
16 September 2008

Mrs K Ussher MP
Economic Secretary to the Treasury
HM Treasury
1 Horse Guards Road
LONDON SW1A 2HQ

Dear Mrs Ussher

Dematerialisation of Shares in the UK and Ireland

As Chairman of the Dematerialisation Reference Group (DRG) I am writing to seek confirmation that 
the Government remains committed to the dematerialisation of shares through the enactment of Section 
784 of the Companies Act 2006.

The DRG is an ad hoc group of market participants and other interested parties that was established in 
2005 to build on work done over the preceding three years and put together a practical, cost-effective and 
secure model to facilitate the electronic transfer of certificated shares, effectively replacing share certificates 
and stock transfer forms. A list of those currently on the DRG is attached.

We recognise that it has long been an objective of Government to promote a more efficient market in 
financial services and to support London as the leading financial centre in the EU. Indeed with the 
implementation of the CREST settlement system in 1996 some 80% of UK transactions were effectively 
dematerialised and shareholders able to benefit from the efficiency of electronic settlement and custody 
of their shareholdings. However, whilst the majority of stock by value is held in CREST accounts, 
certificated holders remain the vast majority of shareholders by number in UK companies and it is 
estimated that there remain some 10 million ‘certificated’ shareholders in the UK with in excess of  
23 million shareholdings between them. The UK is one of the few financial markets of any size not to 
have fully dematerialised its share trading system. Ireland has already enacted the relevant legislation but 
is waiting for the UK as there is a significant overlap with the same registrars operating in both countries 
and both countries using CREST. 

In spring 2006, the ICSA conducted a public consultation on the outline of the proposal. Whilst the 
majority of respondents were in favour, there were two principle concerns raised: security of the system 
and the absence of a cost benefit analysis. Following this the DRG put together a Technical Model setting 
out the proposal in more detail. A copy of the current version of the model, which includes a CBA, is 
enclosed for your information. There are two main areas on which further detailed work is still required: 
a cost-effective and secure register access interface and a more detailed and rigorous assessment of what we 
believe are improved security and anti-fraud measures. 
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Following the results of the ICSA consultation, provision was made in the Companies Act 2006 to enable 
the legal changes necessary to facilitate dematerialisation to be made by Regulation. We understand that 
consultation will be required on the draft Regulations but it would be particularly useful if, in addition 
to confirming the Government’s commitment to dematerialisation, you could let us know of any other 
processes that need to be completed.

To minimise disruption to the market and to keep costs under control by making maximum use of 
the normal shareholder communications timetable, it is estimated that once the necessary legislation 
is in place a minimum of 18 months, spanning two AGM seasons, will be required to implement 
the proposals. There are, however, other mandatory system changes currently underway, arising from 
Euroclear’s harmonisation and Single Platform programme. Registrars should have completed their system 
changes for this project by end 2009 but brokers will have further development work up to the final 
implementation of the Single Settlement Platform scheduled for 2011. Any overlap with these changes 
needs to be avoided as the market would not want to cope with more than one such major development 
at a time. We can however start to plan and schedule resource allocation but in order to do so need to be 
sure that the Government still supports the proposal in principle and is prepared to effect the necessary 
legislative changes, subject to the outstanding concerns about systems security and costs being satisfied for 
the broad consensus of participants.

We are concerned that without a commitment by HMG to introduce the necessary legislative change 
and an agreed future implementation date, the IT developments required to provide the benefits of 
electronic settlement for both name on register retail shareholders and the wider market, will continue 
to be crowded out by the demands of a continuous stream of future market projects. If, for example, the 
legislation is not in place by the time market participants complete the Euroclear SP changes there is a 
risk that other demands on them may begin to get in the way pushing the dematerialisation programme 
out even further. Ideally, therefore, it would be preferable to have the legislation in place as soon as 
possible but with a flexible implementation date that can be set, by or in discussion with the market, once 
competing developments and market conditions allow. 

I look forward to hearing from you.

Yours sincerely

Robert M Blanks
Chairman – Dematerialisation Reference Group

C2 Gareth Thomas MP
Minister for the Department for Business, Enterprise & Regulatory Reform
BERR
1 Victoria Street
London SW1 0ET



Organisations that are currently represented on the Dematerialisation Reference Group:

Association of Private Client Investment Managers and Stockbrokers*
Barclays PLC
BERR
BT Plc
Brewin Dolphin
Capita Registrars
City Group
Computershare Investor Services PLC
Confederation of British Industry
Equiniti PLC 
European Securities Service Forum
Euroclear SA/NV
Financial Services Authority
HMRC
HM Treasury
ICSA
Killik & Co LLP*
London Stock Exchange
Marks and Spencer PLC
Quoted Companies Alliance
Prudential PLC
Redmayne Bentley
Rio Tinto
Standard Chartered PLC
The Share Centre*
UK Shareholders’ Association

*	� Although Members of the DRG, APCIMS is unable to support the proposal on behalf of all its 
members at this time. Killik & Co LLP and The Share Centre are, specifically, unable to support the 
proposal at this time.


