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Global watchdog says stock rescarchers

should be panned from road shows

Reuters in Lagonissi, Greece

A global marker watchdog group
has called for a ban on investment
analysts taking part in road shows
and othor sales pitches. '

The International Organisation
of Securities Commissions (losco),
seekingloseta standatd for regula-
+ors worldwide for ensuring unbi-
ased research; propose.d severing
anylinks between analysts’ pay and
any investment hanking.deals.

Analysts also should not report
to their investment banking divi-
sion or need prior approval forthelr
reports, it said.

The group's recomnendalions
werc eagerly awaited by the finan-
“cial industry following a landmuzk
US$1.4 bhillion setlement in the
United States between 10 nvest-
ment banks and regulators over al-
legations of misleading stock re
seurch.

Roel Campos, a member of the
US Securities Exchange Comuis-
sion who had overseen the prepa-
ration of the principles, said it was
up to national watchdogs to decide
whether they would implement
them in (heir reguladons.

“These do not presenta recipe

for regulalion. {n an area like this it
is very impostant (o have a bench-

mark and these [principles] will
serve that,” Mr Campos said after &
two-day meeting in Lagonissi, near
Athens. :

Rick Levi(t, a rescarch manager
at European. investment hank
Dresdner Kleinwort Wasserstein,
said Tosco's suggestions chimed
with the line US and Rritish regula-
{ors were taking and with interm
guidelines ar his bank.

“Eyerybody is sInging from the
same hymn sheet,” he said. “Tf the
United States and Britadn andIosco
are all broadly in line on the ques-
tion of analysts attending pitches,
it’s likely that most other regulators
will end up with similar ‘prescrip-
tions,” Mr Levitt said.

Asked whether implementing
the principles would create extra
costs [or banks, M Campos said:
«There [may be. some COStS in
volved, but these should be seen &s
an investmenl, assuring the public
that these principles are in place.
These wiil increase confidence,
promoting fhe business over time.”

losco also called for barring ana-
fysts' employers from pPromising
corporate  clients favowrable -
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search coverage or ratings in yetum
for husiness and & ban on trading
by analysts and their employers in
secwites and derivatives before
publishing research that would al-
fect them.

The organisation produced a
similar set of princiy les for credit
rating agencies, highlighting the
need to preseyve their indepen-
denceand freedom from ecopamic
and-political pressures. “Fairly or
not, Tating agencies have been in
the spotlight in e wake of recent
high-profilc corporate scandals.
The statement of principles offers a
setof high-level approaches (0 but-
(ress creditrating agencies’ analyti-
cal independence,” said David
Knott, the chainman of Tosco's
technical committee. '

The group said ratng agencies

“There may be some
costs, but these
should be seen as
an investment,
assuring the public
these principles are
in place” '

Roel Campos
US Securitins Exchange Cominission

should avoid any actions that

might compromise their indepen-
dence and objectivity, make disclo-

sure and transparency their objec-

tives and preserve the confidential-

ity of information submirted by ye-

viewed ISsuers.

Ewope's market ‘regulators
have signalled they are jooking to
guiding principles rather than US-
style rules 10 avoid contlicts of in-
terest, putting the opus on the
banks to keep research unbjased.

n April, US settlement banks
agreed to contribute towards sef-
ting up legally ‘indcpendent re-
search firms and 10 separate I¢:
search and ~ COTpOIAte advisory
business so that analysts art notin-
volved in both. )

“The clampdown tollowed alle-
galions that some analysts publicly
,told invesiorsto buysharcs in com
i panies they privately derided.
famic Stewart, the head of re-
search at British brokerage Eden
Group, said the principles did not
go far enough

“analysis should be tendered
out to regulated independent ye-
searchers who by definition wilnot
have any connection 10 bankers
looking for investment banking
business,” Mr Stewart said.

“with the bestwill inthe world it
will be impossible for investment
banks to live up to these rules; there
will still be loakuge.”

.A.H;,,




—_

A MATTER OF PRINCIPLES

Principles to guide analysts’ research

B Prohibit analysts and firms from trading sccurities or
related derivatives ahead of publishing research on the
issuc of those securities

B Prohibil firms that emplay analysts rom promising
iesuers favourable research coverage, specific ratings of
specific target prices in return for a future or cantinued
business f relatigxfhip, service or investrnent

& Prohibit analysts from pa rticipating in investmant

" banking soles pitches and road shows__ __ = —
E Prohibil analysts from reporting to the investment
_banking side of the business __ _ — —— .~ -
B Prohibit analyst compensation from being difectly linked
to specific investment banking lransactions __ LEE B

Prohibit the investment banking arm from pre-approving
analyst reports or recims_-nendatio_r_\_s_.

B Require thal znalysts.or the firms that employ analysts
pubticly disclose whether the issuer or a third party
provided any-compensation of other benefits « 2

in cannection withiresearch re_p_or\__’”:

Principles to guide credit rating agenci’!’,
B Agencies must be independent and
frec from any economic or political
pressurcs and frorm ahy conflict of
. interesls arising dug to an agency's
ownership structure, financial
activities or employees’ financial
interests

H Rating agencies should avoid
procedures or activities that may
compromise their independence
and objectivity

B They should make disclosure and
transparency an objective in their
activities .

E They :ﬁild_keep in confidence
private information communicated
to thern by any issuer

SEC commissioner Roel Campos says itis
up to natianal securities watchdogs to doct
whether they will implement the guiding
princip{cs in their regulations.




