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foreword

foreword

Europe must be more competitive if it is to deliver jobs and growth for its 28 Member 

States and 500 million people. It is from businesses of all sizes in the private sector that this 

competitiveness challenge will be met. If firms are able to raise money from a rich variety of 

sources, including in the form of debt and equity, they will be better able to fulfil their growth 

potential and compete in the global economy.

Two out of every three employees in the EU work in small and medium enterprises (SMEs), 

which make up 99% of Europe’s firms. SMEs have traditionally relied on bank lending – more 

than 70% of SME finance comes from bank loans. Banks will continue to play a central role 

in SME finance, but their ability to lend has been constrained by the necessary post-crisis 

measures put in place to strengthen the financial system. 

The creation of a Single Market for capital would enable businesses to access deep and liquid 

pools of capital across the whole continent. The European Commission has set itself the task of 

creating a Capital Markets Union (CMU) to realise the founding principle of free movement of 

capital for the benefit of businesses and people in every Member State. 

In the Budget of March 2015, the Chancellor of the Exchequer invited TheCityUK to conduct a 

review of the European Listings Regime to inform the CMU debate with an understanding of 

how markets can work better for firms of all sizes. This report shows how Europe’s corporates 

could be enabled to raise money more quickly, more cheaply and from more diverse sources. 

As part of a varied ecosystem of business finance, equity, debt and other capital markets can 

help firms innovate and grow for the benefit of us all.    

 
 

Chris Cummings
Chief Executive, TheCityUK
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1.0 Executive Summary

1.1 
Capital markets play too small a role in financing growth 
and European businesses remain heavily reliant on banks, 
making Europe’s economies vulnerable to a tightening 
of bank lending. This is a particular problem in the small 
and medium enterprise (SME) sector where over 70% 
of finance is provided by way of bank loans. Given the 
importance of SMEs, which account for 99% of businesses 
across the EU, this problem needs to be addressed 
urgently. Outside the SME sector, European investment 
levels remain well below their historic norm and European 
capital markets are less competitive at the global level.

1.2 
By making Europe’s capital markets more accessible and 
fundraising quicker, cheaper and easier, companies of all 
sizes and levels of maturity would be able to secure long-
term capital to sustain their growth. A more integrated 
capital markets regime, which is a prerequisite to achieving 
a CMU, would enhance the shock-absorption capacity of 
the European economy and allow for more investment 
without increasing levels of indebtedness.

1.3 
Capital markets solutions may not be appropriate for 
all companies and bank lending will continue to play 
an important role. There is a variety of funding options 
available on capital markets for SMEs which are currently 
not being used to their maximum potential; these are 
examined in Section 2 of this report. Section 3 examines 
the IPO process and what can be done to improve the 
process for those companies which achieve the size and 
maturity required for listing on a regulated market. Section 
4 looks beyond the IPO process to secondary fundraisings 
on the capital markets.

1.4 
SMEs’ over-reliance on bank finance made them 
vulnerable during the global financial crisis. Although 
lending rates are starting to improve, banks are 
increasingly risk averse and the cost of debt is increasing. 
SMEs need to be educated about the benefits of raising 
capital through the capital markets and the range 
of options available to them. Investors need to be 
encouraged to provide risk capital by providing them with 
better information on the creditworthiness of SMEs and 
appropriate tax and other incentives.

SMEs generated 
€3.7 trillion in 
value added in 
the EU28 in 2013, 
representing just 
over half (58%)  
of EU28 Gva  

EU28 
Gva

The total value of capital raised through 
IPOs in the EU decreased from an annual 
average of US$133 billion during 1993-2000 
to an annual average of US$70 billion in 
the first decade of this century 
(Source: European IPO Task Force). 

US$70bn
2001-2009

US$133bn
1993-2000

SME credit gap is  
$1.5 trillion globally

(Source: enterprise finance group database IFC 2011).

$1.5 
trillion
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1.5 
The regulatory framework needs to be examined to ensure 
that SME financing is able to operate in a cost efficient 
manner. The interests of SMEs and investors need to be 
balanced to enable SMEs to raise capital without being 
encumbered by unwieldy legislation whilst at the same 
time providing some fundamental safeguards to investors 
in order to protect the integrity of Europe’s capital markets.

1.6 
Admission to a regulated market can be made less 
burdensome without lowering standards. The key to 
unlocking achievable efficiencies is splitting the prospectus 
and the issuer publishing a core registration statement 
earlier in the admission process. This would give investors 
more meaningful access to management; better investor 
dialogue leading to more robust pricing; shorter, more 
focused, research; and shorter offering periods further 
reducing market risk. The current market practice of 
analyst research on the issuer being published first, to 
help educate investors, followed by a self-imposed two 
week ‘blackout period’ before any form of prospectus is 
published should be abandoned.   

1.7 
Once an issuer is listed there are also significant 
improvements which can be made in relation to follow 
on issuances. Once listed, a company is required by the 
Transparency Directive to publish a wealth of information 
on an on-going basis. Currently much of that information 
is simply repeated in the prospectus on a follow on 
issuances. If, instead, the company was able to produce 
a much shorter document, only updating the information 
already available then this would be quicker to draft, 
saving on fees and making launch more flexible with an 
issuer less likely to reject a pro-rata issue in favour of a 
cash placing just because of the burden of producing a 
prospectus. 
 

 
  1.8 

   The main recommendations of this report are:

	  �Increase the awareness of capital markets 
options available to SMEs

	  �Provide more information and increase 
incentives to investors in SMEs

	  �Minimise the regulatory complexity of raising 
capital and listing on an unregulated market 
with a view to managing costs

	  �Within the IPO process, make information 
available sooner to investors through a core 
registration statement followed by research, 
obviating the need for a blackout period

	  �Broaden investor participation in IPOs to 
include retail investors

	  �Increase confidence in pan-European offerings 
through the harmonisation of the approach 
of NCAs and the introduction of minimum 
corporate governance requirements

	  �Reduce the prospectus disclosure  
requirements for follow on issuances.

 
 

1.9 
The recommendations in this report require action from 
all key stakeholders, from the European Commission 
and national governments, regulators, stock exchanges, 
banks and capital markets advisers through to investors 
and growth companies who will benefit from these 
recommendations. If a CMU is to be achieved and an 
equity culture developed within Europe that is capable 
of providing sustained capital to European businesses, 
all stakeholders need to work together to implement the 
recommendations contained in this report to provide a 
more stable capital base for Europe’s economy.
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Summary of recommendations

Create national registers and a central European register of capital markets 
options available to SMEsR1
Educate SMEs about the different capital markets options available and how to 
prepare for the fundraising processR2
Develop clear signposting of the most appropriate options for SMEs at different 
stages of developmentR3

Initial capital raisings

Increase the awareness of capital markets options available to SMEs

Create national credit registers to make available information on the 
creditworthiness of SMEs and allow access to those registers across the EUR4
Leverage the current rating regime to introduce a special regime for SMEsR5
Educate SMEs on the level of information required by potential investorsR6

Provide more information to potential investors in SMEs

Encourage national governments to make appropriate tax incentives available to 
investors in SMEsR7
EU Commission to maintain a flexible approach to the enforcement of state aid rules in 
respect of such incentivesR8

Increase incentives to invest in SMEs

Limit scope of the EU listing regime to regulated marketsR9
Amend definition of ‘offer to the public’ to provide greater flexibility by modifying 
financial and other thresholdsR10
MAINTAIN AND ENCOURAGE appropriate safeguards on the listing and marketing of 
securities throughout the EUR11

Minimise the complexity of listing on an unregulated market

ADOPT GOOD AND CONSISTENT STANDARDS OF DISCLOSURE for admission documentation for 
MTFs to increase familiarity across jurisdictionsR12

ESMA to compile empirical data on the listing costs of different venues so that SMEs 
can make an informed choiceR13
Consideration to be given to making equity issuance costs deductible for 
corporation tax purposesR14

Further measures to manage costs
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Split prospectus into a core registration statement published prior to analyst 
research and a securities note published laterR15
Remove the blackout period between the publication of analyst research and the 
subsequent publication of the prospectusR16

IPO:  admission to a regulated market

Make information available sooner

Increase availability of non-connected research R17
Make prospectus more focused and relevantR18

Increase quality of information 

Extend the current definition of ‘qualified investor’ to include a new category of 
professional investorsR19
Introduce a certification process for professional investorsR20

Broaden investor participation

Increase ability to move price rangeR21

Harmonise approach of NCAs to prospectus review and approval R22
Encourage minimum corporate governance requirementsR23

Increase investor confidence in pan-European offerings

Reduce specific disclosure requirementsR24
Revise Article 5 general disclosure testR25
Eliminate need to repeat information available on a dedicated section of the 
issuer’s websiteR26

Post IPO:  Follow on capital raisings

Reduce the prospectus disclosure requirements for FOLLOW ON issuances
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1 Information derived from the European Commission’s Eurostat Website
2 �Towards Better Capital Markets Solutions for SME Financing: Oliver Wyman, 2014
3 Information derived from European Commission’s Eurostat Website

2.0 Initial Capital Raisings

Background
There has been much debate in recent years about the 
importance of finding alternative sources of capital for 
companies within the SME sector. These companies are  
the backbone of Europe, with European Commission 
research suggesting that 99% of businesses across the  
EU are SMEs.1

What is a SME?
The standard definition of a SME used by the European 
Commission is a company that has:

• less than 250 employees; and

• �either a turnover of less than €50 million or a balance 
sheet total of less than €43 million.

Given the breadth of this definition, the sector is often 
broken down further into medium-sized, small and micro 
companies (Table A). This distinction is important for the 
purposes of this report as different funding solutions will 
be relevant for different sized companies, with the more 
sophisticated solutions only being a realistic option for 
large and medium-sized companies. 

The importance of SMEs  
to the European economy
On a global basis, SMEs account for approximately 
90% of businesses, which provide more than 60% of 
employment worldwide and approximately 80% of jobs 
within the developed world.These businesses contribute 
approximately 50% of global Gross Value Added (GVA) 
and a significantly higher percentage in the developed 
world2 (Table B). Within the EU, approximately 67% of 
the workforce are SME workers and SMEs contribute 
approximately 58% of GVA.3

In order to survive and grow, SMEs need funding at all 
stages of their development, from seed capital in the early 
years through to development and growth capital and 
ultimately a permanent and stable source of capital.

Employment and GVA contributions of SMEs

Total world

Total G-20

Total G-8

Total EU-27

Total OECD

Total non-OECD

Total BRIC

                     49% 
                                                     63%

             45% 
                                                        64%

                            52% 
                                                 61%

                                          58% 
                                                               67%

                                 54% 
                                                                                     77%

            45% 
                                                 61%

      42% 
                                               60%

Source: ACCA Small business: a global agenda 2010 report

Oliver Wyman

GVA               Employment

Table B

SMEs account for 67% of European 
employment and 58% of GVA

Table A

Category	 Employees 	 Turnover      or 	 Balance sheet 
			   total

Large	 >250	 >€50m	 >€43m

SMEs	 <250	 <€50m	 <€43m

  - Medium	 50 to 250	 €10m to €50m	 €10m to €43m

  - Small	 10 to 50	 €2m to €10m	 €2m to €10m

  - Micro	 Less than 10	 Less than €2m	 Less than €2m
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Note: Loans other than revolving loans and overdrafts, convenience and extended credit 
card debt, Total maturity/period of notice/initial rate fixation, Outstanding amount / new 
business; 3 month average of monthly data taken to smoothen out the series
Source: ECB statistical website

Oliver Wyman Analysis

European loans to Non-Financial Corporations 
by loan amount
2007-2015, New business volume, €BN
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Table C

Lending has not yet recovered 
to pre-crisis levels

Cost1 of new loans in Europe by ticket size
2007-2015, bps

1 Averaged across tenor, spread calculated as corporate loan interest rates 
minus Euro area base rate;
Source: ECB, Oliver Wyman analysis

Oliver Wyman Analysis
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Table D

Loans up to €1MM cost 88 bps 
more than larger loans

The SME funding gap
In a recent report, restricted access to finance was cited 
by SMEs worldwide as the greatest constraint on their 
growth.4  The International Finance Corporation (IFC) has 
estimated the SME credit gap to be $1.5 TN globally.5 
Traditionally, SMEs have relied on bank lending and other 
forms of credit as their principal source of finance. The 
reach of the major banks through their branch networks 
and the close links between SMEs and their relationship 
manager has been a major factor in shaping SME 
financing, as has the deductibility of debt interest costs  

 
for corporation tax purposes. The global financial crisis 
demonstrated the short-comings of this financing strategy.

Banks are having to contend with increasing regulation, 
in particular through the implementation of Basel III. As a 
result, SMEs are now having to contend with banks that 
are increasingly risk averse and, as a result, lending has not 
returned to pre-crisis levels (although there has been a slight 
upturn since mid-2014) whilst the cost of debt, particularly 
in respect of small loans, has risen (see Tables C and D).

4 Analysis undertaken by IFC, AFME and Oliver Wyman
5 Enterprise Finance Group Database: IFC, 2011
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If SMEs are to reduce their dependence on bank lending 
and become less vulnerable to any future banking crisis, 
they need to diversify their funding sources and focus on 
other options which are capable of providing long-term 
financing solutions.

The capital markets solution
There are a growing number of options available to SMEs 
which are prepared to consider forms of finance other 
than traditional bank lending, including those provided 
by the private equity and venture capital industries. Whilst 
these may provide medium- to long-term equity funding, 
they are unlikely to provide the long-term, flexible source 
of capital required by SMEs.  

Capital markets are an obvious alternative to bank lending 
and other sources of equity capital as they give SMEs 
access to the permanent source of capital they require in 
order to secure sustained growth.  

The term ‘capital markets’ is used in its widest sense in this 
report and is not limited to the primary European markets 
such as the Main Market of the London Stock Exchange, 
Euronext and the Deutsche Börse and other overseas 
markets which typically attract European issuers (for 
example NASDAQ). These are only likely to be appropriate 
for larger and more mature companies and are unlikely to 
be a viable option for the majority of SMEs. In this report, 
the term is also used to describe the growing number of 
secondary equity markets (multi-lateral trading facilities 
or MTFs) which are aimed at smaller, growing companies 
and SME debt markets which enable funds to be raised 
through the issue of debt instruments. Although it is not 
a primary focus of this report, there are also a number of 
alternative funding platforms in existence which match 
investors with SMEs which are seeking debt or equity 
without providing a trading facility. The full range of 
options is summarised in Table E.

1                   2                  3                  4

Table E

Capital market options available to SMEs

Alternative funding 
platforms
Pure match model: direct 
contact between investors and 
borrowers
• Deal Market
• FinPoint

Marketplace model: lenders 
fund borrowers at defined 
interest rates
• Lending Club

Auction model: lenders bid 
on loans, and lowest rate wins
• Funding Circle

Crowd-funding: investors 
fund start up projects to 
obtain unlisted equity share
• Kickstarter
• Indiegogo

MTFs with primary 
market functions
AIM – LSE’s international 
market for smaller growing 
companies

Alternext – Euronext’s 
subsidiary supporting growth 
of SMEs across Europe

Freiverkehr – Frankfurt Stock 
Exchange’s ‘open market’ 
segment for foreign shares 
and German SMEs

AIM Italia – Borsa Italiana’s 
market for SMEs

BX Swiss – Swiss exchange 
focusing on small and 
medium-cap stock

BATS Chi-X Europe – 
Europe’s largest alternative 
trading venue 

SME debt markets

ORB – LSE’s order-driven 
trading service for retail 
investors

MARF – alternative market in 
Spain for SMEs to issue fixed-
income securities 

Entry Standard for 
corporate bonds – Deutsche 
Börse’s platform for SMEs to 
raise debt

Primary exchanges

Established exchanges, 
such as:

• London Stock Exchange

• Euronext

• Deutsche Börse

• BME Spanish Exchanges

• NASDAQ

• NYSE
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Alternative funding platforms can provide SMEs with 
access to capital relatively quickly and easily, but they 
are only suitable for raising small amounts of capital, as 
current legislation restricts the amount that can be raised 
and the number of investors that can be approached.  
Equity fundraisings on primary exchanges and MTFs and 
debt issuances on SME debt markets give access to larger 
amounts of capital but the complex regulatory regime and 
high transaction costs are often seen as barriers to entry.

The number of companies seeking finance through capital 
markets appears to be falling. The recent EU IPO Report 
issued by the European IPO Task Force6 noted that the 
annual average number of IPOs dropped to about 670 
during the period 2001 – 2011, compared to an annual 
average of 1,170 during 1993 – 2000. The decrease in 
new listings was accompanied by a decrease in the amount 
of equity that companies raised. The total value of capital 
raised decreased from an annual average of US$132.7 
billion during 1993 – 2000 to an annual average of US$69.9 
billion in the first decade of this century. 

Exchanges have attributed the decline in the number of IPOs 
to the decline of smaller companies coming to market. The 
European IPO taskforce concluded that whilst IPO markets 
continue to function well for larger companies, they are 
becoming increasingly inaccessible to smaller companies, 
thereby bringing down the number of IPOs.

Immediate action is required to stimulate both supply 
and demand in the capital markets. SMEs should be 
encouraged to access alternative sources of finance 
(by issuing equity and debt instruments) and investors 
to commit funding to SMEs. This report highlights the 
principal barriers for both SMEs and investors and makes 
proposals for addressing these issues. Whilst the focus of 
this report is on capital markets and, in particular, IPOs, it 
should be noted that many of the issues that have been 
identified, and the proposals that are made, will benefit 
SMEs at all stages of their development and not only those 
which are ready to access the capital markets.

6 EU IPO Report – Rebuilding IPOs in Europe: European IPO Task Force, 2015

Recommendations
2.1 

Increase the awareness of 
capital markets options 
available to SMEs
The majority of SMEs do not look beyond their relationship 
bank manager to satisfy their financing needs, with over 
half of SME financing requirements being met by bank 
loans, overdrafts and other credit facilities (see Table F 
below). The reach of the major lending banks through their 
branch networks and the close links, often built up over 
many years, between SMEs and their relationship 

European1 SME financing sources use between April and 
September 2014
2014, % of SMEs

1 EU-28 SMEs; 2 Retained earnings or sales of assets
Source: SAFE analytical report 2014

Oliver Wyman

Overdrafts and credit lines

Leasing and hire purchasing

Internal funds2

Bank loans

Grants or subsidised bank loan

Trade credits

Other loan

Factoring

Other sources

Equity

Debt issuance

37%

29%

14%

13%

9%

9%

7%

6%

4%

3%

1%

Table F

European SMEs should be made more 
aware of equity and debt issuance as 
an alternative to bank lending
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manager means that many SMEs look no further when 
financing is required. This lack of awareness is highlighted 
by BDRC Continental in their quarterly publication, SME 
Finance Monitor: 5,000 businesses were questioned about 
alternative sources of finance for the Q1 2015 report; only 
31% indicated an awareness of government and other 
initiatives designed to help make funding available to 
SMEs and only 38% were aware of the possibilities offered 
by crowdfunding7.

The variety of funding options available to SMEs is 
confusing, ranging from alternative platforms through to 
established stock exchanges for large and more mature 
companies with many options in between. Many SMEs 
do not understand the various options and the benefits 
and requirements of each. They may dismiss debt and 
equity issuance as being to expensive and complicated.  
To address this, SMEs need information on the range 
of options available to them and the benefits and 
requirements of each platform. 

As part of their supervisory function, the National 
Competent Authority (NCA) within each Member State 
should maintain a register of the capital markets funding 
options available within their territory. This should include 
a summary of the admission requirements and regulatory 
regime governing the relevant platform and information as 
to where further guidance can be obtained.

These national registers should link into a central register 
of all the European platforms that are available for 
fundraising by SMEs so that the information is available 
on a pan-European basis. This central European register 
could be maintained either by the European Commission 
or delegated to another appropriate body, such as the 
European Central Bank. This would enable SMEs to 
understand the options available to them not only within 
their own Member State but across the EU. 
 

 
 

Stock exchanges, which are the operators of many of the 
funding platforms, should also do more to promote the 
options that are available for SMEs. In the UK AIM, which 
over its 20 year history has been energetic in promoting 
the benefits of AIM both within the UK and internationally, 
has attracted companies from more than 100 countries 
and 40 different sectors which have raised over £90 billion 
to support their growth and development.  

Promoting exchanges not only benefits SMEs, which 
are able to make better-informed decisions once they 
understand the full range of options available to them, 
but also benefits the exchanges themselves in terms of the 
increased fees and stability that comes with an increased 
number of market participants; a recent report by Oliver 
Wyman suggests that a critical mass of 150-200 listings is 
required before a platform becomes profitable.8

 
 

The involvement of exchanges in promoting the various 
options available to SMEs could also help to introduce 
SMEs to professional service providers such as corporate 
finance advisers, accountants and legal advisers who 
can assist in the education process. Many SMEs which 
seek to access the capital markets are unprepared for the 
level and quality of disclosure that is required by certain 

Create national registers and a 
central European register of capital 
markets options available to SMEs

R1

Educate SMEs about the different 
capital markets options available 
and how to prepare for the 
fundraising process

R2

7 SME Financing Monitor: BDRC Continental, Q1 2015
8 Towards Better Capital Markets Solutions for SME Financing: Oliver Wyman, 2014

ELITE programme – 
Borsa Italiana/London Stock Exchange
Launched in Italy in April 2012, the UK in April 2014 and 
pan-Europe in December 2014, ELITE is a community of 
entrepreneurs, business leaders, advisers, investors, public 
sector and academics to support businesses as they grow for 
the long term.

The goals of ELITE are to drive cultural and organisational 
change and become more attractive to a wider range of 
investors – not all IPOs, but capital neutral e.g. outcomes 
have included 10 bond issuances (€300m raised); 13 private 
equity deals; 35 M&A/joint venture deals; €170m public sector 
investment. ELITE has an established presence, with 200+ 
companies,150+ stakeholder partners, 70+ investors, 88,000 
employees and €22.6bn total revenues of ELITE companies.
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markets. The early involvement of external advisers could 
help address this by, for example, increasing the quality of 
financial reporting, helping to put in place non-executive 
directors and an appropriate corporate governance regime 
at an early stage, as well as educating directors on the 
fundraising process. The ‘10,000 Small Businesses UK’ 
programme, launched by Goldman Sachs in 2010 and the 
ELITE programme launched by the London Stock Exchange 
in 2014 are good examples of the type of support 
programmes which SMEs need to realise their potential. 
This kind of support is particularly important for those 
companies that are seriously considering a bond issue or 
an IPO. Whether this is on one of the primary exchanges 
or an MTF, it is advisable for the planning process to start 
up to two years in advance of the proposed listing.

Greater transparency is needed as to the entry 
requirements for the different platforms as is clear sign-
posting as to the most appropriate platform for SMEs at 
different stages of their development. Capital markets are 
driven by supply and demand, SMEs need to have the right 
information to enable them to access the type of investor 
most likely to commit funds through the provision of either 
debt or equity capital. A small, early stage SME is unlikely 
to attract investment from large institutional shareholders, 

and might be best advised to access smaller investors 
through one of the alternative listing platforms. A listing 
on one of the European primary markets is only likely to be 
realistic for large companies or those at the top end of the 
SME sector with a market capitalisation in excess of £100 
million. Small to mid-sized companies may be better suited 
to raising equity through a listing on a MTF or through 
the retail bond market which provides a route for bond 
issues of £25m to £300m which can then be traded on a 
SME debt market such as the Order Book for Retail Bonds 
(ORB) which is operated by the London Stock Exchange. 
Companies need to be educated about how the different 
platforms can provide capital for them at different stages 
in their development (see Table G).

Develop clear signposting of the 
most appropriate options for SMEs at 
different stages of development

R3 Summary of recommendations
Increase the awareness of capital markets 
options available to SMEs

R1  �Create national registers and a central European 
register of capital markets options available to SMEs

R2  �Educate SMEs about the different capital markets 
options available and how to prepare for the 
fundraising process

R3  �Develop clear signposting of the most appropriate 
options for SMEs at different stages of development

Source: Oliver Wyman

Table G

Funding escalator

Micro
< 10 employees, or
< €2 MM turnover, or
< €2 MM balance sheet

Small
10 to 50 employees
€2-10 MM turnover, or
€2-10 MM balance sheet

Medium
50 to 250 employees
€10-50 MM turnover, or
€10-43 MM balance sheet

Large
> 250 employees
> €50 MM turnover, or
> €43 MM balance sheet

Mature
> 250 employees
> €50 MM turnover, or
> €43 MM balance sheet

Crowdfunding

Venture capital

Private equity

Private placement

IPO Growth Market

IPO Main Market

Premium listing in  
main market
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2.2 
Provide more information 
to potential investors  
in SMEs
The availability of alternative non-bank finance will only 
become viable if a sufficient number of investors are 
prepared to commit funding to SMEs. Investors need a 
minimum level of information on the company and its 
business before making an investment decision. Investors 
will want to understand the company’s business model 
and receive up-to-date financial information, in order to be 
able to assess the financial stability and risk profile of the 
business and become familiar with its management team.  

Where a SME is seeking to raise capital on a primary 
market, this information will be contained within the 
prospectus. Most institutional investors will have the 
opportunity to meet and question the management team 
at investor presentations. A similar level of information 
may be available where a SME is seeking to raise capital 
on a MTF or SME debt market, but because of differing 
requirements between the various platforms, there is 
no guarantee that this will be the case. Some platforms 
require only limited disclosure. Even less information may 
be required of SMEs seeking capital through an alternative 
funding platform.

Information that is publicly available on SMEs is limited 
and the financial information that is available from public 
registers is often out-of-date and, in some cases, not 
audited. Whilst venture capital and private equity investors 
are able to plug this gap by undertaking detailed due-
diligence on investment opportunities, this is not viable 
where SMEs are seeking capital from a number of investors 
on the capital markets.

This information gap needs to be addressed in order to 
encourage investors to invest the necessary capital in 
SMEs and to establish trust and confidence in the funding 
platforms that are available.  

 
 
Much of the information about an SME’s past 
financial performance and creditworthiness is held 
by its relationship bank and is not widely shared. This 
information is necessary for any potential investor in 
trying to assess the creditworthiness of an investment 
proposal. Other important factors, such as confidence in 
the management team or the innovative nature of the 
business are often sufficient to attract investment. 

The Bank of Italy has established a Central Credit Register 
which collects data on the credit facilities granted to 
the customers of the banks and financial companies it 
supervises. Currently, 16 out of the 28 Member States 
have or are in the process of setting up central credit 
registers9. Each Member State should be encouraged to do 
the same, either through its central bank or another public 
or private body (dependent on the Member State’s existing 
credit reporting structure) and to increase the amount of 
data captured in this central register. In this regard, the 
threshold above which data is required to be reported 
could be harmonised across the EU.

The data gathered by the relevant entity in each Member 
State should then be capable of being accessed by 
investors not just in that Member State but across the 
EU, so that potential investors are able to access data on 
potential investments wherever they are situated in the EU.  
The availability of such information on a pan-European 
basis is a pre-requisite to achieving a true CMU.

Existing providers of credit ratings could be encouraged to 
extend their current ratings system to SMEs. This would 
provide an objective judgment on the creditworthiness 
of SMEs and would assist potential investors. Standard 
and Poors announced in 2013 that it would offer a credit 
evaluation service to mid-market companies, initially in 

Create national credit registers to 
make available information on the 
creditworthiness of SMEs and allow 
access to those registers across the EU

R4

Leverage the current rating regime to 
introduce a special regime for SMEsR5

9 Long-term Finance for Infrastructure and Growth Companies in Europe: TheCityUK/IRSG,  2015
10 The squeezed middle: S&P says Europe’s mid-sized companies need up to €3.5 trillion funding by 2018: Standard & Poor’s, 2013
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France, Germany and the UK10. Although this appeared 
to be a step in the right direction, the service is not 
widely used and the cost is seen as prohibitive. Lessons 
should be learned from this experiment and the rating 
agencies should be encouraged to think of ways in which 
information on the creditworthiness of SMEs could be 
made available in a cost-effective manner. Investments  
in SMEs are not solely based on the creditworthiness of  
the company.

In the US, credit scores are available from the National 
Association of Insurance Commissioners (NAIC). The 
NAIC, a central body for state-level insurance regulators, 
provides rating services to US insurers investing in private 
placements. Issuers are not charged for these ratings 
and the upfront cost to investors is low. NAIC ratings are 
provided post-transaction and so are not a like-for-like 
substitute for ratings provided by private sector rating 
agencies, but they provide investors with clear and 
standardised information. Such a model has the potential 
to provide EU investors with similar certainty, particularly 
if the scheme were to operate on a pan-European basis 
with a standard set of criteria. The European Commission 
should carry out a further analysis on the benefits of 
introducing an equivalent regime in the EU.

 
 
An increased awareness, developed through the measures 
suggested above, should result in SMEs becoming more 
aware of the information required by investors. This would 
enable them to better prepare and present the relevant 
data to potential investors. A well-prepared investment 
case, containing all the necessary financial data, would 
greatly assist the investment process and lead to greater 
investor confidence.

Educate SMEs on the level of information 
required by potential investorsR6

Summary of recommendations
Provide more information to potential 
investors in SMEs

R4  �Create national credit registers to make available 
information on the creditworthiness of SMEs and 
allow access to those registers across the EU

R5  �Leverage the current rating regime to introduce a 
special regime for SMEs

R6  �Educate SMEs on the level of information required by 
potential investors

21.6 million SMEs in the 
non-financial business 
sector in the EU28 in 2013. 

21.6 million

generate almost €3.7 trillion 
of value added

(ECB)

€3.7 
trillion

SMEs employ two in every 
three EU employees and 

make up 99% of all euro 
area firms.

These firms employed 88.8 million people. 
(Source: European Commission, Annual report on European SMEs 2013/2014).

88.8 million
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2.3 
Increase incentives  
to invest in SMEs
High-quality financial information about an investment 
opportunity cannot provide a guarantee against failure. 
Investing in SMEs is inherently risky and there is a high 
level of failure, particularly for early-stage businesses. A 
recent US report concluded that many business start-ups 
close or fail within the first 10 years.11 There will inevitably 
be some failures amongst those small and/or early-stage 
companies which raise funds on the alternative listing 
platforms identified in Table E, the majority of which are too 
early-stage to be able to publish reliable data on their track 
record. Even those markets which attract slightly larger and/
or longer established SMEs are not immune to failure.  

The crash that followed the technology boom of the 
late 1990s saw a number of casualties on AIM and 
other secondary markets across the EU. The most high-
profile casualty was Germany’s Neuermarkt, a market for 
technology shares and other high-growth stocks often 
described as the European equivalent of NASDAQ. This 
closed in 2002 after the combined market value of the 
264 companies listed fell by approximately 96% following 
the height of the market in early 2000. AIM in the UK was 

badly hit during the recent crisis, with 95 companies de-
listing at the height of the recession in the 12 months to 
31 December 2009 due to financial stress and insolvency. 

Investors in SMEs run a higher risk of losing some, if not 
all, of their investment than investors in larger, more 
mature businesses. Therefore, there needs to be some 
financial incentive offered to investors who are prepared to 
take this risk.   
 

In the UK, the Enterprise Investment Schemes (EIS) have 
provided incentives in the form of income tax relief on 
subscriptions and capital gains exemptions on profits 
made on the disposal of shares for UK tax paying investors 
who invest either directly into unlisted qualifying SMEs 
or indirectly through EIS funds which in turn invest in 
qualifying SMEs. There are similar reliefs for investments 
in smaller qualifying companies under the seed enterprise 
investment scheme provisions (SEIS). Income tax relief on 
subscriptions for shares in venture capital trusts, which in 
turn invest in qualifying SMEs, is also available together 
with an exemption for capital gains on the disposal of 
shares in venture capital trusts. 

11 The Role of Entrepreneurship in US Job Creation and Economic Dynamism: Duke, Haltiwanger, Jarmin and Javier, 2014

Encourage national governments 
to make appropriate tax incentives 
available to investors in SMEs

R7

The latest IEG report  
on CMU noted: 
“…in 2013 the stock of 
outstanding financing for 
SMEs in the EU stood at €2trn, 
compared to €1.2trn in the 
US, and the flow of new 
financing in that year was 
€926bn in the EU compared to 
€571bn in the US.”
(Source 2015 BCG/AFME report Bridging the growth 
gap: Investor views on Europe and US Capital markets 
and how they drive investment and economic growth). €1.2 TRillioN€2 TRillioN
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AIM also offers significant tax advantages for UK investors, 
with qualifying shares listed on AIM being exempt from 
inheritance tax once they have been held for two years 
and AIM shares being permitted investments under the ISA 
regime. Investors were given a further incentive with the 
abolition of stamp duty on the purchase of AIM shares in 
the secondary market. It is perhaps no coincidence that in 
the 12 months following the abolition of stamp duty on 
the purchase of shares on AIM, trading in AIM companies 
increased by nearly 50% with average daily trading 
per company reaching £156,000 in 2014 compared to 
£107,000 in 2013 (and this in spite of the fact that the 
FTSE AIM All-Share Index dropped to 702 in December 
2014, its lowest level in three years).

Given that taxation remains the preserve of national 
governments rather than the EU Commission, the 
governments in each Member State need to be 
encouraged to introduce appropriate incentives to 
stimulate investment in SMEs within their territory.  

 
Given the importance of stimulating investment in SMEs, 
the availability of such incentives should be encouraged by 
the EU Commission and national governments should be 
allowed a reasonable degree of flexibility in determining 
what is appropriate for their own market. The Commission 
can assist in this respect by maintaining a flexible attitude 
towards European State Aid rules, thereby ensuring 
that SMEs are able to continue benefitting from the 
incentives made available at a national level without undue 
constraints from Europe.

2.0   Initial Capital Raisings

EU Commission to maintain a flexible 
approach to the enforcement of 
state aid rules in respect of such 
incentives

R8

2.4 
Minimise the complexity  
of listing on an 
unregulated market
SMEs wishing to access the capital markets to raise debt 
or equity capital must navigate a complex regulatory 
framework. Companies seeking a listing on an EU 
regulated market (these include the principal primary 
European markets, such as the Main Market of the London 
Stock Exchange, Euronext and the Deutsche Börse) are 
required to prepare a prospectus which complies with 
the requirements of the EU Prospectus Directive. The 
same applies to bond issues on certain markets; ORB, 
for example, is a regulated market and requires a full 
prospectus, even for relatively small bond issuances.  
Prospectuses are increasingly long and complicated 
documents and must be pre-approved by the National 
Competent Authority in the issuer’s home state. SMEs 
seeking to raise capital on other markets and platforms 
are not automatically required to produce a prospectus 
but may be required to do so if they are seeking to 
offer their shares or debt instruments to the public. 
Further restrictions on a company’s ability to market the 
investment opportunity to certain categories of investor 
may be imposed by national legislation such as the 
Financial Services and Markets Act 2000 (FSMA) in the UK.

 

Companies seeking to list on an EU regulated market 
should be obliged to prepare a prospectus. The level of 
disclosure required (and the preparatory work to produce 
the necessary information) is justified and appropriate for 
a company seeking a listing on one of Europe’s primary 
markets. Such companies tend to be large or medium 
sized companies and are more likely to raising relatively 
large amounts across several jurisdictions.

However, it is generally felt that companies seeking to 
access capital through admission to one of the many MTFs 
or other platforms should not be required to produce a 
prospectus. The European Commission’s recent Prospectus 
Directive consultation included questions about the 

Limit scope of the EU listing regime to 
regulated marketsR9

Summary of recommendations
Increase incentives to invest in SMEs

R7  �Encourage national governments to make 
appropriate tax incentives available to investors  
in SMEs

R8  �EU Commission to maintain a flexible approach to 
the enforcement of state aid rules in respect of  
such incentives
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possibility of extending the current prospectus regime 
to companies seeking admission to trading on a MTF. 
This would significantly increase the barriers for SMEs 
seeking to raise capital. MTFs currently provide a useful 
alternative for companies which either cannot satisfy 
the requirements for admission to a regulated market or 
which are seeking a more flexible regime. Any extension 
of the Prospectus Directive to MTFs would reduce the 
attractiveness of secondary markets such as AIM, Alternext 
and the Freiverkehr, significantly limiting access to capital 
for many European SMEs.

 
Currently, SMEs which seek to raise capital through a 
listing other than on an EU regulated exchange are only 
required to produce a prospectus if they undertake an 
offer to the public. This term is widely defined as any offer 
of tradable debt or equity securities subject to certain carve 
outs. These carve outs focus on the size of the issue and 
the identity of potential investors such that the following 
offers are not deemed to be public offers for the purposes 
of the Prospectus Directive and therefore do not require a 
prospectus:

• �offers addressed solely to qualified investors (being 
certain large financial and institutional investors) – this is 
generally used by SMEs raising capital on a MTF;

• �small offers of less than €5 million – this is most 
commonly used by SMEs seeking to raise small amounts 
of capital either on a MTF or an alternative funding 
platform;

• �offers made to less than 150 persons in each Member 
State – again, this is used by SMEs for small offers on a 
MTF or alternative listing platform; and

• �offers where the securities being offered are 
denominated in amounts of at least €100,000 – this 
exemption is commonly used by bond issuers in the debt 
markets.

These exemptions are of paramount importance for SMEs 
seeking to raise capital and are the principal considerations 
that determine the type of capital raising they are able 
to undertake. As a result, most companies whose shares 

are traded on one of Europe’s MTFs have a predominantly 
institutional shareholder base which limits the pool 
of capital available to such companies and affects the 
liquidity of their shares in the secondary market. Bonds 
issued on the SME debt markets are typically issued in 
units of €100,000, which again leads to a predominantly 
institutional investor base and means that these markets 
are relatively illiquid. Fundraising on alternative listing 
platforms is limited to small amounts of capital raised from 
a restricted circle of investors.

Whilst it is tempting to recommend that the above 
exemptions are significantly widened, there obviously 
still need to be some limits on the ability to raise funds 
from the public without the need for a prospectus. Some 
changes could be made to the current exemptions without 
significantly increasing the risk for investors.  

For example, the €100,000 threshold could be significantly 
lowered. Decreasing this threshold to €10,000 would 
enable bonds to be issued and traded in denominations of 
€10,000, which would potentially attract investment from 
sophisticated retail investors, thereby increasing the pool of 
capital available and stimulating trading in the secondary 
bond market, but would still have the effect of excluding 
unsophisticated investors from non-prospectus offers.

The current €5 million threshold, which exempts small 
offers from the requirement for a prospectus, seems 
inadequate in 2015 and could be raised to a more realistic 
level. The US, whose securities regime is in many ways 
more onerous and complex than the European regime, 
has recently introduced its Reg A+ regime which, subject 
to the fulfilment of certain conditions and the publication 
of a simplified offering document, allows fundraisings 
of up to US$50 million without the requirement for a 
full prospectus. Consideration should be given to the 
implementation of a similar regime in Europe. In the 
meantime, the current €5 million threshold should be 
raised to a more meaningful level, which is comparable 
to the level established in Reg A+, in order to increase the 
flexibility for SMEs to raise capital.  

The 150 persons exemption should also be reviewed, 
particularly in light of the proposals for CMU. Looking at 
the number of potential investors in each Member State 
individually seems contrary to the principles of CMU and 
the EU should be viewed as a single marketplace with 

Amend definition of ‘offer to the 
public’ to provide greater flexibility 
by modifying financial and other 
thresholds

R10
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a larger aggregate threshold applying across the whole 
of the EU. Further proposals to extend the definition 
of ‘qualified investors’ to include certain sophisticated 
investors are discussed later in this report.

 

Care needs to be taken to balance the interests of SMEs 
and investors. If the exemptions referred to above are 
to be widened, there need to be checks and balances to 
protect investors and the integrity of the markets on which 
they invest. This, in turn, benefits the companies which 
seek to raise finance on such markets.  

National restrictions on the marketing of securities 
should remain in place in order to provide a degree of 
protection for investors. In the UK, such protection is 
currently provided through FSMA which requires financial 
promotions to be approved by persons authorised by the 
Financial Conduct Authority (FCA) to conduct investment 
business. Similar safeguards exist in certain other EU 
Member States. Where these safeguards do not exist at 
a national level, Member States should be encouraged 
by the EU Commission to introduce a minimum level of 
safeguards in order to protect investors and ensure the 
integrity of the capital markets in Europe.

The sponsor or nominated adviser regime which is the 
foundation of certain European markets is also felt by 
many investors to provide important safeguards which 
instil confidence in the investment community. Sponsors 
and nominated advisers are the effective gatekeepers 
of the markets on which they operate. The level of due 
diligence they undertake on new entrants ensures that 
SMEs which are unready for listing are not able to access 
the markets. They therefore play an important role in 
protecting investors and ensuring the integrity of the 
markets. Eruopean markets which do not currently have 
such a regime should be encouraged to consider the merit 
of introducing one.

 
 
Admission documents for MTFs vary across Europe from 
ones with almost as much detail as a prospectus to those 
that consist of little more than the applicant’s report and 
accounts and some limited additional disclosures. Whilst 
not advocating a prescribed template for such admission 
documents, which would risk introducing an element of 
rigidity (which would destroy the current flexibility which 
is the attraction of many MTFs) the adoption of good and 
consistent standards of disclosure would be beneficial. In 
particular, it is believed that investors would be more likely 
to invest in SMEs on a pan-European basis if they were 
confident that all MTFs were working towards good and 
consistent standards of disclosure that would facilitate 
the creation of an SME equity culture. NCAs should 
therefore be encouraged to work with market operators to 
determine appropriate minimum standards.

2.0   Initial Capital Raisings

MAINTAIN AND ENCOURAGE  
appropriate safeguards on the 
listing and marketing of securities 
throughout the EU

R11

ADOPT GOOD AND CONSISTENT STANDARDS 
OF DISCLOSURE for admission 
documentation for MTFs to increase 
familiarity across jurisdictions

R12

Summary of recommendations
Minimise the complexity of listing on an  
unregulated market

R9  �Limit scope of the EU listing regime to regulated 
markets

R10  �Amend definition of ‘offer to the public’ to 
provide greater flexibility by modifying the 
financial and other thresholds

R11  �Maintain and encourage appropriate safeguards 
on the listing and marketing of securities 
throughout the EU

R12  �Adopt good and consistent standards of 
disclosure for admission documentation for MTFs 
to increase familiarity across jurisdictions
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be possible through bank lending or other forms of debt 
finance. Once the company has obtained a listing, it is 
relatively cheap and easy to raise further capital through 
follow on fundraisings (of the £90 billion raised by AIM 
companies over the last 20 years, 60% was raised in 
the secondary market). Unlike debt finance, there are 
no servicing costs, as dividend payments, (unlike interest 
on outstanding debt amounts) are discretionary. Listing 
also brings with it other intangible benefits such as the 
opportunity of incentivising employees through share 
schemes and an increased corporate profile. It should also 
be noted that certain costs incurred on a listing, in particular 
those relating to due-diligence, would also be incurred on 
a debt transaction or a private equity investment. However, 
for many, cost/benefit analysis does not support a listing.

Whilst the adoption of many of their recommendations 
in this report (for example, increasing regularity flexibility 
and reducing the length of IPO timetables) will help reduce 
costs, the effect is likely to be marginal. More therefore 
needs to be done to make costs more transparent and to 
make them more palatable, particularly for SMEs.

 
Listing costs vary greatly between different markets. 
Markets may have differing views as to what should be 
included within the definition of listing costs. The lack of 
empirical data is not helpful for SMEs considering a listing 
and the disparity in the costs between different platforms 
can be confusing, particularly for an issuer which does 
not fully understand the different requirements of certain 
markets and the impact this can have on costs. The lack 
of transparency on costs also leads many SMEs to feel 
dissatisfied at the end of the listing process, which may cost 
more than they had envisaged.

ESMA has previously recommended that IPO costs, which 
are currently required to be disclosed in a prospectus as a 
global figure, should be broken down to provide greater 
transparency. The recommendation has not been widely 
adopted and some advisers have concerns about disclosing 
the level of their fees. However, reliable costs information 

ESMA to compile empirical data 
on the listing costs of different 
venues so that SMEs can make an 
informed choice

R13

2.5 
Further measures  
to manage costs
For many SMEs, the cost of raising finance on capital 
markets is considered to be prohibitive and may lead them 
to seek other sources of finance. This is particularly the case 
for SMEs seeking to raise finance on a regulated market, 
MTF or through the debt markets, especially as the relatively 
high execution risk in raising capital may well result in costs 
being incurred in vain. Evidence suggests that fundraising 
on one of the many alternative listing platforms remains 
relatively cost-effective.

The biggest cost for most companies on an IPO or bond 
issue is the fee payable to underwriters, which is a fixed 
cost calculated as a percentage of the funds raised. Fees 
are also payable to other advisers who are involved in the 
due diligence process and preparation of the prospectus or 
admission document, including corporate finance advisers, 
reporting accountants, lawyers, registrars, PR advisers and 
printers. Admission costs will also be payable to the relevant 
market and, if a prospectus is required, vetting fees may be 
payable to the relevant NCA.

In addition to these third party costs, there are certain 
hidden internal costs which are much harder to identify 
and quantify, such as lost management time for those 
executives who are closely involved in the process and 
the additional liability assumed by the company and its 
directors on the listing.

Post-listing, there will be ongoing costs payable to the 
relevant market as well as to advisers whose assistance will 
be required to assist the SME in complying with its continuing 
obligations under the relevant market rules, the increased 
corporate governance requirements that come with any 
listing and the additional financial reporting and disclosure 
requirements that are required of public companies.

These costs are to some extent offset by the benefits of 
listing. The key benefit is the ability to access risk capital 
which does not have to be repaid by a specified date 
and that can be used to finance long-term growth and 
innovation. Listing can also potentially result in companies 
being able to raise larger amounts of money than would 
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cannot be collated without this level of transparency and 
ESMA’s recommendation on costs disclosure should be 
adopted as a firm requirement and ESMA should clearly 
define what costs should be included in this disclosure. 
MTFs and other markets should also be encouraged 
to adopt this requirement. This would enable ESMA to 
compile empirical data on the costs of listing on different 
markets (and, potentially the costs of different forms of 
financing) across Europe so that SMEs are able to make an 
informed choice.

Consideration should be given to the fiscal treatment 
of costs incurred in connection with capital raising. The 
current bias towards debt is driven by the fact that debt 
interest costs are deductible for corporation tax purposes. 
There is no similar treatment for companies which raise 
capital by issuing equity, even though this could lead to 
greater long term financial stability.  

In its recent EU IPO report, the European IPO Taskforce 
noted the relatively high costs of raising smaller amounts 
compared to the costs of larger transactions. Based 
on estimates by the Federation of European Securities 
Exchanges, costs were believed to be approximately:

• �10 - 15% of the amount raised from an initial offering of 
less than €6 million; 

• �6 - 10% from between €6 million and €50 million;

• �5 - 8% from between €50 million and €100 million; and

• �3 - 7.5% from more than €100 million.

For an SME the cost in terms of the percentage of capital 
raised is higher where relatively small amounts of money 
are raised: whilst underwriting costs will be lower, advisory 
costs are likely to be at a similar level to those for larger 
transactions. This is because the same amount of due 
diligence is required and the disclosure obligations in the 
prospectus or admission document are the same regardless 
of the size of offering. Consideration should be given to 
allowing the deduction of costs incurred through equity 
fundraisings for corporation tax purposes, at least for SMEs 
if not for all companies, in order to incentivise greater use 
of capital markets.

A recent report by the Quoted Companies Alliance (QCA)12 
highlights that 19 Member States already have some form 
of tax relief for the costs of raising equity. Governments 
in other Member States, including the UK, should be 
encouraged to allow similar reliefs in order to create a level 
playing field for debt and equity throughout the EU. While 
this may not be the right time for such a change to be 
introduced in the UK, it should be kept on the Treasury’s 
agenda. The QCA estimates the cost to the UK Treasury 
would be as little as £60 million based on current levels of 
fundraising.
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Consideration to be given to making 
equity issuance costs deductible for 
corporation tax purposes

R14

12 Proposals for Taxation Reform – 2015 Budget : QCA, 2015

Summary of recommendations
Further measures to manage costs

R13  �ESMA to compile empirical data on the listing costs 
of different venues so that SMEs can make an 
informed choice

R14  �Consideration to be given to making equity issuance 
costs deductible for corporation tax purposes
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3.0 �IPO: 
Admission to a Regulated Market

Background
There are various paths a company may take to admission 
to trading on a regulated market. It may:

• �list initially on an MTF where it can grow and strengthen 
its governance structure before seeking to move to a 
regulated market; or

• �be nurtured by private equity investors until it is ready  
to go direct to a regulated market.

For some companies admission to trading on a regulated 
market may not be appropriate. However, to encourage 
those issuers for which it may be the right move, the 
process for raising capital on a regulated market should be 
as efficient as possible.

The more issuers which growth companies see progressing 
from an MTF to a regulated market, the more growth 
companies will be encouraged to look to the capital 
markets at an earlier stage. The benefit which established 
companies are seen to derive from being listed on a 
regulated market will encourage growth companies to 
follow them from an MTF.

 
 
How the current requirements for capital raisings on a 
regulated market can be improved should be shaped by 
the relative objectives of both issuers and investors (see 
Table H).

While these objectives apply equally to:

• �initial public offers – in this context any offer made by a 
company at the same time it first applies for admission 
to trading on a regulated market; and

• �follow on offers – any subsequent capital raising by a 
company after it has been admitted to trading on a 
regulated market (such as a rights issue, an open offer or 
a placing),

how they can be achieved in relation to each differs 
considerably. It is therefore best to look at initial public 
offers and follow on offers in turn.

Table H

Issuer objectives

Reduce timetable	 Reduce the timetable for any capital raising – make the overall process quicker

Reduce cost		  Reduce the cost to the issuer of undertaking the capital raising

Reduce risk		  Reduce the market risk so that the capital raising does not proceed for reasons beyond the issuer’s control

Best price		  Achieve the best price possible from investors for the benefit of the company and any selling shareholders

Successful IPO	 Trades well in the aftermarket with supportive long term investor base

Investor objectives

Information earlier	 Information and access to management earlier in any process so that investors have more time to 	
		  consider whether they want to invest and at what price

Better quality information	 Shorter more relevant documents. Wider range of research where possible

Ability to participate	 Going forwards if they have invested in a company they want the ability to participate in any future 	
		  capital raising by that company
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Previous studies
The question of how the process for initial public offers 
(IPOs) can be improved has been considered in recent  
years by both:

• �the ABI report ‘Encouraging Equity Investment’ published 
on 11 July 2013 (‘the ABI Report’); and

• �the independent review for the Secretary of State for 
Business, Innovation & Skills ‘IPOs and Bookbuilding 
in Future HM Government Primary Share Disposals’ 
undertaken by a panel chaired by Lord Myners and 
published on 16 December 2014 (‘the Royal Mail 
Review’).

 
 
These reports were prepared in slightly different contexts 
but both made recommendations on improving IPOs. 
These recommendations included (but were not limited to) 
those set out in Table I.

This report aims to build on those recommendations. 
It is hoped to do more than just add to the already 
considerable weight of support for these recommendations 
and that real action will follow.

The recommendations in the two previous reports are 
achievable, require only limited regulatory change and are 
very strongly supported.

Table I

	 ABI Report	  Royal Mail Review

Earlier prospectus 
 
 

Revisiting blackout 
 

Independent 
research 
 
 
 
 
 
 

Price range 
flexibility

Withdrawal rights

A prospectus approved by the UKLA, which is complete apart 
from pricing or price range and related information, should be 
issued at least one week earlier than the Pathfinder or Price 
Range prospectus is issued in current practice.

… eliminating the delay between publication of connected 
research and the offering document. 

The IPO process should allow at least one of two alternatives 
to promote the publication of independent research:

1. �Issuers and underwriters should allow greater access for 
non-connected analysts to the IPO analysts’ presentation or 
a subsequent similar presentation, such that they are able 
to have the same information as connected analysts

2. �Alternatively, non-connected analysts should be able 
to publish and distribute research with reference to a 
prospectus published immediately after the ITF that has 
been duly approved by the UKLA

Publication of a prospectus as early as 
possible in the process. 
 

Changing the current approach to research 
blackout periods to enable better investor 
education.

Enabling research by as broad a range 
of research firms as possible, including 
unconnected analysts.

 
 
 
 
 
 

More flexibility to set a wider price range 
and ability to move the price range.

Revising withdrawal rights requirements, 
particularly as technology enables faster  
response time
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Proposals
3.1 

Make information  
available sooner
The prospectus is the document on which investors base 
their decision whether or not to invest and at what price. 
Under the timetable on a typical IPO as set out in Table J, it 
is arguable whether the prospectus fulfils this role as fully 
as it could.

In the UK, if a company wishes to undertake an IPO, it 
normally makes an Intention to Float (ITF) announcement.  
From this point the company’s plans are public. 

Currently the period between a company announcing 
its intention to float and the pricing and allocation of 
the offer will typically be four weeks. For the first two of 
these weeks connected analysts (that is research analysts 
from the financial institutions who are acting as lead 
underwriter(s) for the IPO) will brief potential investors on 
the company. The issuer/vendor and lead underwriter(s) 
will also visit key potential investors and receive initial 
feedback from those investors as to price. This process is 
referred to as ‘pilot fishing’.

 

At the end of these two weeks the company will publish a 
pathfinder prospectus and then commence a further two 
week period of management presentations to potential 
investors. During these second two weeks the lead 
underwriter(s) will:

• set the price range for the offer; and

• �run the bookbuild process which will determine final 
pricing and allocation.

At the time the issuer/vendor and lead underwriter(s) set 
the price range, any pricing feedback they have received 
will not have been based on a review of the pathfinder 
prospectus. This might be less of a problem if it were 
easier for the lead underwriter(s) to amend the price 
range if, (once investors had had the chance to review 
the pathfinder prospectus and the bookbuild process had 
commenced), it became obvious that the price range had 
been set too low or too high. However, changes to the 
price range are very rare in the UK or in Europe. This point 
was highlighted in the Royal Mail Review, according to 
which there have only been four IPOs in the UK since 2000 
where the price range was revised.  

While the practice of pilot fishing has developed to enable 
issuers to receive as well-informed pricing feedback as 
possible in the absence of a prospectus, the availability of 
a prospectus would enhance this process. It would also 
potentially enable feedback from a wider pool of investors.  

Table J

1 Research publication could be accelerated through use of draft accounts for the syndicate analyst 
presentation with a subsequent update once accounts are finalised prior to research publication

T – 8 weeks T – 7 weeks T – 6 weeks T – 5 weeks T – 4 weeks T – 3 weeks T – 2 weeks T – 1 weeks T 

Research preparation1 Investor education (PDIE) Management roadshow 
and bookbuilding Trading

Syndicate 
analyst 

presentation

Intention to float 
and research 
publication

Price range set 
and prospectus 

available

Pricing and 
allocation Settle

M    T   W    T    F     M   T    W    T    F    M    T    W   T    F     M   T    W    T    F    M    T    W   T    F     M    T   W    T    F    M    T    W   T    F    M    T    W    T    F    M    T    W    T    F
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Separately many of the investor meetings and 
management presentations will happen earlier rather 
than later in the second two week period (where possible 
investors will want to factor in time after the meeting 
to decide what bids to submit as part of the bookbuild 
process). In this situation, investors will only receive the 
pathfinder prospectus shortly before the management 
meetings and have limited time to review the prospectus 
prior to those meetings. This means that investors may 
not be able to get as much out of those meetings as may 
otherwise have been the case following a thorough review 
of the prospectus.

The prospectus needs to be published earlier. This would 
go towards meeting the objectives of:

• �investors to receive information earlier in the process; 
and

• �issuers achieving best price. Investors will have had the 
opportunity to review the prospectus prior to providing 
pricing feedback to the lead underwriter(s).

 
The best way to publish the prospectus earlier would be to 
split it into two parts:  

• �a core document (registration document) which contains 
all information about the company; and

• �a much shorter securities note which sets out details of 
the particular securities being offered and the price/price 
range.

Unlike the alternative options below, the registration 
document could be reviewed and approved by the 
relevant NCA. This would allow it to be used as a basis 
for independent research (see R17). The securities note 
could be published much later once investors have had 
the opportunity to review the registration statement and 
provide pricing feedback which takes account of that 
review.

Issuers are already able, under the Prospectus Directive, to 
publish a prospectus comprising of up to three separate 
documents (otherwise known as tripartite prospectus): a 
registration statement; a securities note; and a summary.

It is largely because of prior market practice that equity 
prospectuses in the EU (with the exception of France) 
continue to be published as a single document. The only 
real barrier is the current market practice of maintaining a 
gap in time between the publication of connected analyst 
research and the publication of the prospectus. This gap is 
often referred to as the ‘blackout period’.

 
The current market practice of requiring an appropriate 
time gap between the publication of the connected 
research and the subsequent publication of the prospectus 
means that a registration statement style prospectus 
cannot be published earlier in the IPO timetable in a way 
which benefits the issuer.

The publication of the connected research could be moved 
forward as well but this would just lengthen the IPO 
timetable for an issuer. The aim is to make the process 
shorter. This is not just to reduce actual and management 
time costs, but also to reduce the risk of missing the 
market window when the offer can be launched.

The simplest answer would be to overcome the perceived 
need for a blackout period. The market practice of a 
blackout period developed in connection with the UK 
Government privatisations in the 1980s and 1990s. It 

Split prospectus into a core 
registration statement published prior 
to analyst research and a securities 
note published later

R15
Remove the blackout period between 
the publication of analyst research 
and the subsequent publication of 
the prospectus

R16

Alternative option	   Comment

Simply publish a pathfinder 
prospectus earlier in the period 
of investor education 
 

Publish a formal price range 
prospectus earlier in the period 
of investor education and a 
subsequent supplementary 
prospectus closer to the offer 
period (if necessary)

The pathfinder prospectus is still only 
a draft document. It has not been 
approved by an NCA and so could not 
be used as a basis for independent 
research (see R17).

Problem of the price range being set 
before investors have reviewed the 
prospectus remains and reluctance to 
subsequently move the price range
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was designed to address the concerns that the connected 
research may be:

• �seen as a mouthpiece for the company, with the 
company effectively telling the analysts what to write; or

• �confused with, and relied upon to the exclusion of, the 
formal prospectus.

The potential consequence in each case would be that 
the company and the lead underwriter(s) may be held 
liable for the contents of the connected research and any 
inaccuracies in it.

Initially the self imposed gap was at least two to three 
months. Over time it has shrunk and is now typically in the 
region of two weeks.

There appears to be an overwhelming desire to abandon 
the blackout period and recognition that it does not 
legitimately address the concerns which it is meant to 
guard against. However no one has felt able to break 
ranks and make the first move. It is acknowledged that the 
practice was introduced at a time when there was much 
less regulation in relation to the independence of analysts 
than there is now. Yet some now point to guidance in 
those rules in relation to conflicts of interest as being a 
reason why they feel they cannot unilaterally eliminate  
the gap altogether.

Chapter 12 (Investment Research) of the FCA’s Conduct of 
Business Sourcebook states at paragraph 12.2.12 that:

  �“The FCA would expect a firm to consider whether or 
not other business activities of the firm could create the 
reasonable perception that its investment research may 
not be an impartial analysis of the market in, or the value 
or prospects of, a financial instrument. A firm would 
therefore be expected to consider whether its conflicts 
of interest policy should contain any restrictions on the 
timing of the publication of investment research. For 
example, a firm might consider whether it should restrict 
publication of relevant investment research around the 
time of an investment offering.”

The ABI Report recommended that parties could be made 
comfortable with abandoning the blackout period by 
obtaining regulatory clarification from the FCA that:

• �they [the FCA] will not regard connected research, if 
prepared and identified appropriately, as part of the 
prospectus;

• �publication close to the time of the prospectus will not 
necessarily compromise its independence (in the sense 
that it is independent of the company); 

• �therefore, temporal separation between connected 
research and prospectus publication is unnecessary; and 

• �this should eliminate any residual United Kingdom risk 
for issuers and underwriters and it will, as a matter of 
evidence, reduce the likelihood of any successful action 
in jurisdictions outside the United Kingdom.

This would be extremely helpful, but no visible progress 
has been made. As a result this report recommends four 
further proposals. Not all of these need to be implemented 
in order to have the desired effect. In fact any one of them 
should arguably be sufficient to allow the current practice 
to change. But all of them should be progressed. 

 
This would, by itself, eliminate the blackout period as the 
prospectus comes first. One perceived disadvantage may 
be that this signals an issuer’s intention to float earlier than 
an ITF announcement would normally be published in the 
UK. In reality, the registration statement prospectus will 
not be published much earlier than the ITF announcement 
would have been published (although earlier publication 
as already happens in the US and France is very much to 
be encouraged). Much of the work necessary to be in a 
position to brief analysts and make any ITF announcement 
would overlap with the work necessary to publish the 
registration statement prospectus so it is not bringing that 
work forward. The advantage to the issuer is that it would 
then be in a position to launch the IPO much more quickly 
at a time over the following months when conditions are 
most suitable. 
 
 
 

Issuers should publish their 
registration statement prospectus 
prior to the publication of even any 
connected research

R16.1
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The blackout period as a concept is not unique to the UK.  
Due to the international nature of transactions and the 
international nature of the lead underwriter(s) involved, 
the market practice has spread across Europe. The EU 
Commission is currently reviewing the operation of the 
Prospectus Directive. The Commission’s review should 
clarify that such research does not constitute a prospectus.

More specifically it could provide that connected  
research which:

• �has been prepared and identified appropriately by a 
person authorised to conduct investment business; and

• �has been provided only to MiFID professional investors 
who have elected to receive that research,

does not constitute a prospectus or part of a prospectus 
and cannot be relied upon as part of any investment 
decision.

 
If the FCA were able to provide the guidance originally 
recommended by the ABI Report and the Royal Mail 
Review, it would be of great benefit to both issuers and 
investors.

Separately the FCA should consider clarifying COBS 
12.2.12. COBS 12.2.12 is in itself guidance provided 
by the FCA. If that guidance is unclear or is being 
misinterpreted it would not seem out of the place for the 
FCA to clarify the terms of that guidance. Similarly the 
competent authorities in other jurisdictions where blackout 
periods are an issue should examine what guidance they 
may be able to give.

Member State Governments should consider what 
measures they could take such as:

• �in preparation for the next IPO of a public asset, 
commissioning advice from a selection of law firms and 
on the back of that advice, announcing no blackout 
period will be required in connection with a future IPO; 
and

• �insisting there is no blackout period on the next IPO of  
a public asset.

Tables K and L illustrate the benefits that would flow from 
these measures.

Clarification of the issue as part of 
the current review of the Prospectus 
Directive by the EU Commission

R16.2

FCA to clarify that the comments 
in COBS 12.2.12 do not apply to 
connected research produced in 
connection with an IPO

R16.3

Member State Governments should 
provide a lead

R16.4

Table K

Issuer provides 
core information 

earlier in a shorter 
more focussed 

prospectus

Reduces 
cost for 

issuer

Investors 
receive better 

quality of 
information

Gives investors 
time to 

prepare their 
investment 

models

Achieves 
best price 
for issuer

Allows issuer 
to set price 
range later

Reduces risk 
for Issuer

Reduces 
timetable
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3.2 

increase quality of 
information
The benefits referred to in Tables K and L will be amplified 
if investors not only receive information earlier but also feel 
that they have received better quality of information.

 

The availability of research written by analysts who 
are independent of the lead underwriter(s) should be 
increased.

Non-connected analysts are commonly restricted by the 
fact that they are not able to publish research based on 
the pathfinder prospectus. The pathfinder prospectus 
is effectively only a draft prospectus. It has not yet 
been approved (in the UK by the UKLA) and as such is 
distributed solely to institutional investors in reliance on 
various exemptions under the financial promotion regime.

The pathfinder prospectus is also currently only published 
at the start of the two week management presentation 
and bookbuild process. This leaves very limited time for an 
unconnected analyst to review the pathfinder prospectus, 
produce informed research and for that research to then 
be read and digested by potential investors.

The ABI Report recommended that the IPO process should 
allow at least one of two alternatives to promote the 
publication of independent research:

1 �“Issuers and underwriters should allow greater access for 
non-connected analysts to the IPO analysts’ presentation 
or a subsequent similar presentation, such that they 
are able to have the same information as connected 
analysts.”

2 �“Alternatively, non-connected analysts should be able 
to publish and distribute research with reference to a 
prospectus published immediately after the ITF that has 
been fully approved by the UKLA.”

If the blackout period were to be abandoned and issuers 
published a prospectus in the form of a ‘stamped’ 

Table L

Increase availability of non-
connected researchR17

Summary of recommendations
Make information available sooner

R15  �Split prospectus into a core registration statement 
published prior to analyst research and a securities 
note published later

R16  �Remove the blackout period between the 
publication of analyst research and the subsequent 
publication of the prospectus

Objective	 Effect

Shorter 
timetable 
 
 
 
 
 
 
 
 
 
 
 
 
 

Shorter 
timetable 
 
 

Better quality 
of information 
 
 

Better pricing 
 
 

Less risk 
 
 

Less risk

Eliminating the blackout period and publishing a 
prospectus registration statement earlier does not 
mean that the period for investor education is then 
simply cut back. Investors still need that period of 
time. Instead the timetable gains are with respect to 
the preparation of the connected research.

The connected research can be significantly shorter 
and more focused. It no longer needs to anticipate 
and attempt to reproduce what the analysts believe 
will subsequently be produced in the pathfinder 
prospectus. The prospectus will be available 
simultaneously and speak to those matters. As a 
result it will be possible for the connected research 
to be produced more quickly bringing the whole 
timetable forward.

This being said, as investors will have both 
connected research and a prospectus registration 
statement from the start of the investor education 
period it should be possible to start management 
roadshows slightly earlier than previously.

Investors will have more meaningful access to 
management as they will have the benefit of 
connected research, the prospectus registration 
statement and potentially also independent research 
before they meet with management.

The price range does not need to be announced 
before the management roadshow starts. It can be 
set later based on more informed feedback. This 
leads to more robust transaction terms.

By shortening the overall timetable this gives  
greater flexibility around the timing of launch  
before the documents go stale – helping to mitigate 
market risk.  

The greater certainty around the price range results 
in less transaction risk. In some circumstances it may 
also allow a shorter bookbuilding window again 
reducing market risk.
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registration statement at the start of the investor 
education period then option 2 would immediatley  
be permitted. 

Separately if an issuer wanted to invite independent 
analysts to the connected analysts’ briefing or to hold a 
further briefing just for independent analysts then it  
would be free to do so.

Neither of these measures would ensure that  
independent analysts would prepare research on a 
particular issuer. Except in relation to the large, liquid 
issuers it is to be questioned from where the potential 
financial return would come. However, these measures 
could make it possible.

To achieve complete equality of information, not just for 
independent analysts but for all investors, issuers could 
consider allowing even wider internet-based access to 
the relevant presentations. It is recognised that, (certainly 
in the UK), there would be regulatory concerns with 
communicating such presentations to retail investors. The 
presentation would be a financial promotion and would 
need to be authorised for the purposes of the financial 
promotion regime by an FCA authorised firm.

 

It is acknowledged that prospectuses have grown in 
length to the extent that they are now unwieldy. The 
current Prospectus Directive review and the proposal to 
make better use of the tripartite regime both provide an 
opportunity to instigate change and break the cycle of 
issuers feeling reluctant to do anything else but simply 
replicate what others have done in previous transactions.

If issuers were required to publish and maintain certain 
documents and information on a distinct designated page 
on their website (similar to Rule 26 of the AIM Rules) 
then this information could, in turn be incorporated by 
reference into a prospectus. The easier it is to access the 

information the more familiar an investor will be with 
the information and the more comfortable both the 
issuer and the investor will be about information being 
incorporated by reference rather than set out in full. If the 
information is on an ascertainable page on the website, 
rather than spread over the site then this will assist the 
issuer and its advisers in verifying the information and 
being comfortable with the overall disclosure package.  
It would also assist investors who are looking for the 
information. Incorporation in this way is particularly suited 
to documents and information which is fixed as at a 
particular date such as an issuer’s articles of association 
dated ‘X date’.

 
 
Currently the prospectus summary is in a mandated grid 
format. The requirement to retain elements which are 
not applicable to an issuer makes it long and potentially 
confusing for an unsophisticated retail investor. It should 
instead be in a free form, required to address pre-
determined key issues and subject to limitations as to 
length. It should be a maximum of 3,000 to 4,000 words.

The liability regime for the summary should be considered 
in parallel with any amendments to the required content 
and length of the summary. Issuers and their advisers 
will be better able to embrace any new shorter, more 
focused approach if the liability regime recognises that: 
it is only a summary; it needs to be read in conjunction 
with the prospectus as a whole; and issuers are subject to 
restrictions on what they can include.

 
 
The body of the prospectus should only set out in full risks 
which are specific to the issuer or to the offer. It could 
still be open to an issuer to publish a more general set of 
risks on the relevant dedicated page on its website and 
incorporate that risk statement by reference. However 
those more general risks should not be set out in full in the 
prospectus.

Make prospectus more focused  
and relevantR18

Incorporate by reference information 
from a distinct designated page on 
the issuer’s website

R18.1

Summary to be free form and have 
a word limit

R18.2

Risk factors to be specific to the 
issuer or the offer

R18.3
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Greater use should be made of an issuer’s annual 
report. For companies which are already subject to the 
Transparency Directive it includes not just the audited 
accounts but also a large amount of information which 
is then reproduced in full in the prospectus (such as 
director details, board committees, incentive plans and the 
principal risks facing the issuer).

In the case of an IPO, an issuer will not already be subject 
to the Transparency Directive. However this goes to 
planning ahead for the IPO.

Issuers should start to plan for an IPO much earlier. They 
should start to improve the quality of their annual report 
and the disclosures in it. Most importantly, they should 
ensure that their financial statements are prepared and 
audited to a standard that will allow them to be used for 
the purposes of the prospectus.

The advantages which can be unlocked by the split 
prospectus approach will be offset if the issuer does not 
have appropriate audited financial information available 
for the purposes of preparing the registration statement 
prospectus.

Article 5 of the Prospectus Directive sets out a general 
disclosure test. Currently the same test applies in all 
circumstances. The test should be modified to reflect 
the circumstances of the offer where it is a follow on 
issuance (see R25 below). In the course of reviewing 
Article 5 to specifically accommodate follow on issuances 
consideration should be given as to how the test could be 
more focussed in other situations.

3.3 

Broaden investor 
participation
Many fundraisings are not available to a retail investor. 
From a SME’s perspective, if it is seeking to raise an 
amount of capital in excess of the current threshold 
contained in the Prospectus Directive, it is reliant upon 
attracting investment from institutional investors.  
Currently, if the offer were extended to retail investors it 
would trigger the need for a full prospectus. This means 
it is unable to access the huge body of European retail 
investors. This can result in some SMEs failing to raise any 
capital at all, either because they are too small or too early 
stage to appeal to institutional investors or because they 
do not operate in the right sector for certain funds which 
have a specific sector focus. 

IPOs on a regulated market are often similarly restricted 
to institutional investors only. This is not because it means 
the production of a prospectus can be avoided. Instead it 
allows the issuer to stick to the current model of producing 
connected research and a pathfinder prospectus (which 
cannot be circulated to retail investors as it is not a formal 
prospectus). It also means that the issuer has far fewer 
orders to consider as part of the pricing and allocation 
process or if withdrawal rights are triggered as part of  
the offer.

The retail investor is left with few opportunities to invest in 
SMEs, save for: 

• �the limited options available through alternative listing 
platforms and ‘business angel’ type investment in the 
private equity sector; or

• �directly in larger IPOs, unless there is a simultaneous 
intermediaries’ offer and the investor has access to a 
stock broker.  

Paradoxically, the regulations that prevent such investors 
from participating in primary issues by listed companies 
do not prevent them from buying shares in the secondary 
market should shares become available. This leads to 
frustrations for SMEs, which are unable to access a 
significant source of capital within Europe. It also leads to 
frustrations for retail investors who are prevented from 
providing much needed capital to SMEs or participating in 
more high profile IPOs.

Improve quality of financial statements 
and annual report prE-IPO and utilise 
information already in annual report

R18.4

General disclosure test in Article 5  
to be modified to allow more  
targeted disclosure

R18.5

Summary of recommendations
Increase quality of information 

R17  �Increase availability of non-connected research 

R18  �Make prospectus more focussed and relevant
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The merits of opening up capital raisings by SMEs to all 
retail investors is debatable. The risk profile for issuers 
who raise capital from large numbers of retail investors 
is undoubtedly increased and one of the down sides of 
the relatively large retail component in many US issues 
is the frequency of large class actions against companies 
from disgruntled groups of investors. Some SMEs may 
also be ill-prepared to deal with large numbers of small 
shareholders, which increases the costs and complexity 
of financial reporting and shareholder meetings. There 
clearly also needs to be some level of protection for retail 
investors to ensure that only those with the requisite 
experience and understanding are able to provide risk 
capital to SMEs.

The risks are less where it is a more established company 
seeking admission to a regulated market.

One suggestion that has previously been made is that 
the definition of ‘qualified investor’ should be extended 
to include those investors who would qualify as elective 
professional clients under MiFID. In order to qualify as an 
elective professional client, the individual has to satisfy 
both a qualitative and quantitative test. The qualitative 
test requires the firm with which the individual is dealing 
to undertake an adequate assessment of the expertise, 
experience and knowledge of the person to give reasonable 
assurance, in light of the nature of the transaction 
envisaged, that the individual is capable of making his or 
her own investment decisions and understanding the risks 
involved. The quantitative test requires at least two of the 
following criteria to be satisfied:

• �that the individual has carried out transactions, in 
significant size, on the relevant market at an average 
frequency of 10 per quarter over the previous four 
quarters;

• �the size of the individual’s portfolio of cash deposits and 
financial instruments exceeds €500,000; and

• �the individual works or has worked in the financial 
sector for at least one year in a professional position, 
which requires knowledge of the transaction or services 
envisaged.

In practice it is very challenging to satisfy both the 
qualitative test and quantitative test. It is recommended 
that in order to extend the definition of a qualified investor 
in a meaningful way and to assist with the practical 
certification process, it should be extended to persons who 
satisfy at least one of the quantitative criteria. On an offer 
by a SME not admitted to trading on a regulated market 
this would mean that the offer could be extended to such 
persons without triggering the current requirement for a 
prospectus.

It would not in itself have any immediate impact on the 
ability of retail investors to participate in a regulated 
market IPO. This would still depend on how the issuer 
decided to structure the offer and who it then decided to 
extend the offer to. However various new measures could 
flow from it which, when combined, could make a direct 
offer to such individuals much more attractive:

• �they would have full access to all necessary information;

• �if the split prospectus approach is adopted then they 
will be entitled to receive the registration statement 
prospectus as a matter of course. There would not 
be the current issue of not being able to distribute to 
pathfinder prospectus to them;

• �similarly this new status should allow them to receive 
analyst research which is produced; and

• �a new, shorter electronic notice period for withdrawal 
rights for ‘qualified investors’ could be put in place.

 
The principal drawback to previous suggestions to extend 
the definition of qualified investor was that it would 
involve an assessment by the issuer and its advisers of an 
investor’s capability and understanding. In view of the 
potential liability issues some advisers may not be prepared 
to take on this additional responsibility. Nor may they want 
to risk alienating potential investors by subjecting them 
to such a testing process. Similar problems are apparent 
in the UK market where the sophisticated investors 
regime under the Financial Services and Markets Act 2000 
(Financial Promotion) Order 2005 is seldom used because it 
depends upon a qualitative judgement having been made 
by an authorised person that the investor is sufficiently 

3.0   IPO: Admission to a Regulated Market

Extend the current definition of 
‘QUALIFIED INVESTOR’ to include a new 
category of professional investor

R19

Introduce a certification process for 
professional investorsR20
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knowledgeable to understand the risks associated with the 
investment in question.

One way of addressing this issue would be to have a 
register (as was previously the case), either maintained 
at an EU or Member State level, of investors who have 
satisfied the necessary quantitative tests. The existence of 
such a register would remove the element of uncertainty 
that would be inherent were the MiFID definition of 
elective professional client to be adopted as part of the 
definition of ‘qualified investor’. However, individuals 
may have concerns about who would be able to access 
that register and whether it could be abused rather than 
utilised solely for the purposes it is intended.

These concerns could be addressed by instead having a 
certification process where, for example:

• �the individual’s accountant or independent financial 
adviser (provided such adviser is subject to the 
supervision and rules of a specified regulatory body) can 
certify that the individual satisfies the quantitative tests;

• �the certificate is obtained in advance in relation to 
generic categories of securities (such as shares to be 
admitted to trading on a regulated market) and does not 
need to be in relation to the specific issuer undertaking 
the offer;

• �the certificate can be provided by the relevant 
accountant or independent financial adviser without 
liability other than fraud; and

• �the certificate is valid for a set period of 12 months from 
the date it is issued.

 
One of the factors which makes extending regulated 
market IPOs to retail investors unattractive is that under 
Article 8 and Article 16 of the Prospective Directive 
withdrawal rights are triggered if:

• the price range is revised; or

• �there is a significant new factor which requires a 
supplementary prospectus to be published.

These withdrawal rights are not unique to retail investors.  
All investors have a 48 hour withdrawal period. The 
problem is that when the offer is made to retail investors 
the number of potential investors involved is likely to be 
much larger and it is also more likely that applications may 
have been made by post. Both of these increase the time it 
takes to communicate the withdrawal period to all relevant 
investors, allow for any withdrawal applications to be 
returned and process those applications.

It should not always be necessary for withdrawal rights to 
apply if an offer is priced outside of the price range. If the 
offer is priced within a set percentage of the outer limits of 
the range, then no such rights should apply.

If issuers have greater flexibility as regards the final price 
then this will also allow them to adjust the price range 
earlier in the process. Any such adjustment to the price 
range would not reset what final price could be set without 
triggering withdrawal rights but would facilitate better 
dialogue with investors around the level of the final price.

This would remove one of the current concerns associated 
with extending an offer to individual investors. To further 
address these concerns in relation to supplementary 
prospectuses, if the qualified investor test was broadened 
to include individual investors who satisfied certain wealth 
and/or experience tests, the withdrawal period tests  
could be modified so that the withdrawal period is much 
shorter where:

• the offer is only made to qualified investors; and

• �those investors have agreed to receive electronic 
communications in connection with the offer.

3.0   IPO: Admission to a Regulated Market

Increase ability to move price rangeR21
Summary of recommendations
Broaden investor participation 

R19  �Extend the current definition of ‘qualified investor’ 
to include a new category of professional investors

R20  �Introduce a certification process for professional 
investors

R21  �Increase ability to move price range
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3.4 

Increase investor 
confidence in pan-European 
offerings
For there to be a Single Market for capital, a company 
incorporated and listed in one EU jurisdiction must be able 
to market its securities throughout the rest of the EU. The 
Prospectus Directive put in place the legislative framework 
for an issuer to achieve this, but in order for investors to 
continue to have confidence in that framework it must  
be applied to at least the same minimum standard  
across the EU.

It is clear from our consultations that there currently 
exists a degree of NCA forum shopping when an issuer 
is considering which regulated market it wishes to list its 
securities on. NCA forum shopping is particularly prevalent 
where an issuer is looking to list debt securities.

This can be for positive reasons. It is clear that certain 
respondents favour particular NCAs because of their high 
service standards, in particular:

• �ability to speak to the NCA at an early stage regarding 
eligibility or classification;

• �ability to speak directly to the NCA to discuss comments 
the NCA has made on the draft prospectus or specific 
issues in relation to the draft prospectus;

• turnaround times and overall timetables;

• �willingness to accept early drafts of the prospectus and 
willingness to accept additional amendments to specific 
pages rather than complete re-submission; and

• consistency.

However it also appears that issuers choose particular 
NCAs for other reasons including:

• �that they will grant derogations in circumstances where 
other NCAs will not (areas cited include in relation to 
complex financial history and the information required to 
be provided in relation to guarantors); and

• �in general are considered to only conduct a ‘light touch’ 
review.

 
 

A situation where a regulated market attracted more 
issuers because the relevant NCA did not apply the 
Prospectus Directive correctly would clearly be unhealthy.  
To avoid this happening ESMA should ensure through its 
peer review process that all regulated market NCAs apply 
the same rules to approving prospectuses.

As part of the peer review process NCAs should provide 
information to ESMA about derogations.

Separately, it is important that European NCAs not only 
continue to review documents submitted to them to the 
highest standards but that their service standards are also 
high in the face of worldwide competition – to the benefit 
of EU issuers.  

The UKLA remains in regular contact with interested user 
groups in order to receive feedback. Action taken by the 
UKLA in response to this feedback appears to have been 
positive. Prior to the Financial Services Act 2012 the UKLA 
was required by section 73(1)(d) of FSMA to have regard to 
‘the international character of the capital markets and the 
desirability of maintaining the competitive position of the 
United Kingdom’. Some respondents have suggested that 
reinstating this requirement would assist in maintaining 
these standards. We would agree and believe that higher 
standards across all NCAs will benefit issuers, reducing 
costs, encouraging more issuers to market and ultimately 
enhancing the CMU.

Harmonise approach of NCAs to 
prospectus review and approvalR22
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Where an issuer from one jurisdiction is offering securities to 
investors in another jurisdiction those investors will be able to 
have confidence in the offer documentation as a result of the 
Prospectus Directive and confidence in on-going information 
flow post-admission as a result of the Transparency Directive. 
One area where an investor cannot take such immediate 
comfort is in relation to the rules and standards which apply 
to the corporate governance of the issuer.

This Report:

• �endorses the recommendations in the ABI Report that 
any independent directors are appointed earlier in the 
IPO process rather than right at the end at admission; 
and

• �believes that developments should continue to be a 
‘comply or explain’ basis.

Again the earlier appointment of an independent board 
may be a further by-product of publishing the registration 
statement prospectus earlier. The best approach would 
be for all directors to be in place in order for information 
in relation to them to be included in the registration 
statement prospectus and for them to be able to take 
responsibility for that document

Corporate governance is an area which is complicated 
by national elements such as different board structures 
which exist in different jurisdictions. It is an area of study in 
itself. As a result, while this Report tries to be as specific as 
possible with its recommendations, this is an issue which 
it can only highlight as being relevant to promoting cross 
border capital raisings. The Commission should encourage 
consultation and co-ordination between Member States 
with a view to Member States taking their own action to 
ensure there are minimum standards in place.

3.0   IPO: Admission to a Regulated Market

Encourage minimum corporate 
governance requirementsR23

Summary of recommendations
Increase investor confidence in pan-European 
listings 

R22  �Harmonise approach of NCAs to prospectus review 
and approval

R23  �Encourage minimum corporate governance 
requirements

Europe US

Europe only has two-thirds of the 
investable assets OF the US. In other 
words, it has approximately €30tn of 
external funding, against approximately 
€49tn in the US. Similarly, Europe has 
only approximately half as much equity 
capital: €10tn vs €19tn in the US. 
(Source 2015 BCG/AFME report Bridging the growth gap: Investor views  
on Europe and US Capital markets and how they drive investment and  
economic growth).

€10 TRN €19   TRN

€30 TRN

€49   TRN
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4.0 �Post IPO: 
FOLLOW ON Capital Raisings

Background
Once a company is admitted to trading on a regulated 
market there are a number of different methods by which 
it may raise further capital (see Table M). 

The objectives of issuers and investors have a subtly 
different emphasis when seeking to improve the secondary 
issuance process as opposed to the IPO process. In large 
part this is because existing shareholders and other 
potential investors already have access to a large amount 
of information in relation to the company. 

Therefore while eliminating the blackout period is key 
to unlocking various potential improvements in relation 
to an initial public offer, reducing the length of (or 
the requirement for) a prospectus is equally central to 
improving secondary issuances (see Table N).

 
 
Under the Prospectus Directive there already exists a 
proportionate regime for rights issues. This aims to reduce 
the prospectus disclosure requirements for a rights issue. 
However it is unclear whether any issuer has ever taken 
advantage of the regime rather than produce a full 
prospectus. It is thought this is because:

• �the current regime does not exempt an issuer from 
sufficient of the prospectus disclosure requirements to 
make any real difference in time or cost;

• �this lack of differentiation is further eroded by the fact 
that the general disclosure requirement in Article 5(1) of 
the Prospectus Directive applies unamended (see section 
4.1 below); and

• �the current regime does not apply to all secondary issues 
only rights issues.

Table M

Method          Description

Rights Issue 
 
 
 
 
 
 
 
 
 
 
 

Placing and 
open offer  
 
 
 
 
 

 
 
 
 

Cash placing

Pro-rata offer to existing shareholders to subscribe for 
further shares in the company. Shareholders are able 
to trade their entitlement to subscribe for shares under 
the offer.

Will almost inevitably require a prospectus. Regardless of 
the nature of the company’s shareholder base it will be 
very hard for a company to be comfortable that it comes 
within an exemption for the requirement to produce 
a prospectus where there is an offer to the public. A 
prospectus will be required in any event if the number 
of new shares being offered is more than 10% of the 
company’s existing share capital.

Shares are conditionally placed with institutional 
investors subject to clawback by existing shareholders.  
These shares are then offered pro-rata to existing 
shareholders. The difference to a rights issue is 
that shareholders cannot trade their entitlement to 
participate in the Open Offer. If a shareholder does not 
take up his shares under the Open Offer then those 
shares are issued to the institutional placees.

Again a prospectus will be required as (i) the offer will 
inevitably constitute an offer to the public and/or (ii) 
for the admission of the shares if the new shares which 
will be issued comprise more than 10% of the existing 
issued share capital.

Shares are placed with specific subscribers who may or 
may not be existing members of the company. These 
subscribers are likely to come within an exemption 
from the public offer test such that a prospectus is only 
required if the new shares which will be issued comprise 
more than 10% of the existing issued share capital.

Table N

Issuer

Reduce 
timetable 
 

Reduce risk

Reduce cost

Where a prospectus is required a much shorter 
document will be quicker to prepare and will also be 
subject to shorter review times by the relevant NCA.  
Both of which will assist in reducing overall timetable.

Where a prospectus is required, if a shorter document 
can lead to a shorter timetable then this will reduce the 
risk of missing relevant capital markets windows.

Shorter document, shorter timetable and less risk all 
help to reduce cost.

Investor

Better quality 
of information 

Ability to 
participate

If the company is required to produce a prospectus 
then shareholders do not want a lengthy document 
which repeats information they already know or which 
is available elsewhere. Needs to be much more user 
friendly

Shareholders want the ability, if they so choose, to 
be able to participate. Key aspects for an issuer when 
considering the method of capital raising include speed 
and whether a prospectus is required. If it is made much 
quicker and easier to produce a prospectus then an 
issuer is more likely to choose a pro-rata issuance which 
an existing shareholder can then participate in
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Proposals
4.1 

Reduce disclosure 
requirements for  
FOLLOW ON issuances
The current proportionate disclosure regime does not 
work and should be replaced with a regime which requires 
substantially less information to be set out in full in the 
relevant offer document sent to investors.

A company which is already admitted to trading on a 
regulated market is subject to, among other things, 
the continuous disclosure obligations imposed by the 
Transparency Directive. The company is already under strict 
obligations to make public information necessary to allow 
unbiased trading in its shares.

Where different views exist is on how much of this is 
already public information, and how much additional 
information, a company should be required to disclose in 
connection with a follow on issuance.

There is a view that, given the information which is 
already available to investors, it should be possible to 
undertake a follow on issuance simply on the basis of an 
announcement made via a Regulatory Information Service 
(RIS) which sets out the terms of the offer. Alternatively, an 
issuer should only need to produce a five-or six-page offer 
document which sets out the terms of the offer and which 
also sets out any risk factors specific to the offer, but which 
incorporates by reference all other relevant information 
already disclosed by the issuer.

The issue these approaches raise is whether whatever 
document or announcement is produced is a prospectus 
or not? There are certainly jurisdictions where an issuer 
can carry out a follow on issuance based on a market 
announcement which does not constitute a prospectus 
(see below – ‘Australian low doc rights issues’). Moving 
follow on issuances outside of the prospectus regime 
altogether might be viewed as too radical by some and it 
could be hard to reach the necessary consensus required 
for implementation. Particular areas of focus would be:

• �Liability – if whatever document or announcement is 
produced is not a prospectus then what liability regime 
applies to it? What recourse does an investor have if 
that document or announcement contains misleading 
information?

• �Admission to trading – what additional document (if any) 
is required to be produced in order for the new securities 
to be admitted to trading. If it is nothing then this 
means that (subject to necessary shareholder approval 
to issue the relevant shares) an issuer could theoretically 
undertake a secondary issuance which doubles the 
number of shares it has in issue but it is not required 
to produce anything more than an announcement on 
a Regulatory Information Service (RIS) for them to be 
admitted to trading. Alternatively if a prospectus is 
required (then unless the follow on issue falls within the 
current exemptions for up to 10% of the issuer’s issued 
share capital) this undoes the benefits of not having to 
produce a prospectus to offer the shares and pushes 
issuers back towards a non pro-rata placing. 

 
Australian ‘low doc’ rights issues
In Australia if an issuer wants to undertake a pro rata rights 
issue, it must prepare and lodge a disclosure document unless an 
exemption applies. One exemption that has become very popular 
with companies listed on the Australian Securities Exchange (ASX) 
is lodging a “one pager” cleansing notice in place of a disclosure 
document (provided that certain criteria are met).  This is known 
as a “low doc” or “undocumented” rights issue, the regime for 
which was first introduced in Australia in 2007.

In order to undertake a low doc offering, the following conditions 
must be satisfied:

• �Pro rata rights Issue – The relevant securities must be offered 
to existing securityholders under a rights issue.  

• �Quotation – The class of the relevant securities being offered 
must be quoted securities at the time the offer is made, and 
trading in that class of securities on ASX must not have been 
suspended for more than a total of 5 days during the period of 
12 months before the day on which the offer is made. 

• �No exemptions – The issuer (or any director or auditor of 
the issuer) must not have been covered by exemptions from 
the enhanced disclosure provisions or the financial reporting 
provisions of the Australian Corporations Act at any time during 
the previous 12 months.



Capital markets for growing companies | 37 

• �No determination – There must be no determination by ASX in 
force in relation to the issuer at the time the relevant securities 
are offered relating to contraventions in the previous 12 months 
of key disclosure provisions of the Corporations Act.

• �Cleansing Notice – The issuer must give ASX a cleansing 
notice within the 24 hour period before the offer is made 
(Cleansing Notice).

The Cleansing Notice must (among other things):

• �no disclosure document: state that the issuer will offer the 
relevant securities for issue without disclosure to investors under 
a disclosure document;

• �compliance: state that, as at the date of the notice, the 
issuer has complied with the financial reporting and audit 
requirements under the Australian Corporations Act as they 
apply to the issuer, as well as the statutory continuous disclosure 
obligations; 

• �control: state the potential effect that the issue of the relevant 
securities will have on the control of the issuer and the 
consequences of that effect; and

• �excluded information: as the low doc regime is premised 
on all relevant price sensitive information being in the market 
(whether or not it satisfies a carve-out to the continuous 
disclosure standard), there is also a requirement in the Cleansing 
Notice to confirm that these disclosures have already been made 
to ASX (eg through previous announcements) or are being made 
in the Cleansing Notice.  In practice, issuers will often make any 
requisite disclosure in the ASX announcement for the rights 
issue and then confirm in the Cleansing Notice that all relevant 
information has been disclosed.

If the issuer becomes aware that the Cleansing Notice is defective 
within a 12 month period after the relevant securities are issued, 
the issuer is under an obligation to correct the defect within a 
reasonable time after becoming aware of the defect.

A Cleansing Notice is considered defective if it does not comply 
with the above content requirements, is false or misleading in a 
material particular, or has omitted a matter or thing the omission 
of which renders the notice misleading in a material respect.  If a 
Cleansing Notice is defective, the issuer, its directors and others 
involved in the contravention may be liable for contravening 
a number of the fundraising provisions under the Australian 
Corporations Act as well as face civil and criminal liability.

4.0   Post IPO: FOLLOW ON Capital Raisings

Prospectus
On this basis it is submitted that the working parameters 
are:

• �the document which is produced by the issuer should 
be significantly shorter (in the region of 10% of the size 
of current documents) in order to deliver the benefits 
in Table N. In normal circumstances amending a regime 
designed to protect investors just to achieve a shorter 
document could be viewed as reversing the priorities. 
However in this case the information is already public 
and available and so having it as an objective is not 
emphasising the wrong issue;

• �such document should continue to be a prospectus 
for the purposes of, and continue to exist within, the 
Prospectus Directive regime; and

• �investors should still have access to all information they 
require in order to make an informed assessment as to 
whether to participate in the secondary offer.

There are a number of measures which could be 
considered in combination to achieve an outcome which is 
within these parameters.

 

The specific disclosures required under the annexures 
to the Prospectus Regulation could be heavily reduced. 
Rather than keeping the majority of the requirements 
and the obligation being on an issuer to incorporate the 
relevant information into the prospectus in order to satisfy 
the requirements, the emphasis should be reversed. The 
annex requirements could be reviewed with the intention 
of removing those disclosure requirements which an issuer 
is already required to comply with under the Transparency 
Directive.

It is already possible for an issuer to incorporate 
information into a prospectus. However, with the 
exception of financial information, issuers rarely take 
full advantage and simply repeat the information in the 
prospectus.

Reduce specific disclosure 
requirementsR24
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Article 5 of the Prospectus Directive sets out a general 
disclosure requirement that:

   �“the prospectus shall contain all information which, 
according to the particular nature of the issuer and 
of the securities offered to the public or admitted to 
trading on a regulated market, is necessary to enable 
investors to make an informed assessment of the assets 
and liabilities, financial position, profit and losses, and 
prospects of the issuer and of any guarantor, and of the 
rights attaching to such securities.”

The experience from the current proportionate regime is 
that there is no point reducing the specific annex disclosures 
without also amending the general disclosure test.

The general disclosure test could be amended to provide 
a different test where it is a secondary issue. That test 
could specifically take account of the information which an 
issuer already admitted to trading on a regulated market is 
required to publish under the Transparency Directive.

An issuer should not be required to repeat information in 
the prospectus to the extent it has already disclosed that 
information to the relevant market and that information is 
still accurate.

If only certain items of information in a document already 
disclosed by the issuer are out of date that should not 
mean that the issuer cannot utilise the vast majority of 
that disclosure which is still accurate. The issuer should be 
able to use the prospectus to update just the information 
which is no longer accurate and not repeat the rest of the 
relevant disclosure. In other words, the prospectus could 
act in relation to the information which is already disclosed 
to the market in a similar way a supplementary prospectus 
acts to a prospectus already published.

None of these measures are intended to eliminate the due 
diligence an issuer would normally undertake in relation to 
a secondary issue to ensure that investors have all relevant 
information. Investors’ interests should not be affected. 
The benefits to the issuer are purely through having a 
shorter document which takes less time to draft, less time 
to verify and less time to be vetted by the relevant NCA.
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Revise Article 5 general 
disclosure testR25 Eliminate need to repeat information 

available on a dedicated section of 
the issuer’s website 

R26

Summary of recommendations
Reduce disclosure requirements for  
follow on issuances 

R24  �Reduce specific disclosure requirements

R25  �Revise Article 5 general disclosure test

R26  �Eliminate need to repeat information available on 
a dedicated section of the issuer’s website
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5.0 �Closing Comments

If there is to be a wholesale shift in the approach to 
financing, there needs to be a cultural shift within 
Europe. Compared with the US and certain parts of 
Asia, Europe does not have an ‘equity culture’ which 
encourages widespread investment by individuals as 
well as institutional investors. The US has a much more 
diversified financing structure than Europe and is less 
reliant on banks (see Table O below). Capital markets 
are substantially larger, fuelled by institutional investors 
with a spending power much larger than that of their 
European counterparts. As a result, listed equity and debt 
also constitutes a much larger portion of funding for US 
companies than those in the EU (see Table P below). 

Compared with the US, the EU remains a collection of 
sovereign nations with differing currencies and widely 
different approaches to fundamental issues such as 
taxation, pensions and savings, the effect of which is that 
fundraising and investment tend to be conducted on a 
largely domestic basis.

By addressing the issues identified in this report, important 
steps will be taken towards achieving CMU and, indeed, 
creating a greater equity culture within Europe.

Outstanding market sources of SME finance1

2013, % of total SME financing

1 �Desk research and investor interviews indicate only marginal investments in 
Bonds / Equity, and via Pension Funds, mandates or securitisation

Source: AFME – Bridging the growth gap – Feb 2015

Oliver Wyman

71%                                                                6%    4%           8%        7%

EU       		  €2.0tn

38%                             2%     9%        5%      8%                                      30%                               3% 4%

US      		  €1.2tn

Loans                      

Securitised loans   

Mutual funds           

PE funds

VC funds

Family and friends

Angel investment

Government guarantees and sponsored loans

Table O

European SMEs are almost twice as 
reliant on banks for financing as their 
US counterparts

Outstanding market sources of finance
€TN, 2013

1 Bank loans to NFC outstanding – Fed Economic data, ECB (EU-18); 
2 Bonds outstanding to NFC – SIFMA, ECB (EU-18); 
3 Listed US and EU Market Cap – WFE; 4 New issuance of IPO – Thompson One;
Source: AFME – Bridging the growth gap – Feb 2015

Oliver Wyman

Bank loans1

Bonds2

Equity – listed capitalisation3

                                        5.5
    1.3

 1.1
                      3.3

                                                                                 10.0
                 	                                        	                                                                             19.0

EU                 US

Flow sources of finance
€BN, 2013

IPOs4

 27
 		                                      58

-53%

Table P

Equity and debt constitute larger 
portion of funding for US companies 
than EU companies
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Definitions and Glossary

ABI Report	 the ABI report “Encouraging Equity Investment”, published on 11 July 2013

AIM	� the Alternative Investment Market, the London Stock Exchange’s international MTF for 
smaller growing companies

blackout period	� the period which, in accordance with current market practice, falls between the publication 
of analyst research and subsequent publication of a prospectus

bookbuild	 the process of generating, capturing and recording investor demand for shares

BRIC	 Brazil, Russia, India and China

CMU	 Capital Markets Union

COBS	 the FCA’s Conduct of Business Sourcebook

debt financing�	� the raising of capital by a firm for working capital or capital expenditures by selling bonds, 
bills, or notes to individual and/or institutional investors. In return for lending the money, 
the individuals or institutions become creditors and receive a promise that the principal and 
interest on the debt will be repaid

ECB	 European Central Bank

EIS	� the Enterprise Investment Scheme, a scheme in the UK designed to help smaller higher-risk 
trading companies to raise finance by offering a range of tax reliefs to investors

equity financing	� the raising of capital through the sale of shares in an enterprise. Equity financing essentially 
refers to the sale of an ownership interest to raise funds for business purposes. While the 
term is generally associated with financings by public companies listed on an exchange, 
it includes financings by private companies as well.  Equity financing is distinct from debt 
financing, which refers to funds borrowed by a business

FCA	 the Financial Conduct Authority of the UK

FSMA	 the UK Financial Services and Markets Act 2002

growth companies	� companies within the SME sector which have the potential and appetite to expand, 
innovate and take on more workers

GVA	� Gross Value Added, which measures the contribution to the economy of each individual 
producer, industry or sector in a specific country or region and is used in the estimation of 
Gross Domestic Product

IPO	� an initial public offering of shares – the first listing of a company’s shares on a stock 
exchange
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ISA	 an individual savings account which qualifies for favourable tax status in the UK

ITF	 intention to float (i.e. an intention to IPO)

MiFID	 the Markets in Financial Instruments Directive

MTF	� multilateral trading facility, a system operated by an investment firm or market operator, 
and which brings together multiple third-party buying and selling interests in financial 
instruments in a way that results in a contract

NCA	 national competent authority

pathfinder prospectus	� a preliminary offering document or draft prospectus which is used to assess the level of 
demand from potential investors for the shares on offer

Primary exchange	 a regulated exchange

RIS or RNS	 a Regulatory Information Service or a Regulatory News Service

qualified investor	 a person who falls into one of the relevant categories under MiFID, principally institutions

Royal Mail Review 	� the independent review for the Secretary of State for Business, Innovation & Skills entitled 
“IPOs and Bookbuilding in Future HM Government Primary Share Disposals” undertaken by 
a panel chaired by Lord Myners and published on 16 December 2014

follow on issuance	 an offer of securities by a company following its IPO

SME	 small or medium sized enterprise

SME Growth Market	� specialist markets to cater for the needs of SME issuers falling within the requirements of 
MiFID II, which includes MTFs and other non-regulated trading facilities 

UKLA	 the UK Listing Authority

venture capital	� financing provided by investors to start-up firms and small businesses with perceived long-
term growth potential. It typically entails high risk for the investor, but it has the potential 
for above-average returns.
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