap1tal 1nclud1ng_,

'mvestment ex1t mechanlsms o : S

7.. In the Resolutmn of 7th Aprll 1995 on - hlgh tech mdustrles the o

R Commission -was asked by the Industry Councﬂ to report to the Councﬂ on’

, steps already taken to assist smaller firms operatlng in th1s area, espec1ally in

© 193/379/EEC |
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regard to the development of a pan-European capltal market to promote
outside financial participation in such SMEs.

8. This report seeks to respond to the above request by setting out
progress made to date and the obstacles that still lie in the path of creating an
effective, liquid and financially viable capital market for sharés in fast- growmg '
and entrepreneurlally managed companies at the European level.

iL. - EUROPEAN CAPITAL MARKETS AND THE
NEEDS OF SMEs.
9.  The common objective of the Member States and the European

Commission to foster improved competitiveness by industry and the creation of -
new employment is being partially undermined by the restrictions imposed on
the growth of fast-grewing and entrepreneurially managed companies by their-
difficulty in accessing long-term equity capital. One study®, conducted with the
‘support of the European Commission and published in the Spring of 1994,
reported that a quarter of the firms contacted cited shortage of finance as a
~ constraint on expansion. In addition, the recent Community Innovation Survey
of more-than 40,000 firms in fourteen European countries confirmed that
difficulty in accessing sources of appropriate finance was one of the most
. frequently identified barrlers to innovation.

- Regular injections’ of equity capital are needed by companies in the fast-
growing category and at levels which frequently far exceed those the
proprietors are able to find, either from their own resources, private investors

(commonly known as "business angels") or the banking sector. Venture capital
funds have been one source, but they wish to exit from their investments
* eventually. If they cannot achieve this through the floatation .of shares on a
'stock market, the only realistic alternative is to sell their holding to another
company, so removing or limiting the control of the original entrepreneurial
founders. This, as was pointed out in the Communication referred to under
Point 3, may of itself have undesirable consequences in terms of future growth

10. In the United States of America the National Association of Securltles
. Dealers Automatic Quotation (NASDAQ) electronic stock market, in partlcular
the NASDAQ Small Cap section, provides suitable smaller companies with
ready access to long-term equity capital, through the medium of a public.
offering of their shares and a subsequent listing on the market, as well as
bringing the increasing benefits of networking, utilising the- developing
information society, to traders in stock market securities. It would seem,
according to a San Francisco based research organization? that some 95% of Us.
firms backed by venture capital are eventually listed on NASDAQ, although for
one of the largest US funds the figure is actually 88%. In elther instance, the
" figure is highly significant.

.6 European Business Survey

7 VenturcOne
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o 'Equally 1mportant is that twenty per cent of the Inltlal Pubhc Offermgs (IPOs) |

-~ on NASDAQ are high technology related. This compares with only ten per cent’
- of the, IPOs on the six main national stock exchanges within Europe. One

: «explanatlon may be that thirty five per cent of the companies floated on

- - NASDAQ over the past two years have been loss-making at the. time, the .

_products offered nét having yet. reached the stage of being fully marketed. This
'would have been impossible on any “official” national stock exchange in Europe

(except for:biotechnology stocks. in London) because their rules do-not permit .

. the listing of such companies; with negative im lications' for Furopean
- competitivity in a‘number. of 1mportant sectors not east those 1nvolved w1th» N

- : the. 1nformat10n soc1ety

In terms of Job creatlon a recent report8 shows that Wh11e companles hsted on .

NASDARQ only comprlsed 0.04% of all US companies, they created almost 16%, B

~.--or-300,000,. of the new _]obs in the Arnerlcan economy between January 1990’-

and June 1994

"11 Accorchng to the 1994 report on "European Second- Tler Stock’ Markets for . |

" New Technology Based Firms", which -was drawn up by Graham Bannock &
Partners at the behest of the Commlssmn services, and in: practice looked at "
- fast-growing SMEs of -all types, main-national.stock markéts were - ‘neither

equipped; nor wished, to specialize in small company ‘stocks. This ‘view is- .
supported by the fact ‘that the ten largest companies on the London market™
account for, 23% of total market capitalization, in Paris 25% and in Amsterdam

" 74%. In Frankfurt between 80% and 90%. of all deals are in the shares of the

thirty largest enterprises listed. This is not purely a European phenomenon. In.

the USA the New York Stock Exchange showed a similar lack of interest in the - o
early 1970s; so allowing NASDAQ together with other more mformal markets L

to flll the gap

- :In the early 19805 a number of natlonal stock markets in Europe dld attempt to :' L
respond to a percelved demand by creating what were known as "secondary", or ' .

more . properly, "second tier"-markets.. Whilst. still regulated’ by’ natlonal,

- ‘exchanges, they had. (and havé where still open for business) less ‘onerous .
listing conditions and on-going- reportlng requlrements thah those required for.

- the main market. The problem is ‘that all these markets suffered a steep

‘decline in activity following the 1987 stock market crash and. the majorlty have LT

: enJoyed httle Or no recovery.

~,

" “The result is that whllst 628 compames were llsted on- NASDAQ for the ﬁrst‘ c

;. -time in 1993, the comparative figure for all the second-tier markets in Europe-
. combined was 31, with 218 companies being admitted to the main European .

_markets. Statlstlcs would indicate this situation is tending to disadvantage the: =
smaller ‘company ‘when it comes to accessing capital markets. It has been .-

- calculated that 56% of European companies with more than 500 employees -

- have raised capital by means of a listing on a stock exchange The figure for -

* “those with less than 500 is only 2.2%. The degree of comparative dlsadvantage

is impossible to calculate given the vastly greater number of companies in the .
‘latter category and the 1mposs1b1hty of knowing how many Would seek external_ /

cap1ta1 glven the opportunlty, but could well be mgmﬂcant

N

8 Cognetics Inc., June 1995



Already, the lack of a NASDAQ equivalent, either within a Member State or in
the European Union as a whole, has led some of Europe’s most promising
. growing companies to seek a listing on NASDAQ, demonstrating that a market
need exists. This move has been fostered by a strong marketing campaign
mounted by US investment banks. Some ten per cent of new firms listed on

NASDAQ currently come from Europe, with more having been listed in the. -

past three years than in the previous ten. It is understood, but impossible to
confirm, that over one hundred European companies are presently involved in
negotlatlons to this end.: .

The. European situation would not appear to result from a lack of demand,
particularly by institutional investors. European financial institutions typlcally
buy 20% of the shares on offer when a US company is floated on NASDAQ.
When the company is European this rises to between thirty and thirty five per .
cent. In fact, eighty seven per cent of European financial institutions have
reportedly invested in stocks listed on NASDAQ. In addition the Round Table
of leading representative from the Banking Sector underlined in'its final
report? the importance of the creation of an active and hquld stock market
open to SMEs.

12. In the light of recent developments (see Point 13), it would appear that
some national European exchanges are becoming aware of the need to provide
markets more attuned to the needs of the smaller company, as well as those
" who might possibly invest in their shares. Not altogether surprisingly in view
of differing national rules and cultures, national stock exchanges are intending

" to build from the bottom up, 1ncludmg harnessing local and regional investor

interest in the shares of companies with which they may be familiar, largely
ignoring the wider European. requirements and apparent opportumtles in the
-process. .

Whilst the eventual linking of markets. is enwsaged enabhng a measure of
cross-border trading to take place, it will probably be some time, except in the
case of the proposal for a Nouveau Marché by the Paris stock exchange before
“any concrete proposals are tabled. Even then, they are initially of a bilateral
nature and will require substantial efforts over a long period in order to reach
the critical mass necessary to excite investor interest and ensure a sufficient
level of liquidity. At the same time, a pan-European market should prov1de
substantial new business opportunities for financial institutions participating
in stock market activity, including those in the reglonal financial centres. '

13. Once European firms have listed on NASDAQ), and given ‘their almost
certain need to make further share issues, the advice of their investment
bankers is likely to be that this would be easier if the company had a higher
profile within the USA through concentrating expansion in that country. This
counsel is likely to be followed, not least for commercial reasons, as only firms
already having at least twenty per cent of their turnover in the USA are really
‘'suited to a NASDAQ listing. A possible result is that Europe will lose the main
economic benefits arising from products and processes developed there. Also, .-
firms which neither meet existing listing requirements on national European
stock exchanges, nor have a sufficiently large market in the USA to go to
NASDAQ, are effectively barred from raising capital on public markets. Even if
a national initiative such as the British AIM Market is successful, this will still

9 19.05.94
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. 1093/22/EEC . .

leave a maJorlty of Member States Wlthout such facilities for the foreseeable ‘

future (the" developments proposed in Germany, Italy and elsewhere being . . |

. anticipated to take some years to reach full frultlon) 1ndlcat1ng the need for a.
European-level solutlon ' : . A ‘

- 14. Until now 1t has been dlfﬁcult to contemplate the creatlon of a true pan: -
European stock market because of existing fiscal, regulatory and other barriers. .
' With'the coming into force of certain Commumty legislation, most importantly -
* the Directive on Investment Services in the Securities Fleld10 ‘on 1st January
1996 the opportumtles will i 1mprove markedly .

15 Ap rec1atmg the new poss1b1ht1es arising because of the new European-

- level: egislation; 'the Commission considered the :options open to ‘it in - |
. furthering the concept.of a: pan-European capital ‘market. offering similar

advanta ges for smaller companies seeking to raise equity - -capital .to those’
provide

‘the - American Association of ‘Securities dealers, for which 'the NASDAQ

eléctronic trading market'is provided as a service, and, in due course, a new." .
privately . financed -and operated’ European level . stock market. In order to

pursue this. objectlve, informal meetings were held with members of the
financial communi (f from July 1993 onwards. Whilst it was found that a degree
of interest existed, it was clearly going to be necessary. for -an existing

orgamzatlon to-act as a catalyst if a meanlngful feas1b111ty exerc1se ‘was to be.

launched

o III A THE FEASIBILITY STUDY CONDUCTED BY THE |

EUROPEAN VENTURE CAPITAL ASSOCIATION

16 Ar1smg out of the d1scuss1ons held with the European ﬁnanc1a1 commumty, :

" a'request was received in December 1993 from the European Venture Capital N

. Association s (EVCA) for .financial support towards the carrying out of -a. -
feasxblhty study into the possible creationi of a European capital market for-

~ entrepreneurial  companies. Following careful examination’ of the extensive
dossier presented, a decision was taken, on 22nd February 1994, that the costs .
- of this exercise should be shared, EV CA appearlng likely, glven 1ts w1de range.

of contacts, to’ adequately fill the role of: catalyst

17. Work on the study was commenced 1mmed1ately the decision on financial
support was made. Bilateral discussions having been conducted between EVCA
and a range of parties, a decision was taken to form a working group to ‘consider -

_, the.wide range of issues mvolved W1th the objectlve of submlttlng a feas1b111ty,. -
- report by the end of the year L : , R

- 18.°A meetmg, held in Parls on 28th and 29th June and attended by nearly .

seventy . persons, agreed, with but one exception, that the creation of a -

European Association of Securities Dealers (EASD) and a. European Capital

~+*Market. for Entrepreneurial Companies (EASDAQ), the latter operating in full - - ’

conformlty with the- Community legal order, was required: To that end the

Worklng Group was to be transformed lnto a Steermg Commlttee, charged- :

by NASDAQ. It soon became evident that the most’ appropriate role it *.
- could play was to investigate the degree of interest existing among 1nﬂuent1al.‘ A
members of ‘the financial community in creating both ‘a European equivalent of . * -



- W1th drawing up blue prints for the EASD and EASDAQ, as well as orgamzmg _
an inaugural general meetlng of the former. body ‘ o

19 An inaugural meetmg of the EASD, was held in London on 15th November :
The Steering Committee’s report was ‘endorsed and it was confirmed in office,

. pending the election of directors at a first General Meeting to be held later.
‘Also, five working groups were set up to -consider various aspects: of the '
operatlon of a pan- European capital mar et .

20. 0n the followmg day a conference settlng out the case for EASDAQ took
" place. Some 200 delegates attended, including répresentatives of fifteen stock
. exchanges and an 1mpress1ve array of major Investment houses. The majority
appeared to support the o ;ectwe of establishing an electronic, screen-based, -
~capital market for Europe

EASDAQ or another party, although this support-must be Judged as belng’
tentatlve glven the absence of a final blueprint.

21. At this point the EVCA fea31b111ty study was -judged to ‘have been

s ‘most rapidly growing companies, whether by', a

successfully completed. It must be emphasised that the -creation of the . -

European Association of Securities Dealers had come about entirely because of .
the degree of support shown by the fihancial community. The Commission was

not involved .in day to day developments, neither did it try to mﬂuence the
outcome of the various discussions that took place. .

V. THE EUROPEAN ASSOCIATION OF SECURITIES
-~ DEALERS.

- 22, The EASD has been estabhshed with the objective of unprovmg the:
availability of securities markets, both at the European and national level,
which are more accessible to smaller, entrepreneurially managed, hlgh-growth
companies. It will also seek to stimulate the interest of. potential participants
(investment houses, market makers, brokers and dealers) in mar iets of this
type. In order to.further these objectives it will:

- advise on the creatlon and development of the new EASDAQ market
actmg as a bridge between regulatory and policy makers, issuer’s of stock_
securities dealers and mvestors, as well as 1dent1fy1ng best practlce,

- make policy recommendatlons, based on best practlce, on the
establishment and functlonlng of reglonal and national markets for small
© company securities; . : e

* ~ work towards achieving changes in the legal, fiscal and regulatory:
_environment, when these appear to be impeding the attainment of the above
, objectlves, : .

_ - prov1de a unique pan- European forum for all 1nvolved in the market for
small company securities by providing . information, training (particularly in.
skills currently in short supply in Europe such as market maklng) orgamzmg-
.conferences commissioning studies ete. » ‘

A 23 Full membershlp of the EASD will be reserved for md1v1dual compames and
organizations actively involved in the trading, analysis and sponsoring of small
company stocks. Associate membership will be open to individual companies
and orgamzatlons having a commercial or pohcy interest in the activities of the



EASD The target is for 1t to. have 100 full and 25 assoc1ate members by lst L
July, 1996 -

‘24 The relatlonshlp between the EASD and EASDAQ S A ‘has been. deﬁned in o

. the EASD will:

- a Memorandum of Understandmg, s1gned on 2nd May 1995 Thls sets out thatl =

.~ assume all regulatory dutles relatmg to the membersh1p of all broker o
dealers who trade on EASDAQ (a parallel to. the- arrangement between the _—

| Ry Natlonal ASSOClatIOIl of Securltles Dealers and NASDAQ)

S approve profess1onal standards relatmg to ‘the trammg, exammatlon
- and reglstratlon of md1v1dual brokers and dealers, ’ , 4 -

14

L B - approve the adm1ssmn and dlsxmssal of member ﬁrms

L. approve, sub_]ect to the ultimate respons1b1hty of EASDAQ d1sclosure,-' -

- and 'adrmssmn rules arid procedures and the continuing obligations for issuer’s, . . -

~ -as well as trading clearing and settlement rules prior. to, thelr subrmssmn toi '
“the regulatory authorltles . . -

van addltlon the EASD in order to ensure ‘a balanced representatlon of all” -

market interests, will have the power to nominate one third of the directors .
serving on 'the board of EASDAﬁg as'well as to jolntly propose along w1th the o

. shareholders of EASDAQ, a further one third.

. .The closeness of the: assoc1at10n between the EASD and EASDAQ is to some“',

- extent an accident of history. At the time the EASD was formed there was only

ene proposal from EASDAQ, for a pan-European caprtal market for: smaller-

- companies. As a non-profit making professional organization it will obviously

have-to be prepared to become involved with other projects to the extent asked
- for by their sponsors. It is encouraging that a director of the EASD lS now also '
‘ servmg as a dlrector of the French Nouveau Marche , -
25, leen that 1t should make a pos1t1ve contrxbutlon towards ach1ev1ng the
political objective of overcoming the problem of access to additional equity -
capital, at the appropriate level (Europcan, national or regional) by the most. .
-promising: smaller companies within the European Union, and in line with -

. precedent, the' Commission made a-contribution towards- the running costs of . o
- the EASD during the first eighteen- months of its life. Thereafter, it. W111 have' R

o to be fully ﬁnanc1a11y self-suppor ting: - ,
B V.. - PROPOSED EUROPEAN CAPITAL MARKETS

- EASDAQ

26 The, result of the Commlssmn s 1nvest1gat10ns into the feas1b111ty of creatlng o

“an improved access to equity capital for SMEs, as asked for by the Council, has - | |

been to directly stimulate one concrete pan-European initiative, the’ EASDAQ‘
-/ (European Association of Securities Dealers Automated Quotatlon) market. Its’
development and operatlonal plans are- descrlbed hereafter in some deta11 o
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PROGRESS MADE TOWARDS ITS CREATION

- 27. In September of 1994 an understandmg was reached respecting the possible
creation ‘of a pan-European market for Entrepreneurial Growth Company
~ Shares. The parties to this agreement were EASDAQ-UK (a group of
. influential personalities in the UK financial sector), SBF-Paris Bourse (which
has now developed its plans for a competing market, a description of which
follows), the US DAQ market and the European Venture Capital
- Association. The objectlve was to create an operatlonal ma.rket by early in 1996
and this still remains valid.

- 28. By March of 1995 procedures had been commenced to give it legal
ﬁersonahty as a Société Anonyme under Belgian law, a Director of Operatlons '

ad been ap(pomted offices established in Brussels; and moves initiated to raise"
an initial ECU 1 million i in capltal through a private share issue. A sum ralsed
successfully. ,

THE STRUCTURE OF THE MARKET.

29, Orlgmally it was hoped to establish a holdlng company, together w1th
subsidiaries in the main European financial centres, each of which would apply
for "regulated" status, but this idea was abandoned in the face of technical
difficulties. This may well mean that EASDAQ will, at least initially, be only
established and regulated-in one Member State, although trading would take
place across Europe. This would be conducted entirely electronically, bringing
the benefits provided by developments in telematic information and dealing
systems to all dealers in’ securities willing to avail themselves of the
opportunity, even if located in the peripheral and less developed areas within

‘the European Union. This is because the market, as a direct consequence of the -

provisions of the Investment Services Dlrectxve would be open to all -
authorized and approved dealers in securities.’ Any adverse consequences |
- flowing from regulatory dlfﬁcultles, including that descrlbed above, will be-

subjected to detailed examination in Section VI. : -

130.Itis 1ntended by its organizers that:

_ EASDAQ should cater prlmarlly for European entrepreneunally
_'managed growth companies- with trans-national aspirations, whatever their
size and age, but not to the exclusion of other companies that might be of
interest to investors. Companies would have to apply to be listed on the
‘exchange and would bé selected on the basis of their growth, profit potential
.and strategy for future development. Many of those receiving approval would
be characterised by a higher risk, and potentially higher return profile, than is
normally to be found in the case of companies seeking listings on existing
nation stock exchanges within Europe. In addltlon

- the primary objective of most companies coming to the market should
be to obtam funding for’ thelr development \

- the market would be open to both private and 1nst1tut10nal mvestors, '
‘who would, uniquely in Europe, be represented on the Board of Directors, and
in addition would enjoy equality of ‘access .to the market and to sénsitive
information. Strict rules would ex1st agamst both fraudulent act1v1t1es and
insider trading;



Lo e the market would be operated Wlth efﬁc1ent tradmg and' settlementz ;
'.'systems, using .some NASDAQ-type facﬂltles to prov1de the tradlng platform. ‘
and market survelllance . ‘ )

~.‘31 Share tradmg 1tself wﬂl mamly be based on. the market makmg system, -
~with two or more financial housés maintaining a- competitive market in-each . -
.. share listed. This will require their being prepared. to quote buymg and selling

~ prices for the stocks'in which they are making a market at all fimes, with this .
- information being freely available to all traders having authorised access to the -

trading system, They will also need to hold a sufficient supply of shares to-

. -enable them to meet.demand. At least at first, an order matching facility will

~.also be provided. That is, trading being conducted on the basis of the matching -
«of buying and selling orders. One problem to be faced, is that the practice.of

-market making in shares, as opposed to bonds; is currently v1rtually unknown -

~ -in continental Europe and will have to be developed. This is a‘lack the EASD_
4 1ntends to remedy through its prov1s1on of profess1ona1 tralnmg services: -

T - 32, All companles seeking a hstmg must have the equlvalent minimum legal g
. - status in each- Member State and will have to issue a prospectus fulfilling the
. requirements set out in the Council Directives coordinating the requirements

- . for the drawing-up, scrutiny- and distribution of the prospectus to be published ~ - .-

when transferable securities are offered to the publicll. In order to be'mutually . -
" recognized in different Member States, the prospectus will have to be drawn up

with the same level of detail as requlred for the listing prospectusés needed in.
/the .case .of admission of securities to official stock ‘exchanges!2. In addition;

" whether: or not strictly required under the rules of the exchange, it is likely.

they. will:secure sponsorship by .an EASD member .firm.  The company will .
- certainly be’ under-a continuing. obhgatlon to provide details of all price .
sensitive.” 1nformat10n to’ the market as requlred under Commumty_

“.Aleg'lslatlonl3 o SN

e A.f33 Whllst the promoters of the market would prefer all tradmg to be - .
" conducted in ECU, this is likely to be impossible before the creation of a single .-

European currency, because of the significantly higher transaction costs levied
on ECU transfers compared with those in national currencies. As a result it is

- likely that each firm will be given the option of choosing the currency in- which
' its shares will: be traded, although dedling ‘screens will show at least an =~ -~
- equivalent current price in ECUs. The need ‘to- operate in ‘a variety of -
- currencies’ will* undoubtedly hamper: the activities of any stock market .

endeavouring .to build a high level of-¢ross border trading activity, proving. g
- another persuasive reason for the mtroductlon of a smgle European currency at -
: 'the earllest practlcable date L . .

¥ 34 Given the proven ‘success: of Amerlcan Depos1tary Recelpts 1t is probable

‘that trading. will. be on the basis of Depositary Receipts rather than the -

' ,.underlylng share certlﬁcates, whlch ‘will be lodged with an approved bank

i Lo . .. N IR ._\.

i1 89/298/EEC & 90/211/EEC
: '-'12 Dlrcctlve 80/390/EE(“ o

: 13 89/592/EEC '
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35. It is apparently intended that EASDAQ should not directly compete with
existing European stock exchanges operating at national or regional levels, but
instead exploit an identified market niche, with an éstimate of only some five
hundred companies bein EA% listed after five years. Many companies will have an
unsuitable profile for DAQ and will need to be accommodated on improved
national “small company friendly" stock markets. Stlmulatm% the creation of
> the latter, over and above those already announced, would appear to be
%)methmg mer1t1ng a hlgh degree of political pr1or1ty across the European
nion . ,

THE NOUVEAU MARCHE:

-36. Proposals for a Nouveau Marché were first revealed in February of 1995 by
the Paris Bourse, of which it is a fully owned subsidiary. According to the Paris
Boursel4, the current objective is to create a Europe - wide network of financial
- centres open to dynamic companies, all using a single set of listing and trading
requirements. To date, only the Brussels Bourse has entered 1nto an
agreement to part1c1pate

37. The market will be hlghly regulated and open to- all European based -
* financial intermediaries licensed to operate by the Société Nouveau Marché.
These w1ll fall into three main categories: :

- Sponsor/Market Makers, who will bring companies to the market
subsequently making a market in ‘their shares;

- Broker/Dealers, dealing in securities both for clients and their own
account. They will also be able to sponsor companies coming to the market for
the first time providing they are able to enter into a contract respectmg future
share dealings with a market maker;

- Clearers who w111 net transactlons between those operating in the
market ~

38. It is intended to target companies falling into the following categories: .
- recently founded companies seeking' ﬁnance for a speciﬁc project'

- high. technology busmesses with a heavy focus on new product
' development

- entrepreneurial companles with a hlgh growth potent1al

- family owned companles seeking to w1den their shareholder base;

- expandmg companles 1ntent on enterlng a new stage in their -

development

14 Tn July 1995
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39 Recent research15 has 1dent1ﬁed about 4 500 potentlal candldate compames ‘
© "who, could meet the listing requirements, e1ther now or in the near future. In
" terms: of capltallzatlon size of assets etc., entry conditions will be similar to -
those for’' the NASDAQ SmallCap market, In addition* the services ‘of an
~approved market maker will have to have been secured; a prospectus issued;
© permanent on- gomg provision of information promised; and written agreement
- by the company’s founders and its managéement to retain for three years 80% of
- the shares held at the time of the 1n1t1a§ listing. For companies in business for.
Jess than two years, the "lock in" increases to 100% during the first two years
~ following listing, reducing to 80% in the third. In addition, 10% of total shares . °
" in.issue must be put at the dxsposal for the market maker in- order to ensure a
u hqu1d after market » : S

. <

‘40 Tradmg will be through a mlxture of market makmg and a central order .
- book, with two price fixings per day for the latter ‘Details of the clearlng and‘ o
' settlement system have stlll to be deﬁned ‘ ; o ‘

:41 The market is prOJected to be launched in: February of 1996 It is hoped to -
_attract thirty companies inthe first year, of which eight have already been_
spemﬁcally 1dent1ﬁed and fifty per annum thereafter : S
.ESSENTIAL CONDITIONS FOR THE SUCCESS OF THE NEW MARKETS

42. The « opmlon of potentlal market part1c1pants appears to be that in order to

. be successful, European level capital markets will need to be promoted bothtc .
’-companies and investors, far more intensively than has been the norm for stock -

exchange services. in Europe, although London in particular is - clearly

' recognising’ the need for a more -entrepreneurial approach The need to -
.. continually convince new companies to seek an initial listing is illustrated by
-~ the fact that; whilst 3,401 new. listings. took place. on"NASDAQ between 1983"

and ‘1992, 2, 552 companies were de-listed because of bankruptcy, merger,
»takeover transfer to. another exchange, or a return to prlvate company
status 16 : . , o : . .
. This also 1nd1(:ates the need for the: contlnulng development of a stream of o
suitable candidate companies, particularly those involved in. high. technology

- -areas-showing particular promise of rapid expansion. For this to, come about, :

.-measures to alleviate the financial factors retarding their development (see
Point 9) also need to be considered. Nevertheless, the. current situation within
the European Union appears to be quite encouraging. A study, launched at the

~. “behest ‘of the Commission within' the SPRINT programme, found. that the

number of companies which were potential candidates for listing on’a

. European -capital market- was: large enough- to indicate likely. operatlonal'
- viability:17-Whether this would apply equally in the case of two or more. .
' competlng markets remams to be seen. . , . .

i 15 byINSEE ANVAR SBF .
' 16 N1kko Research Ccntre

17 Sec Annex B o - .
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-43. Another essential requlrement is' that the market should eni y a high
degree of liquidity, so ensuring that it is possible to easily buy and sell shares in

a particular company, although obviously this will depend on the amount of .

shares in public issue and the number of shareholders Without the "ability to
easily trade blocks of shares of a reasonable size, institutional investors will
rapidly lose interest. This is one of the reasons for the relative lack of success of
existing second-tier stock markets in Europe.

On NASDAQ the hqmdlty situation is' much better Contrlbutory factors
include the requirement that there should be a minimum of one hundred
shareholders and that a reasonable number of shares are made available.
Another, is the availability and accessibility of well researched information.
Many companies are relatively unknown and, without the availability of -
. regularly produced research reports of high quahty, investors will not have

confidence to invest. Companies know this and tend to choose their NASDAQ
sponsors on the basis of their reputation for good and continued research. The
development of a similar level of research in Europe is regarded as essentlal if
any pan- European market is-to be successful. . :

.44. 1t is also important that all operations be cost- effectlve, enabllng llstmg and
membershlp fees to be kept at a realistic level ,

45. A notable feature of NASDAQ has been that firms, even those having
acquired an international reputation, have mainly remained on the market
rather than listing on the New York Stock Exchange. A problem with national
second-tier markets in Europe has been for the tendency of the successful
companies, even those only moderately so, to move to a listing on the main -
market. This has left the second-tier, market with the weaker stocks, devaluing
it in the eyes of potential investors. It is important that European level
markets be so designed-as to encourage firms to maintain their presence on
them, even should they have grown to the point where they would eas1ly be
accepted for a listing on national main markets

46. If the objective of securlng better SME access to external sources of equity
capital is to be achieved to any. significant extent, it will be necessary to ensure
that the owners of suitable companies are encouraged to bring them to the
market and the interest of a considerable number of potential investors is
stimulated. This requires that both should have a high degree of confidence
regarding the regulation of such stock markets and the probity of those
operating within them, espec1ally at the point when a first pan-European stock

market is launched. h

47. Consequently, in thelr own best interests, the rules and regulatory .
standards applicable to thése new markets, should match the best in force
within Europe. In addition, the practices of market makers, together with the
remuneration for their activities, needs to be made as transparent as possible.

Investment banks and similar institutions nominated as underwriters and
_ sponsors. of new issues’ will need to maintain the highest ethical standards,
‘particularly in. ensuring the equality of access by investors to new issues. In
addition, practices which are designed to' ensuré a new issue enjoys a .
_substantial premium over the offer price ‘during early dealings, only to be
followed by a decline in the share price, to the loss of those buylng in the
.market need to be av01ded .
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48 The matters raised above essentlally reqmre the attention of superv1sors of
“stock markets rather than the introduction of new-legislation. It is believed

~ “that they can be dealt with perfectly adequately within the rules governing the

operatlon of these “exchanges, without restricting ‘the opportunities ‘of

securities dealers to make an adequate profit on their activities and to fund the = -

requlred hlgh level of research into’ compames in whose shares they deal.

VI - POTENTIAL REGULATORY - AND:- OTHER--"‘

BARRIERS ' TO  THE CREATION: OF A

PAN -EUROPEAN CAPITAL MARKE

- 49, Wlthout the tlmely and accurate 1mplementatlon and transposrtlon mto .
.national laws of the Investment Services and Listings Directives, the creation.

_..of any market with: pan-European trading as 1ratlons, of cross border .

" developments by existing. capital markets, would be hampered,. with the

- probability of projects being delayed. Given the critical importance of ensuring -

- . optimum-access to equity capital for firms of all sizes within the European -

" Union, but particularly fast growing SMEs, it is ‘incumbent on both “the

Commission and. the Member States to ensure that problems in th1s area do o A

o not‘ occur

' 50 The respons1ble Commlsswn services, have been anxious to ensure that any
_potential barriers and significant problems faced by stock exchanges within the

European Union* be isolated. In response to Council Resohition 92 1218,18 a4
series of studiées on various aspects of Internal Market integration have been o

launched. One of these spécifically examines capital market libéralization, as-

will a separate private'study being sponsored by the European Capital Markets‘ o

- Institute. Areas to be examined, which are re evant to the operatlon -of. pan-

, § European tradlng in shares, 1nc1ude

- operatlons in secuntles normally on capltal markets,
- the phys1cal 1mport and export of securltles, o _
- obstacles restrlctlng the mvestments of lnstltutlonal 1nvestors |
- ﬁscal factors such as taxatlon of savmgs, capltal gams stamp duty etc ,I _ |
- the 1mpact of exchange rate uncertalnty, and 5 \
- the clearlng and settlement of secuntles - .
Completlon of both studles is antlclpated by 31st December 1995

51 Until these studles have been received and. exammed by the Commlssmn .
* services, it is impossible for a definitive view to be taken as to what serious”

: 'ffbarrlers exist and possible actions that might be taken. Meantime, however, it . g
- "“Is ‘possible to report on-a study carried-out. by the EVCA Tax and Legal-_

: jjf'iCommlttee, which has been made ‘available to the Commission 'services. This -

' "“Wwould indicate that problems: principally exist in relation to: the challenges -

" faced by regulators in coping with the new issues presented by a European
' market in ﬁnancxal services; restrlctlons on pens1on fund 1nvestments in

[

180JC 334/92, 18.12.92 { :
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. unlisted securities; an anomaly'in the transposition of the Prospectus Directive - .
in one Member State; capital ‘gains tax and, the taxation of dividends..
Comments on each of their findings follow, although these may require .
modification in the light of the studies being carried out for the. Commission. - -

-52. The enhanced liberalization -of the financial markets as a result of EU
legislation is going to bring major challenges for national regulatory bodies, not.
least where the prompt approval of prospectuses is concerned. This could -
particularlIv aﬁply where a non-Belgian company wished to list on EASDAQ.

- Presumably the same situation would apply in the case of a non-British one on
AIM, or a non-French one on the Nouveau Marché. In order to avoid inordinate
‘delays in the approval. of floatations by the home State of the company.

. involved, a high degree of liaison between national regulatory authorities -
appears essential. - o : : L . ..

It must be anticipated that this will not be the 6nly area in which it Iri‘ay‘p_ro.‘ve}
difficult. for a common approach and procedures to be agreed between -
regulatory bodies..In order to help them meet.this challenge, and to provide a

- vehicle for the exchange of experience, it would seem logical to organize
appropriate arrangements at the European level. This could either be through -

the establishment of a new liaison groug, or the upgrading of the existing |
Expert Group, which has Members drawn from national regulatory bodies. '

53. Given the importance of ensuring the security of sums vested .in pension:
funds, some restrictions on their ability to invest in certain types of security are-
justified, always providing these are purely for, prudential reasons. Hitherto,
there has been a widespread view that "unlisted” securities, that is those shares .
quoted other than on main stock markets, should be subject to quantitative:
investment limits. This is despite the findings of recent researchl? that
investments in a balanced portfo])io of high risk/high reward securities actually
brings a higher return than obtainable from those in large, well established
companies, a concept that has been accepted in the USA for much longer.

In the face of these findings, and where shares are listed on a highly regulated
market, but are still classified as "unlisted", it. would seem logical for Member
States to regard such investments, for the purpose of regulating pension funds,
as having "official list" status. At the least, it' would seem necessary to ensure
that a national pension fund investing in a company of the same nationality
quoted on a pan-European market, should not be placed in a worse situation

“than if that company were. quoted on a domestic market with an equivalent
level of regulation. o o S

54. In the view of some market participants, a potential problem currently
arises in the case of the United Kingdom, where new regulations implementing
‘the -Prospectus Directive came into force on 19th June 1995. Thesé rules -
contain, among others, an explicit provision- empowering the London -Stock .
Exchange to grant approval to prospectuses for a public offer of unlisted -
. securities, so ensuring they qualify for mutual recognition in other Member
States. The result is that any. United Kingdom firm wishing to list on either
EASDAQ or:the Nouveau Marché would effectively have to have its prospectus

approved by arival stock exchange. : Co B

19 Hoare Govett Securities
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““Whilst -it is not suggested the: London Stock Exchange Would misuse these o

powers, it does place it in an invidious lposmon in relation to both companies
. and competitors, as well as laying itself open to challenge in the event of. it

. refusing to approve a prospectus Quite apart from any question as to whether
- this is or is not a correct interpretation of the provisions of the Directive, it'is . -
- hoped that it’ will be poss1ble to dev1se a speedy solution should dlfﬁcultles t

; gactually arise.

55. Riles on. Capltal Galns Tax are - extremely complex with substantlal .
differences existing between Member States. Even double taxation agreements - -

.~ provide no assurance of equality of treatment between investors. To an extent,
- * this depends on whether gains are treated separately for tax purposes, or

-aggregated with ihcome for calculating the liability and also whether the State . -

in which - the transaction is ‘deemed-to have taken place has equivalent

treatment rules to those of the home State of the. investor. The latter -
‘ ,con31derat10n is of partlcular s1gmﬁcance where a pan European market is * -

_ concerned

' Ideally, natlonal rules should be framed S0 that no 1nvestors are placed ina

* . ‘worse position than if the shares were sold in.their State of establishment or

residence. This would effectlvely require the home State of the investor to. - |
_allow ‘a full tax credit in respect of the transaction, subsequently making a "~
balancing charge based on- domestic fiscal law.. This. would be partlcularly R

important in the case. of investors resident in Member States, such as Spain,

. which have tapering growsmns That is, shares. attract a. lower rate of capital
.- . gains tax the longer t ,
" matter lies with the Member States, it is suggested that this matter be given = " -
" early consideration, with a view to. the amendment of ex1st1ng leglslatlon where T

ey are held before being sold. Whilst competence in this

"’ L thls appears approprlate

'56 The methods by whlch d1v1dends are taxed is another complex sub_]ect Key”

. issues are-the level of Wlthholdmg tax charged by the country in which the

- company paying the dividend is located (not the country in which the stock

exchange operates) and whether the countrty of the shareholder operates an =~

exemption’ or a credit system in respect
_ sources. :

In the short term th1s is probably a less s1gn1ﬁcant groblem than that posed by

“capital gains' tax, as the level of dividends paid by fast’ growing smaller

' ‘companies are likely to be low. As they mature, however, it is likely to become

more acute. It is suggested that the ultimate’ objective should be to ensure
dividends from a company quoted on-a pan-European exchange are treated no

less favourably' in the' hands of investors ‘than dividends from a domestic -
o company It is beheved that th1s is presently not the case in all Jurlsdlctlons R

".57..In order to ensure the removal of barrlers of -the . type 1ndlcated ‘an

. J'appro riate minimum objective must surely be to ensure that, as 1mpllcltly
uprov1 ed for in- Article 95 of the Treaty, an investor, when mvestmg in'a

#company from the same Member State listed solely on a stock market located -

" ‘in another Member State, should not'be placed in a worse fiscal 51tuatlon than

_ifthe 1nvestment was made m thelr domestlc capltal market. .

/

. Im addltlon g'lven the 1mportance of developlng 1mproved access t6° equlty:‘-
.. capital for suitable SMEs, it is hoped that Member States will be prepared to-be
_more ambltlous Spec1ﬁcally by settmg out to ensure, through approprlate

d1v1dends from extra-terrltorlal SRR

!
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’ amendments to their domestic leglslatlon any. stock market transactions made

in another country of the European Union by their resident citizens :are
accorded the same treatment in every respect, includin fiscal, as equivalent
domestic transactions. In addition, it is hoped they do all within their.
power to ensure that citizens and companies from other Member States-
" carrying. out similar transactlons on their own territory W111 not be .
-'dlscrlmlnated agalnst : o

CVIL . CONCLUSIONS

.58 The past year. has seen a number of potentlally significant developments in

. relation to European stock markets. What is clear is that, given the li eralizing
framework provided by Commumty leglslatlon, major new .opportunities have
been created, for companies to raise capital, for investors and, for those '
\operatmg in financial markets. :

In the investment field the information somety is already becommg a reahty,
with the electronic market place for share dealing being the norm. Whilst it is
. impossible to predict the eventual outcome, it is clear that major changes to
" existing structures will continue, with national boundaries becoming less
relevant within a global. financial market place. This in turn should create ..
more interest by companies-in the advantages of accessing equity capital
~ through securing a listing on a stock exchange and among investors because of -
- ‘the greater range of opportunities available, coupled with 1mproved availabilit f'
- of information. Inaddition, the growth in private pension provision will -
substantially i increase the level of investment by financial mstltutlons

At this stage no one can be totally certain that these new pan-Euro ean
markets will-eventually prove profitable for those who have invested in them.
Nevertheless, this‘is a matter. of commercial risk, which investment bankers
and other members of the financial community should be best placed to judge.
That they have been prepared to launch. such ‘an initiative, demonstrates the

correctness of the decision by the Commission to endeavour to stimulate the L
- - private financial sector to test the feasibility of creating a pan-European stock -

market for the shares in entrepreneurially managed fast growing compames, as
opposed to itself takmg the initiative. o

That thls, together with other developments at the national level, are purely4 :
commercial enterprises, does not mean that either the European Commlssmn'
or the Member States can remain aloof from their development. To do so would’
be to forget the political objective of this whole exercise, improving the access
- of Europe’s fastest growing smaller firms, some of Whom will be among its .
industrial and commercial champions in the future, to long-term equity capital.
This applies with particular force where firms engageg in high technology .
activities are concerned. The Commission will initiate a broad debate on this
questlon in the Green Book on Innovation- currently under preparatlon R

Whilst the ex1st1ng corpus of European law, once fully in force, should allow the. ‘
technical creation of markets with cross—border trading aspirations, .enough-
- possible: difficulties, particularly for investors, have been 1dent1ﬁed in Section
VI as to threaten to hamper their operatlons ‘Whilst it ‘is the duty of the
European Commission to act as guardian’s of the Treaty and, therefore, to
- ensure the free movement of capital, it seems clear, in addltlon that some of |
the problens identified, following the principle of. subs1d1ar1ty, clearly fall

w1th1n the competence of the Member States. '



'Gii?eh'thié; and the degree of urgency involved, it would appear desirable to "
" deepen the current cooperation between the European Commission and the

"Member States in order to devise'how best the barriers identified can be - . -

‘reduced, or better still removed. Decisions will have to be taken having regard
-to particular national legal and fiscal traditions, but it is hoped that the °

.-~ importance-of this matter to the future development of many of Europe’s most - .

- promising companies, wherever located within the Union, will provide a -
. - sufficient’ level of justification to Member States .to provide the required .
impetus for change. S el D T
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ANNEX A
THE US NASDAQ STOCK NIARKET
. NASDAQ isa screen-based (} ote driven market Wlthout a tradmg floor. It has.
o

been developed as a market focussing spec1ﬁca11y on meeting the needs of high
~growth companies seekmg to raise equity capital in order to fund further.

-expansion. It is now the primary market in the USA for companies wishing to ..

raise finance by means of an- initial public offering.' Out of the "Forbes"
magazine list of its 200 best small firms, 154 were listed on NASDAQ. The
actual system is operated on a non-profit basis for the benefit of the members
of the National Association of Securities Dealers and directly employs 113
persons in running the market. In addition, it should be noted, the USA has a
number of regional “over the counter” markets on which apprommately 15,000
companies are registered and whose shares are traded.

Figures for 1994 show that, since its foundatlon on 5th February 1971, .
. NASDAQ has become a major force in stock trading: .

Annual share volume (billions) = ' o 74.4
Average daily share volume (millions) S 295.1
Highest daily volume (millions) , g 414.0
Dollar volume (billions) ' , ' $1449.3
Companies issuing NASDAQ securltles : 4902
Securities in the NASDAQ market ‘ - - - b761
Market makers in NASDAQ securities ' 501
Average market makers per security - ‘ "10.9
Small Order Trades (bllhons of shares) ' ‘ 1.45

Of the securities listed at the end of 1994, 3, 772 were on the Natlonal Market
“and 1,989 on the SmallCap Securities Market. It is now the largest stock
market in the world measured by the number of companies listed, the second
largest based ‘on the -dollar value of equities-traded, and the third largest in
terms of numbers of shares traded. A total of 445 initial public offerings were -
made during the year raising $12.24 hillion. In addition, 667 companies already
gsted 1grhNASDAQ made subsequent public offerings of shares, ra1s1ng a total of‘ '

21.1 billion

TRADING: NASDAQ Level 1 is an on-line:'system that serves both individual
investors and registered representatives. The service provides screen displays
of quotations by market makers, details of the last sale and market summary
data. NASDAQ only provides the service for use on existing terminals. There
are 216,056 linked terminals in the USA and 29,942 terminals in 52 other
countries. Of those outside the USA, 10,324 or 34. 5% are located within the EU
and are distributed as follows: :



Austria - o L o T e oo 308

Belgium . - 0 T T e e e 2 190
_Finland. =~ = T e AT T: BUS
.. France . .- . . o0 . 895 -
‘Germany™ | T S T .- 2054
. ‘Greece: T .- T [ X
- I‘Ireland . e e s 214 -
. ,Luxembourg e N .- 563 -
* Netherlands .~ -7 o0 e s 0T BB
Spain. - . T L 113 .
- Sweden . = S e e 98T
, 'UnltedKlngdomﬂ L ST -‘ N 4421 -

"Canada and Sw1tzer1and account-for a. further 16 752 or. 56%, showmg that‘.'
European investors constitute the most s1gn1ﬁcant body of participants outside
North " America. These: figures- may provide a reasonable indicator’ of the

".proportionate mterest w1th1n each EU Member State in 1nternatlonal share S

- trading.

S MARKET MAKERS are connected by 80 000 mlles of leased telephone lines to

- the central computer co l;;lex in Connectlcut The average number making a -
. market in each quoted share (10.9) appears to be one of the strengths of- -

' NASDAQ because of the degree of competition and market liquidity this brings -

" (others are reputation, the high price earnings ratios secured by companies " .

" listing their shares and an- efficient-electronic trading system). In 1994 there -

were 501 market makers, What is impressive,; when it is considered that there. *

are a significant number of firms listed on the London exchange with a market

“value -of £50 million (ECU 60 million): who find:it difficult to find two market ::A:

" makers willing to deal in their stocks, is how few NASDAQ llsted stocks havea
“ small number of market makers:.. . L

: "LessthanS e R . S e '66. .

35 T T B02
76100 . o o T T 1404
S5 L e L Te90
SL8200 e e e T
TUR1-25 0 L T e e s 8g

«;260rmore S 209'

AS mlght be expected market makers are largely concentrated in New York, - i

where 205 or 41% are located. Next comes California ‘with 40. Some less
populous US States such as:Idaho and Maine have only one resident market
“'maker; emphasising the strength of a screen based system that. allows the

‘quotes of market makers to be compared wherever they are geographically - -
‘located. This:concentration in two financial centres’also. tends to illustrate the

fact that large institutional investors such as pension funds prefer to.deal with

large market makers with whom they are transacting business in-other fields. . .
-This-would ‘also be 1mportant in’ relatlon to any European market that was

estabhshed

| M:Where small trades of less than 1 000 shares are concerned the Small Order |

', ‘Execution.- System can be used in order, to reduce. costs. Th1s permits:the .
_‘ :automatlc executlon of a customer s order at the best avallable prlce shown on
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the system at the time. the order was placed Through using thls system a
transaction can be. completed in less than one minute.

COMPOSITION OF THE MARKET by type of company is:
, Industrlal . . . I | o, 3019 .

Other Financial o . 646
Bank : - .320 .
Insurance _ , ' 107
Telecommunications S 141 -
Transportation - S o , . 91
Computer ' ' ‘ ' : .. 461
Biotechnology , o IR °
Other . L S | 890

Reportedly some- twenty per cent can be described as being engaged in high
technology sectors of activity. As firms do not have to leave the' NASDAQ
market unless they wish to do so, some of the firms listed are of considerable
_size. These include: Apple Computer; Dell Computer; Intel; Lotus.
Development; MCI Communications; McCormick & Co. (foods), Mlcrosoft

Pac1ﬁc Telecom and Sun Microsystems

EUROPEAN UNION COMPANIES LISTED: As at the end of 1994 the total
‘was believed to be 94 (of which only 12 were on the SmallCap market), broken -
down as follows . )

.Denmark
Finland
France -
Greece
Ireland
Luxembourg - —_ :

Netherlands : : ' S 1
Sweden . S : _
United Kingdom ' ' - 83

INVESTORS: of the 11.4 billion shares outstandmg at the end of 1994, 563.7%
were held by institutions and 46.3% by other investors, including directors. It is )
difficult to break down the respective degree of institutional activity between
mutual funds, pension funds and hedge funds. Large block trades, those over
10,000 shares, accounted for 42.9% of the total annual volume of shares traded.
Transactions mvolvmg 500 shares or less account for about 25% of the total. -

Q0O W (O W

LISTING REQUIREMENTS To quahfy for adxmssmn to the NASDAQ
~ National Market ﬁrms must: .

- register their offering with the Securities and Exchange Commission° :

- have a mmimum of two 1ndependent (non- executlve) directors on the
board .

- maintain an 'Audit»Committexe with a majority of independent directors; -

. - provide shareholders with. annual ‘reports and make quarterly and,v
other reports available to them; N ‘
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o ' . examine a11 trades between partles related to the company for Potentlal o
- 'Aconfhcts of mterest , R |

S . - hold ai. annual meetmg of shareholders and prov1de notlce of the'
‘.‘,-meetlng to the NASD , . , oo o :

Lo spec1fy in 1ts by-laws (eqmvalent to. memorandum and artlcles of
- association) that a quorum of shareholders shall consist of holders of not less
- than 33. 3% of the outstandmg ordmary shares, " : SR s

. .- invite the lodglng of v roxles and prov1de statements for all ,
'meetmgs of shareholders, as well Ing the proxy invitations w1th the NASD

T secure shareholder approval for certam transactlons and any 1ncreases "
. vm the number of ordmary shares 1ssued . e T | .
. - Afl refram from’; any action to undermme the per share votmg rlghts of any ""
= exlstmg class.of' ordmary shares or any actlon that nulhfies, restrlcts or. reduces e
. those rlghts, - ' . -

" execute a NASDAQ 11stmg agreement

| .Forexgn issuer’s of shares may be exempted from. compllance ‘with one or more : ;'
. of these ‘conditions should they: contravene the law -or- be agamst busmess- L
g practlce in thelr country of domicile. . ‘ : : PR

. <

- ; ‘Smaller compames can be llsted on the SmallCap Securltles Market as opposed' ‘,
_'to the National Market. Quantitative standards vary according to the type of

company involved, but for the common stock of an ordmary domestlc company S

- the 1nitial requlrements are:-

; jTotalAssets "‘ R .' ) o -<$4~million,-

... ‘Capital and surplus - - Do 0 $2 million -
. Number of shares offered, to publlc Lo .. 100,000
 Market value of flotation ; L 7 $1 million.

* Minimum number. of market makers Co L o 2
‘Bid price per share ~ . . oL : S 83
~ Shareholders . -~ .0 - 300

In order to mamtam reglstratlon the followmg reqmrements must be met

~ .Total Assets _ S e ‘ T - $2 mllhon _
© Capitalandsurplus =~ .. . . o .0 $lmillion | -
- Market value of shares , - = S ,.$200,000’_v
y B1dpr1cepershare L S ST SR

,the other ﬁgures remammg unchanged A quotatlon may stlll be mamtamed if
" ‘the bid price for the shares falls below $1 providing the shares publicly

. -available have a-market- value of $1° mllhon and the capltal and surplus"

amounts to $2 rmlhon

ON GOING - REPORTING REQUIREMENTS The market has developed o |

- levels of ‘protection against.fraud that are equivalent to those of the New York
' _.Stock Exchange Some of the on-gomg reportmg requ1rements lmposed on.

1 oo -
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' com[l)a.mes listed on NASDAQ are actuallg more onerous. In each case, tradmg
. results for each quarter must be made public. :

a ’.'MARKET GOVERNAN CE Accusatlons have been levelled during the past two .
. years that NASDAQ was being insufficiently regulated, leading to’ market

‘makers benefiting unduly at the expense of investors. In consequence, the
NASD:Select Committee on Structure and Goyvernance was established, under
‘the - chalrmanshlp of. ex-Senator Warren_.B.. Rudman, to examine these_ _
. criticisms and to make such recommendatlons as were thought ﬁt -

In 1ts Report pubhshed in. September of 1995 the Comlmttee stated

"Based on 1ts Review, the Select Committee concludes that the NASD has
discharged its self-reg‘ulatory responsibilities, not, of course with perfection or -
without difficulty, but professionally and reasonably." It goes on to state, that it
"does not s gport the claims of those who assert that the NASD is controlled by
and for the benefit of NASDAQ market makers. Nor does'it support those who -
- assert that the NASD cloaks in regulatory garb.actions that are in fact deSIgned_
solely to advance the commercial interests of certain segments of the NASD's
membership. The Select Committee does find, however, that the NASD’s
governance structure has failed to keep pace w1th the s1gmﬁcant growth and-
continuing evolution of the NASDAQ market and the concormtant expansxon "
of the NASD S regulatory respons1b1ht1es ' . Co e

As a result various recommendatlons are made, Whlch it is beheved the NASD
are inclined to accept, for a clear separation of the tasks of running the
- operations of the market and: regulating it, together with greater external
: representatlon on, the NASD’s governing bodles 4 S
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THE POTENTIAL MARKET FOR COMPANY
L FLOATATIONS IN EUROPE -

'1 A recent survey carrled out for the Damsh Mmlstry of Industry revealed that :
" some-270 small and medium Danish companies would be intérested in listing -
-their shares if a specialized  national market for growth companies was -

.established. Of these, elghty would be mterested in’ securmg a 11stmg ona pan-. -

' European market , . N . o

2, In order to obtam mformatlon concermng the potentlal v1ab111ty of a pan-
European” stock market for smaller companies, ‘the European Commission

o ‘organized a'study, under the SPRINT programme, to ascertain the number of .

companies who might float their shares on. such a market ThlS report was.
' recelved in December of 1994 o L : ‘
S ‘Four countrles Spaln the Netherlands, France and the Umted ngdom were, :
: selected in order to provide a mix of countries with both mature and emerging

‘mam -and secondary capital markets.- A representative sample of venture: - -

apitalists and investment bankers in each of these Member States, with direct .- -

relationships*with firms having the potential to float their shares during the -

next three years, were contacted. More specifically; they were asked to prov1de e

- details of' compames havmg the correct proﬁle for : a llstlng on EASDAQ

T'Out of the mnety two 1ntermed1ar1es contacted forty elght rephed 1dent1fylng a

. total of 475 companies- with a potential for floatation on a stock exchange. Of
" these 230 were stated to meet the profile required for EASDAQ. These
.companies were. located in: France 92, Netherlands 15 Spain 28 Umted
- Kingdom 82 -other countries 13. : R ] )

. One _third of the potentlal companies -were. engaged in hlgh technology -
" . activities, such” as electronics, Il))lotechnology and communications. * The™
- remainder were. spread over a variety of sectors, ranging from-retailing to
industrial products and services. The proportion of high technology companies .
. varied widely between countries, from 50% in ‘the Umted Kingdom: and the o
a Netherlands, to 11%in Spaln and 29% i in France - . :

F1fty of the companles expected to have a market caprtahzatlon of over: £5O
‘million, The majority of these larger companies came from the French survey. *
.. Conversely, 54% of the companies expected-to raise less than £15 million on -
- floatation. Some two thirds of the sample were anticipated to be ready. for.
floatation by the end of 1996, although this must be regarded as optlmlstlc_
,glven the amount of preparatory work mvolved o .

:. The 230 compames 1dent1ﬁed broadly fell 1nto two categorles

' g- companles not currently served by natlonal stock markets, P
e - compames whlch are. ﬂoatatlon candldates on emstlng natlonal
: exchanges but are. also EASDAQ candldates

‘Clearly .a- pan European market would only attract the second category 1f 1t '
offered either an international profile, or an opportumty to market shares at a.
hlgh price/ earnmgs ratio, or both. :
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Whilst France brought the lowest response rate at 41%, those 1nvestment
bankers replying were the most positive of all concerning a pan-European
. market, believing it would help newly created and fast-growing companies
whatever their sector or size: It 1s unlikely that these opinions would be greatl
affected by the subsequent announcement of the launch of the Frenc
Nouveau Marché, as most would have been aware of the forthcoming -
announcement of the new market at the time they responded to the survey.

The responses from Spam 1ndxcated a great interest by venture capltahsts in
the creation of a pan-European market. Conversely, no replies were received
from investment banks. This is apparently for three main reasons: an
unwillingness to disclose- conﬁdentlaf information; lack of knowledge of the
‘EASDAQ concept; and, the relatively small portfolio of suitable companies held

Whilst the concept of a pan-European exchange recelved a cautious welcome in’
‘the Netherlands and the ‘theoretical need was clearly recognised, many
financial intermediaries were unsure about the effect it would %;n ve on their.
‘business. One problem identified was the- very limited number . of Dutch
companies hkely to be attractive to international investors.

The United Kingdom attracted the highest response rate of 77%. It- was.
~-thought by a number of intermediaries, but by no means all, that the majority
of smaller British companies were very national in their outlook and could-be
- catered for perfectly well by the London Stock Exchange. Howevet, those with
a more European outlook may well come to look to EASDAQ as those with a
‘significant presence in the USA now looked to NASDAQ. Even the more
- negative respondents said they were not against the concept of a pan-European
exchange, merely cautlous Conversely, a number of very positive responses
were received.

CONQLUSIONS:

Results from such. a partial survey must be treated with caution, but both-a
significant degree of support for the concept of a pan-European exchange and a
sufficiently large number of companies who could be floated on it were.
‘identified. . Nevertheless, few companies' were put forward as candidates
without reservations bemg expressed. In order to attract them, any pan-
- European market would have to: allow listing at a reasonable cost; attract the
interest of investors; be as liquid as the best of current national markets offer
a high level of advice and research; and, meet the needs of entrepreneurlal
companies not served by existing- national markets
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CANNEXC e
INVESTOR INTEREST IN A PAN-EUROPEAN STOCK.
MARKET FOR GROWTH COMPANIES

In order to dlscover ‘the likely degree of investor 1nterest in the EASDAQ -
 market, an 1ndependent survey was carrled out 20. the results bemg pubhshed L
-mJune of1995 - RN : .

A total of 292 quest10nna1res were. sent out to selected 1nvestors in France, the :
. Netherlands, Spain, the United Kingdom, Germany and Italy. These asked for
. details of institutional or private client funds invésted or managed and for an ~

ot .estimate of the percentage.of thosé funds that mlght be directed towards.
EASDAQ stocks. Investors with a small company or European focus were =
_selected where possible, but -a number of general funds were also included. = -

. Ninety nine- rephes Were recelved and follow-up telephone 1nterv1ews
conducted : : L A

-Out of the total funds of £231, b1lhon managed by the respondents, an average

-of 19% was invested in. companies with a market capitalization of less than®

" £100 million. Out-of the ninety niné respondents, thirty eight said they were

_ 3 unlikely to: invest in. EASDAQ, elther because they- did. not have the'cross- - .
"+ border capability or, did not invest in smaller companies. ‘The remaining 61°

. .indicated- they--did env1sage mvestmg an average ‘of 3 3% 'of their funds in
' EASDAQ stocks , , )

‘' Thelatter category were attracted to'the EASDAQ concept because 1t was pan- -
European "and highly regulated. Many said the indicated - investment levels

" "were extremely cautious. Were a credible market to be created, which could - o

not be judged at this stage, these could increase markedly. In’ add1t1on, it is

o likely, according to the report, that further specialist small company European

.. 'funds would 'be created, in the USA: as. well as Europe, in order to take
3 advantage of this new opportumty ' : ]

'The 1n1t1al amount of 1nvestment by 1nd1v1duals at least at ﬁrst is l1kely to be |

. low. Most. of those who do, w1ll partlclpate through the med1um of managed = - ‘

mvestment funds

‘ “-2 A study, being conducted for the European Capltal Markets Instltute (of '

- - which the Commission is now a member) entitled "Eliminating Barriérs to an = .
.. integrated European Secondary Equity Market" will be released at the end of -
71995, Reportedly this is already revealmg a rapid development in the number =~ - -
~ .and size of Mutual and SICAV funds within ‘Europe, together w1th a rapld‘ ‘

,growth in the volume of cross- border lnstltutlonal lnvestment

, .20 by.Coopers‘&;‘Lybrandll Lo . o D o I
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CONCLUSIONS:

Whilst considerable interest in a pan-European stock market evidently exists -
amongst European institutional investors and fund managers, current
knowledge of EASDAQ is currently extremely low, which has limited the
strength of the response to this survey. For this and similar markets to be
successful, a considerable promotional effort will be required as soon as the
structures and rules of the markets have been finalized.
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