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AIM19

	STOCK EXCHANGE AIM NOTICE
	

	

	SETTLEMENT OF AIM REG S SECURITIES AND SIS

	

	
	Introduction 



	1. 
	The purpose of this Notice is to inform the AIM market of a proposal for the settlement of companies admitted to AIM and which are subject to the restrictions under Regulation S (“Regulation S”).  

Readers of this Notice should refer to Stock Exchange Notice N31/06 issued on 26 May 2006 and entitled “Reg S Traded Securities and SIS” for further details of the proposed amendments to the London Stock Exchange Rules and associated guidance, which are subject to regulatory approval.

The Notice can be downloaded at http://www.londonstockexchange.com/en-gb/products/membershiptrading/rulesreg/stockexnoticesnew
This proposal does not involve any changes to the AIM Rules for Companies. 



	2. 
	This Notice outlines the background to the proposed amendments to the Rules of the London Stock Exchange (the “Exchange’s Rules”) in relation to trading securities of certain companies (“Reg S traded securities”) issued under Reg S promulgated under the U.S. Securities Act of 1933, as amended (the “Securities Act”). 

This Notice also outlines the introduction of a new settlement system operator, SIS SegaInterSettle AG (“SIS”), which is offering a service through which trades in Reg S traded securities, most of which are traded on AIM, can be settled electronically.



	
	Background information



	3. 
	Regulation S establishes criteria pursuant to which certain companies are permitted to conduct their initial public offerings outside the USA without registration under the Securities Act.  One of these criteria is that protections are in place to ensure that US investors do not purchase the securities during the “distribution compliance period”, usually a period of between one and two years.  Until now, complying with this criterion has meant that trades in Reg S traded securities have been required to be settled in paper format, i.e., the normal CREST dematerialised settlement option has not been available.  This “physical settlement” requirement has increased the cost of trading such securities.    



	4. 
	Currently, an issuer of securities subject to Regulation S criteria, seeking admission to AIM, is required to seek a derogation from AIM Rule 36, which requires that the stock be eligible for electronic settlement. There are no separate “Reg S” sectors for these securities at present.  



	5. 
	The Exchange has been seeking a solution to these Reg S restrictions to assist issuers admitted, and seeking admission to AIM.  The Exchange has been exploring a number of possibilities and will continue to work in this area.   Meanwhile, the Exchange is proposing changes to the information available to investors to ensure that issuers of Reg S traded securities have greater confidence in their ability to meet their obligations under US law whilst still enabling electronic settlement.   



	
	Proposed changes

	
	Prior to admission to AIM

	6. 
	The Nomad will be required to inform the Exchange when submitting an application form for an applicant where any of the securities to be admitted to AIM are subject to restrictions of Reg S.  The relevant application forms will be amended to reflect this requirement. 

The Nomad will also be required to inform the Exchange as to when these restrictions cease.



	7. 
	In future, all securities identified to the Exchange as Reg S traded securities will have a standardised naming convention.  During the period that the Regulation S restrictions apply, there will be a marker (“REG S”) added to the end of the short and long name of the security.  

	
	Prior to execution 

	8. 
	In addition, all Reg S traded securities will be grouped together in newly created sectors on the trading system.  Reg S traded securities will be traded in the specified sectors for the duration of the period of restriction and will be transferred out upon notification by the issuer to the Exchange that restrictions no longer apply.  Details of the sector changes are set out in the Service Announcement available at London Stock Exchange Service Announcements - 2006.



	9. 
	A change to the Exchange’s Rules is proposed to introduce a requirement on the purchasing member firm to identify potential US resident customers acquiring these securities.  If it comes to the attention of the Exchange that during the “distribution compliance period”, the purchaser of a Reg S traded security was a US person, the member firm may be found to be in breach of the Exchange’s Rules.

	
	Settlement instructions and transaction reporting

	10. 
	SIS, the settlement system operator based in Switzerland and a wholly owned subsidiary of SIS Swiss Financial Services Group AG, has proposed to provide an electronic settlement service with characteristics that will enhance the ability of issuers to comply with Regulation S.  A central feature of this service is a nationality flag in the SIS settlement system, which will allow member firms to state whether buyers are US persons or non-US persons.

	11. 
	Each Reg S traded security will have a default place of settlement where, unless otherwise agreed at the time of trade, the transaction will be expected to settle.  The Exchange will determine where the default place of settlement will be in conjunction with each AIM issuer.  The Exchange will maintain a list of Reg S traded securities with the corresponding default place of settlement, which will be published on the Exchange’s website and included in the Reference Data Service.

	12. 
	Currently, AIM securities are transaction reported via CREST only.  The proposed changes to the Exchange’s Rules will allow trades in Reg S traded securities to be transaction reported via ERS (as an alternative to reporting to CREST, which will continue to be available even if settlement takes place in SIS).

	13.
	A derogation under AIM rule 36, and continued paper format settlement will be available to AIM issuers on a continued basis.    

	
	

	
	Workshops



	14.
	The Exchange will be holding workshops on Thursday 8 June 2006 to provide further information to the market on these proposals.  These will be held in conjunction with SIS.  An invitation has been attached to this Notice.  Alternatively please email amittendorf@londonstockexchange.com for details. 



	
	Comments


	15.
	Comments or queries on this proposed AIM development should be addressed to Gillian Watson, by email gwatson@londonstockexchange.com or telephone +44 (0) 20 7797 2026 (STX 32026) by 26 June 2006.

If you would like to comment on the amendments to the Exchange’s Rules please refer to Stock Exchange Notice N31/06 for further details and guidance.
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