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A. Introduction 

 Many UKSA members are dissatisfied by the limitation of their investor rights 

that has already taken place with the widespread move away from paper share 

certificates following the introduction of CREST. 

 UKSA summarised the problems for individual investors arising from the 

present electronic registration system in its joint response with ShareSoc1 to 

the Law Commission’s call for evidence on intermediated securities. 

 There are now policy discussions underway which would complete the 

dematerialisation process by eliminating the residual use of share certificates. 

Accordingly, UKSA is setting out this summary of the problems that exist with 

the present system, and to outline the changes we consider to be necessary to 

meet the needs of shareholders. We also explain why these changes would 

improve corporate governance overall. 

 The paper proposes changes that would be feasible with the existing CREST 

system, rather than proposing the replacement of CREST with entirely different 

technology.  

 However, we understand that the CREST system’s technology will continue to 

evolve. We recommend that such evolution be aimed at making operation of 

our proposals simpler rather than harder. 

 The rest of this paper has the following sections: 

6.1. A statement of what our members need. 

6.2. The Terms of Reference of the Digitisation Taskforce. We consider that 

if the objectives set for the taskforce are achieved, that should meet 

most of the needs of our members, but we do regard it as important to 

ensure that all of those needs are met. 

6.3. A statement of the definitions used in this paper. 

6.4. An explanation of why current dematerialisation practice is 

unsatisfactory for our members. 

6.5. Our view on what needs to be done. 

6.6. Confirmation that we are willing to help by communicating further. 

 
1 Available at https://www.uksa.org.uk/news/2019/11/12/response-law-commission  

https://www.uksa.org.uk/news/2019/11/12/response-law-commission
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6.7. An appendix that touches on tiers of nominee companies which would 

unduly clog up the main paper if covered in the body.  

B. What our members need 

 When a person owns a certificated share, their name is recorded on the 

register of members. That brings with it many rights which are set out in detail 

in the Companies Acts. 

 Conceptually all of those rights are lost if the shares are held by a nominee. 

(Obviously there are some legal provisions intended to protect the person for 

whom the nominee is holding shares.) We have grouped the rights about which 

our members are concerned into categories below. For completeness we have 

included some rights which are so obvious that we are not aware of any 

financial services provider that does not provide them. 

I. Essential 

 The right to sell the shares, with the proceeds being received into a cash 

account held with the nominee. 

 The right to receive dividends received into a cash account held with the 

nominee. 

 The right to decide to take up a rights issue, in whole or in part. 

 The insolvency of the nominee company, or of the stockbroker which owns the 

nominee company, should not create any risk of loss of the Customer’s 

investments, or result in excessive professional costs in returning the 

investments to the Customer. 

II. Very important 

 The right to receive very shortly after they are issued an electronic copy of all 

communications from the company to shareholders. 

 The right to instruct the nominee to vote the shares in accordance with the 

Customer’s wishes. (“Customer” is a defined term in this paper – see paragraph 

31 and section VI.) 

 The right to attend and speak at an AGM or EGM. 

 The nominee should not be able to engage in stock lending (or other actions 

involving the Customer’s investments that might prejudice the Customer’s 

interests) without clear, explicit permission from the Customer, including some 

agreement on how stock lending fees are to be shared, or indeed not shared. 
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III. Nice to have 

 To receive a paper copy of annual and interim report and other shareholder 

communications such as circulars required for significant transactions.  

 At one time, it was relatively common for companies which sold goods or 

services to individuals to offer discounts to shareholders. 

 While this is less common today, where such shareholder discounts exist, it 

needs to be possible for Customers to enjoy them. 

C. Digitisation Taskforce – Terms of Reference 

 On 19 July 2022, the government announced it would be taking forward Mark 

Austin’s Secondary Capital Raising Review (SCRR) recommendation to 

establish a taskforce driving forward full digitisation of shareholdings, led by an 

independent, neutral chair. Its terms of reference2 were published the following 

day. 

 The Objectives are reproduced in full below, because they align closely with 

what the UKSA Policy Team considers to be the objectives of UKSA members. 

Objectives 

The objectives of the Digitisation Taskforce are to: 

1) Work with stakeholders across the financial services sector to 
build consensus on change in order to: 

i. Identify immediate and longer term means of improving on the 
current intermediated system of share ownership so that: 

 investors as beneficial owners are better able to exercise 
rights associated with shares which intermediaries hold on 
their behalf; 

 issuers can identify and communicate more easily with 
investors as the underlying beneficial owners, including on 
secondary capital raising offers; and 

 efficiencies can be identified to reduce costs and time delays 
in the existing system. 

 

 
2 Available at https://www.gov.uk/government/publications/digitisation-taskforce/digitisation-taskforce-
terms-of-reference  

https://www.gov.uk/government/publications/digitisation-taskforce/digitisation-taskforce-terms-of-reference
https://www.gov.uk/government/publications/digitisation-taskforce/digitisation-taskforce-terms-of-reference
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ii. Eliminate the use of paper share certificates for traded companies 
and mandate the use of additional options to cheques for cash 
remittances. 

iii. Consider whether the arrangements for digitisation can be 
extended to newly formed private companies and as an optional 
route for existing UK private companies. 

2) Develop a timetable and plan for implementation of changes, and 
support progress. 

3) Engage with the Government and regulators on progress, and 
advise on any legislative, regulatory or other changes that will be 
required to support the programme. 

The Taskforce will need to ensure that it engages effectively across 
industry and considers the points of view of different stakeholders, 
including in particular those of institutional and retail investors, and 
both large and small issuers. 

The Taskforce will consider new processes and technology, and set 
out a long-term as well as short- and medium-term vision of how 
shares will be held, settled, and administered. 

 The terms of reference also contain “Draft principles to guide the work of the 

Digitisation Taskforce.” These are not reproduced in full, but some that are 

particularly relevant to this paper are reproduced below. 

1) Digitisation must produce benefits 

[Not reproduced to save space] 

2) Rights of intermediated investors 

Ultimate investors who hold shares with intermediaries should be 
able to effectively and efficiently exercise the rights associated with 
direct share ownership including voting, receiving information and 
other corporate actions. The ability to exercise such rights as a 
default should be universal, irrespective of the intermediary that an 
investor uses. 

3) Rights of existing certificated shareholders 

The removal of paper certificates should not result in the 
degradation of the rights of current holders of paper certificates to, 
for example, vote, receive information and participate in corporate 
actions. 
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4) Issuer rights must be improved. 

Any model for digitisation should increase shareholder transparency 
enabling issuers, investors, and intermediaries to more effectively 
and efficiently communicate with a company’s entire shareholder 
base including investors as beneficial owners who hold shares with 
intermediaries. 

5) to 9) not reproduced to save space. 

 We consider that the above objectives at (2) and (3) above are consistent with 

the needs of our members. 

D. Definitions 

 For a meaningful discussion, the participants to the debate need to agree on a 

common language to ensure that they are using words in the same way. This 

section of the paper sets out the terminology used throughout. 

 For readers’ convenience, we begin by outlining how the share registration 

system worked before CREST. This system still exists for the small fraction of 

listed company shares which are represented by share certificates. 

 This section then goes on to set out our understanding of how the present 

dematerialised CREST system operates. The description of CREST is not 

intended to be exhaustive, but to help readers have a basic understanding to 

contextualise our comments. 

IV. The legal and historical background before CREST 

 The diagram on the next page shows how the paper-based system dealt with 

share registration. 

 

 

 

 

 

 

 

 



UKSA’s position on dematerialisation 
 
 

 
United Kingdom Shareholders’ Association 24 Dec 2022              Page 8 of 23 
 
 

 

 

 

 

 

 

 

 

 

 Company law requires a company to maintain a register of its members (the 

legal owners of its shares).  

 Historically, the company would either have kept paper registers of members 

itself, and later computerised registers of members, or it would have contracted 

that service out to a third-party providing registration services to the listed 

company. 

 Members of the company would also have been issued with a paper share 

certificate. 

 Using the above diagram, “The Customer” who had just purchased the shares 

in the stock market (via a stockbroker) would have been the party whose name 

appeared on the register of members. The Customer’s name would be entered 

on the paper stock transfer form used to transfer ownership before presentation 

to the listed company (with the old share certificate) to effect the transfer, which 

entailed the Customer being entered onto the register of members and being 

issued with a new share certificate. 

 If the Customer wished, they could supply the name of any other natural or 

legal person as the transferee on the stock transfer form. The Customer would 

do this if they wanted the shares to be held in the name of that person as 

nominee for the Customer. 

 UK company law does not allow the company to look beyond the person whose 

name is on its register of members, except where other specific provisions such 

as the information rights provisions mentioned in section IX apply. All dividend 

or other payments by the listed company are made to the registered person, 
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and all company communications are sent to the registered member. Only the 

registered member has the legal right to attend and vote at the AGM. 

 Accordingly, if the Customer supplied the name of a nominee, the listed 

company would treat that nominee as the member for all purposes. 

34.1. The nominee can of course agree to take the Customer’s instructions 

about how to vote and can also agree to give the Customer a proxy to 

attend the AGM and vote there.  

 Given what is written above, the listed company would always be oblivious to 

the identity of the Beneficial Owner, if the Customer is not also the Beneficial 

Owner. (For example, the Customer may be a trustee for one or more 

Beneficial Owners.) This paper does not discuss the position of Beneficial 

Owners, and they are mentioned only for completeness; in particular to ensure 

that they are not confused with Customers. 

35.1. This paper does not discuss CA 2006 s.793 “Notice by company 

requiring information about interests in its shares” because it is not 

relevant to the purpose of the paper. 

V. The current dematerialised CREST system 

 The text below does not seek to be an exhaustive guide to CREST. However, it 

will assist readers to have an overview of how the CREST system works.  

 Below is a structure diagram showing the relationships under discussion. 
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 This paper focuses primarily on the top and bottom parts of the diagram.  

 The precise technical relationships between the parties in the box in the centre 

of the diagram with the thick blue border are a secondary, technical, matter and 

not our prime focus. 

 CREST is operated by Euroclear UK & International Ltd (‘EUI’). The description 

below is based on the EUI publication “Quick guide to CREST membership” 

published September 2021. 

 CREST has different types of membership. 

a. Direct Members 

 Direct membership requires a significant level of investment in equipment and 

software. 

 The operation of a CREST Membership (Direct) is summarised in the following 

extracts from the above publication: 

“become a member that directly connects to the CREST system, 
where you will need technical connectivity to the CREST system 
(with the option of offering this connectivity service by acting as a 
sponsor for other CREST system clients) 

Members will need to invest in hardware and software to connect 
directly to the CREST system through a gateway supplied by one of 
the accredited CREST network providers. This will allow you to 
exchange electronic messages and operate a User in the CREST 
system. Multiple participants may be operated via the same User. 

You will need a settlement bank to extend credit within the CREST 
system to fulfil your payment obligations. Clients are able to settle 
transactions in sterling, euros and US dollars. You will need to enter 
into a contract with one or more of the settlement banks, in line with 
your currency requirements.” 

 Such membership is theoretically open to anyone willing to make the 

investment needed but in practice is only likely to be taken up by significant 

financial services companies such as stockbroking firms and possibly major 

institutional investors. 

b. Sponsored Members 

 Sponsored members do not have a direct connection to the CREST system 

and instead operate through a Direct Member which acts as their sponsor. 
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 This is the type of CREST membership relevant to individuals, and the 

individual is known as a CREST Personal Member. The extract below is from 

the Euroclear website page 

https://www.euroclear.com/about/en/business/Becomingaclient/Becomingaclien

tEUI.html  

“As a private individual wishing to become a Euroclear UK & 
International client, you have two choices: 

 open an account in your own name with a stockbroker 

 transfer your securities into a nominee account with a 
stockbroker or bank, where they are held with the assets of 
their other clients” 

 Where a stockbroker offers the service in the first bullet of the quotation in 

paragraph 46 above, the individual becomes a CREST “Participant” and 

receives a Participant ID. This Participant ID allows the individual to be 

recognised within the CREST system. 

 Most, if not all, listed companies have contracted out the operation of their 

register of members to companies which have a business of running company 

share registers. Such registrars will have full electronic links into the CREST 

service. 

 When listed company shares are purchased, if the Customer is a CREST 

Participant (as defined in paragraph 47 above) then the stockbroker will 

execute the trade and, on settlement, pay the purchase price and supply the 

Participant ID of the Customer. At this point the CREST system provides the 

Customer’s details to the registrar. From that time onwards, the listed company 

will treat the Customer as a member of the listed company. 

 Where the second bullet in paragraph 46 (with the Customer’s shares to be 

held in a nominee account) applies, on purchase the stockbroker will supply the 

CREST details of the stockbroker’s nominee company to the registrar. From 

that time onwards, the listed company will treat the stockbroker’s nominee 

company as a member of the listed company. 

c. Nominee arrangements 

 The comments below are based on the EUI publication “Euroclear UK & 

International account segregation guidance” published October 2019, with some 

extracts quoted below. 

“For the purposes of CSDR, [Regulation (EU) No 909/2014 of the 
European Parliament and of the Council of 23 July 2014 on 

https://www.euroclear.com/about/en/business/Becomingaclient/BecomingaclientEUI.html
https://www.euroclear.com/about/en/business/Becomingaclient/BecomingaclientEUI.html
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improving securities settlement in the European Union and on 
central securities depositories which has been imported into UK law 
following Brexit] each member account in the CREST system 
requires an indicator to be appended which identifies whether it is 
holding: 

 proprietary assets (‘own name’) or 

 client assets in an omnibus arrangement (‘omnibus client 
segregation’) or 

 client assets in an individually segregated account (‘individual 
client segregation’) 

These indicators are retained within the CREST system where they 
are only used for the purposes of CSDR reporting to our competent 
authority (the Bank of England). They are not shared with the 
issuers or their agents (their registrar) and are only visible in the 
CREST system to the participant/user associated with the member 
account. 

 The fact that the indicators of the type of ownership are not shared with the 

issuer (the listed company) or their registrar is consistent with the legal principle 

mentioned earlier in paragraph 33. Under company law, the listed company 

regards the person named on its share register as the owner of the shares for 

all purposes. 

 The EUI document then goes on to describe bullets two and three in paragraph 

51 above in more detail. Below is the detailed description of the second bullet. 

“Perhaps the most simple method of segregation is for a client of 
Euroclear UK & International to operate a single participant in the 
CREST system with one undesignated member account and one 
designated member account (designated ‘client’). 

In this way, the proprietary assets of the participant are held in the 
undesignated member account (with an ‘own name’ indicator) and 
segregated from those of all its underlying clients, which are held in 
the other member account. In this scenario, the underlying clients’ 
securities are held in an omnibus client segregated account and 
should have the ‘omnibus client segregation’ indicator appended in 
the CREST system. 

On the legal registers of the issuers, the securities are all held in the 
name of the participant but there will be one entry for the 
undesignated member account and a separate entry for the member 
account designated ‘Client’.” 

 The third bullet in paragraph 51 is described as follows: 
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A variation on this structure is for the underlying clients’ securities to 
be distributed across a number of member accounts with each 
member account representing the securities holdings of an individual 
client. 

As before, the proprietary assets of the participant are held in the 
undesignated member account (with an ‘own name’ indicator) and 
segregated from those of all its underlying clients which are held in 
the other member accounts. 

In this scenario, the underlying clients’ securities are held in 
individual client segregated accounts and the member accounts 
should have the ‘individual client segregation’ indicator appended in 
the CREST system. 

Similar to previously, on the legal registers of the issuers, the 
securities are all held in the name of the participant but here there 
will be one entry for the undesignated member account and 
separate entries for each of the member accounts under their 
respective designations. 

There is no restriction on the number of member accounts that can 
be created for each participant. 

 We understand that in the above quote, EUI is using the word “participant” to 

mean a member of CREST which has clients, which in the context of this paper 

will be a stockbroker’s nominee company. It is not referring to private individual 

“Participants” as mentioned earlier in paragraph 47. 

VI. The Customer 

 The Customer is the client of the Platform or Stockbroker. In the case of joint 

accounts, there will be several persons who are jointly the client. 

 The Customer may be a natural person (an individual) or a legal person such 

as a company, a charitable incorporated organisation, a university or Oxbridge 

College, or many other types of legal person. 

 This paper does not assume that the Customer is the Beneficial Owner of the 

investments held in the account. The Customer may be acting as a nominee for 

some other person(s) or as the trustee of a trust. 

 The accounts offered by stockbrokers fall into two broad categories: 

59.1. Accounts which are the unconstrained property of the Customer, in this 

paper called “Dealing Accounts.” Dividends received in such accounts, 

and capital gains made by selling investments in such accounts, are 

taxable upon the Customer (or upon the Beneficial Owner if the 
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Customer is not the Beneficial Owner). Conversely no particular rules 

apply to the withdrawal of cash from Dealing Accounts by the 

Customer. 

59.2. “Tax Privileged Accounts” – The paper uses this term to refer to 

accounts subject to special tax rules, such as individual savings 

accounts (“ISAs”) and self-invested personal pension plans (“SIPPs”). 

Income and gains within such accounts receive favourable tax 

treatment. Conversely, there are constraints of various kinds on 

withdrawing cash from such accounts. For example, outright 

prohibitions on withdrawals before a particular age in the case of SIPPs 

or tax penalties on non-qualifying withdrawals in the case of Lifetime 

ISAs. 

E. Problems arising from current dematerialisation practice 

VII. Dealing Accounts 

 Very few platforms or stockbrokers offer Dealing Accounts of the type 

described in paragraph 47 (Personal Crest Membership). For example, for 

many years, Charles Stanley & Co. Limited did offer this service at a very 

reasonable price. However, a few years ago they increased the price by an 

exceptionally large factor which made it prohibitively expensive for almost all 

individuals. 

 Instead, apart from those Customers who still insist on paper share certificates 

(where the stockbroker supports certificated dealing at a non-prohibitive price), 

virtually all platforms and stockbrokers offer only Dealing Accounts of the type 

described in the second bullet of paragraph 46 and paragraph 50 (nominee 

accounts). 

 The following consequences arise. 

62.1. All payments of cash by the listed company to shareholders (dividends 

and other capital distributions) are made to the nominee company, 

which will credit them to the Customer’s running cash account with the 

stockbroker. The paper does not consider having dividends paid to the 

nominee company to be a problem (provided the stockbroker remains 

solvent), since having the cash in the Customer’s account with the 

stockbroker facilitates reinvestment, and stockbrokers generally make 

Customer electronic cash withdrawals very straightforward and free or 

very cheap. It is just mentioned for completeness. 
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62.2. A single copy of all paper communications issued to shareholders by 

the listed company will be sent to the nominee company which is the 

shareholder. As the nominee company will in practice have many 

Customers who hold shares in that listed company in their account with 

the stockbroker, it is obviously difficult for the nominee company to 

send such paper communications on to the stockbrokers’ Customers, 

even if it wished to do so. 

62.3. Where the listed company issues electronic communications to 

shareholders, it is of course feasible for the nominee company to 

forward these to all Customers who hold shares in that listed company 

in their stockbroking account. However, stockbroking firms are very 

inconsistent when it comes to forwarding such electronic 

communications, and most do not. Accordingly, Customers do not 

receive communications issued by the listed companies in which they 

invest, unless they subscribe to other information sources. 

62.4. The right to vote at meetings of the listed company rests entirely with 

the nominee company. Some stockbroking firms (such as Interactive 

Investor) have excellent systems in place to enable Customers to 

indicate to the nominee company how the voting power in respect of 

the shares that they own should be exercised. Other stockbroking firms 

provide relatively poor-quality electronic voting arrangements, while 

others provide none. The consequence is that large numbers of 

individual shareholders are not able to exercise the voting rights 

attaching to their investments. 

62.5. The right to attend the annual general meeting of the listed company 

rests entirely with the nominee company. Some stockbroking firms 

have systems in place for the nominee company to give a proxy to the 

Customer to enable the Customer to attend the AGM of the listed 

company as proxy for the nominee company. However, they typically 

charge for such a service; sometimes relatively little, sometimes a 

prohibitive amount. Other stockbroking firms do not provide the service 

at all. 

62.6. Our understanding is that almost all stockbrokers follow paragraph 53 

(which pools all shares held on behalf of customers into one single 

designated account) in the operation of their nominee companies, 

rather than following paragraph 54 (which has a separate designated 

account for each Customer). The consequence is that the underlying 

securities for all clients of that firm are held in a single omnibus 

segregated account within the CREST system. Where the stockbroking 
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firm fails, this can make it exceedingly difficult and expensive for those 

dealing with the bankruptcy to determine which securities belong to 

which customers. After the collapse of Beaufort Securities Ltd, at one 

stage its Customers were facing the risk of costs of up to £100million 

being charged against their assets. 3 

62.7. As the legal owner of the shares in the listed company, the nominee 

company is able use them for stock lending, to earn lending fees. While 

nominee companies will normally arrange for such stock lending to be 

collateralised, it still inevitably adds an element of risk to the Customer. 

62.8. We are concerned that nominee companies may be engaging in stock 

lending without requiring any permission from the Customer (or by 

“burying” consent to stock lending in the small print of their terms of 

business) and doing so without sharing any of the fees received with 

the Customer. This does not seem consistent with the regulatory 

principle of treating customers fairly. 

62.9. While the above comments focus on the detriment to Customers, there 

is also a public policy detriment, since listed companies are deprived of 

the questions and comments that individual shareholders (who 

frequently continue to own specific shares for far longer period than 

institutional investors) might otherwise communicate to the listed 

company’s management. 

62.10. For completeness, we have considered the treatment of corporate 

actions such as rights issues and takeovers. All stockbrokers that we 

are aware of do enable their Customers to exercise their rights using 

the stockbroker’s electronic systems. 

VIII. Tax Privileged Accounts 

 The regulations governing SIPPs and ISAs require the investments to be held 

by a regulated nominee. That is entirely appropriate, as otherwise there would 

be serious risk of Customers violating (either inadvertently or deliberately) the 

tax rules governing such tax privileged accounts. 

 However, the consequences are that all of the problems mentioned in sub-

paragraphs 62.2 to 62.9 arise for all Customers who have tax privileged 

accounts, subject only to the mitigations where the stockbroker offers the 

workarounds mentioned in those sub-paragraphs. 

 
3 See https://citywire.com/wealth-manager/news/campaigners-blast-pwcs-incredible-100m-beaufort-
fee/a1117321?section=wealth-manager  

https://citywire.com/wealth-manager/news/campaigners-blast-pwcs-incredible-100m-beaufort-fee/a1117321?section=wealth-manager
https://citywire.com/wealth-manager/news/campaigners-blast-pwcs-incredible-100m-beaufort-fee/a1117321?section=wealth-manager
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IX. Companies Act 2006 sections 146 – 151 

 These “information rights” provisions are intended to be helpful to Customers. 

 However their practical utility is limited in our experience, and the problems 

discussed in this paper exist despite these provisions being on the statute 

book. To save space, we do not critique the statutory provisions in detail. 

F. What needs to be done 

X. Dealing Accounts 

 The problems mentioned above regarding Dealing Accounts are entirely a 

consequence of market practice amongst stockbrokers. All of them would be 

resolved if all stockbrokers offered Dealing Accounts of the kind described in 

the first bullet of paragraph 46 and paragraph 47( Crest personal membership). 

 The fact that, as far as we are aware, no stockbroker now offers this service at 

a reasonable price indicates one of two things: 

68.1. The cost of offering this service is genuinely prohibitively expensive for 

stockbroking firms. 

68.2. There is a market failure, whereby the stockbroking firms are implicitly 

colluding to ensure that all Customers are forced into nominee 

arrangements. 

 As a first step, we would like the Competition and Markets Authority to 

investigate the cost structure of the industry to assess whether Dealing 

Accounts of the type described in paragraphs 46 and 47 genuinely cannot be 

offered except at very high costs. 

 If the costs genuinely are very high, then Dealing Accounts should be dealt with 

in the same way as proposed below to address the problems of Tax Privileged 

Accounts, which perforce require the use of nominee companies and for which 

accounts of the type described in paragraphs 46 and 47 (CREST Personal 

Membership) will always be precluded. 

 We consider that regulators should assess how much more it would cost 

stockbroking firms to operate their nominee accounts as with individual client 

segregation as described in paragraph 54 (which we prefer) rather than with an 

omnibus client account as described in paragraph 53, and publish that 

information. 
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 Regulators should then consult Customers as to whether they wish regulators 

to mandate the use of individual client segregation nominee arrangements as 

described in paragraph 54, with Customers being able to give their views 

knowing the likely cost differential which will of course eventually be borne by 

Customers. 

 With regard to the stock lending issue mentioned in sub-paragraph 62.7 above, 

stockbroker nominee companies should only be permitted to lend Customers’ 

shares if they have obtained express permission from the Customer and 

entered into an arrangement to share the stock lending fees with the Customer 

in a fair and transparent manner. 

XI. Tax Privileged Accounts 

 As explained in paragraph 63, tax privileged accounts are required to use a 

nominee company. Accordingly, even if it can be done cost effectively, the 

option of having Customers holding such accounts becoming CREST 

Participants as described in paragraphs 46 and 47 is not available. 

 In particular, it is consistent with the entire scheme of such tax privileged 

accounts that cash payments from the company are sent only to the nominee 

company (for crediting to the tax privileged account with the stockbroker), and 

that all share sales entail the proceeds also being received by the nominee 

company for crediting to the tax privileged account with the stockbroker. 

 However, there is no policy reason for denying the following items to 

Customers holding such tax privileged accounts. 

76.1. The right to receive immediately in electronic form all shareholder 

communications from listed companies which the Customer holds in his 

or her tax privileged account. 

76.2. The right to attend AGMs. 

76.3. The right to vote. 

 The financial segregation and stock lending issues explained in sub-paragraphs 

62.6 and 62.7 above arise with tax privileged accounts in the same way as they 

do with dealing accounts. The proposed solutions in paragraphs 71 and 73 are 

equally applicable to tax privileged accounts. 

 We can see two alternative ways of dealing with the lack of shareholder 

communication rights outlined in paragraph 76. 
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d. Regulatory action 

 The regulators (primarily the Financial Conduct Authority and the Competition 

and Markets Authority) should require all firms offering tax privileged accounts 

to have their electronic systems configured as follows. 

79.1. Whenever electronic shareholder communications are received from 

listed companies whose shares are held by their Customers in nominee 

accounts, a full copy of the electronic communication is sent 

immediately to the Customer electronically. 

79.2. For every listed company that they hold in their account, Customers are 

able to instruct the nominee company how to vote, item by item. At 

present practices are complete haphazard. Some platforms / 

stockbrokers make such electronic voting easy and routine. Others 

make it quite hard, especially if the Customer wishes to vote in 

separate ways on different motions rather than simply supporting or 

opposing all motions before the meeting, while others do nothing to 

facilitate such electronic voting. 

79.3. Automatically granting in electronic form a proxy to the Customer giving 

the Customer the right to attend and speak at the company AGM, with 

listed companies being required to accept the validity of such 

electronically generated proxy forms. (For reasons of practicality, the 

system must not require manual signatures on paper. Instead, security 

should be achieved by the use of printed bar codes etc.)  

 The goal should be to require all firms offering tax privileged accounts to 

operate to a common standard which is understood by all market participants 

and accepted by all listed companies. 

e. Primary legislation 

 If achieving the goals by regulatory action (facilitated by secondary legislation if 

required) is considered inappropriate, then a change to company law is 

needed. 

 As explained in paragraph 33, under company law all of the rights attaching to 

a share belong to the person who is listed in the register of members. This is 

the only person who has the following rights: 

82.1. Economic rights. These are the right to receive any dividend or 

distributions made by the company, the right to transfer title to the 

shares and thereby receive the sale proceeds, and pre-emption rights if 

new shares are to be issued. 
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82.2. Information rights. These are defined in this paper as the right to 

receive communications sent to shareholders, the right to vote, and the 

right to attend and speak at the AGM. 

 At present, the person listed in the register of members has the 

right to receive communications such as the report and accounts 

and circulars in the event of proposed transactions on paper. 

 It may be appropriate in due course to remove the right to receive 

paper communications, but that is not relevant to the purpose of 

this paper. 

 Primary legislation should require every company to record on its share 

register, for every share: 

83.1. The identity of the Economic Rights Holder. The transition from the 

present system would be straightforward, since every person who is 

presently listed on the register of members would be automatically 

recorded as the Economic Rights Holder. 

 For the avoidance of doubt, where shares are held by a nominee 

company that nominee company would be recorded as the 

Economic Rights Holder (and not the Customer.) 

83.2. The identity of the Information Rights Holder. This person would have 

the rights set out in sub-paragraph 82.2. The instantaneous transition 

from the present system would be to record every person who is 

presently listed on the register of members as the Information Rights 

Holder. However, all stockbrokers’ nominee companies should be 

required, within a reasonable transition period, to notify listed 

companies of the identity of the actual Information Rights Holders for all 

shares held by the nominee company. For future acquisitions of shares 

by Customers in stockbroking accounts that use nominees, the system 

should be configured to automatically capture the identity of the 

Information Rights Holder. The nominee company would of course 

always be the Economic Rights Holder. 

 Of the two alternatives, Regulatory Action and Primary Legislation, we prefer 

Regulatory Action as it should be much simpler and quicker to implement. 
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G. Our willingness to help by communicating further 

 UKSA is publishing this position paper and would appreciate the opportunity to 

discuss it with regulators, legislators, Government ministers, and market 

participants. We are also available for interviews. 
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CREST system operated by 
EUI 

Stockbroker A having a 
nominee company which is a 
Direct Member of CREST. 

Stockbroker B which has a 
nominee company, but that 
nominee company is not a 
Direct Member of CREST. 

Customer 1 

XYZ plc – a listed company. 

H. APPENDIX – TIERS OF NOMINEE COMPANIES 

 

 Share dealing services are sometimes offered by companies that are regulated 

but are not Direct Members of CREST. 

 This is illustrated by the diagram below. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 Here Customer 1 is a client of Stockbroker B, while Stockbroker B has a client 

relationship with Stockbroker A. 

 When Customer 1 buys shares of XYZ plc in the stock market, Stockbroker B 

uses cash held with Stockbroker A to pay for the purchase, and it is 

Stockbroker A’s nominee company that will end up on XYZ plc’s share register. 

Stockbroker A’s nominee company will record Stockbroker B’s nominee 

company as the entity for which it is holding the XYZ plc shares. Stockbroker 

B’s nominee company will in turn know that it is (indirectly) owning the XYZ plc 

shares for Customer 1. 
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 Any solution to the problems discussed in this paper needs to be able to cater 

for such circumstances. Whether the solution is regulatory action or primary 

legislation, information about the identity of Customer 1 needs to be capable of 

being passed up the chain, and shareholder communications passed down the 

chain. 

 For simplicity the main body of the paper does not discuss such arrangements. 

We believe that most UKSA members will be clients of stockbrokers whose 

nominee companies are Direct Members of CREST. 


	A. Introduction
	B. What our members need
	I. Essential
	II. Very important
	III. Nice to have

	C. Digitisation Taskforce – Terms of Reference
	D. Definitions
	IV. The legal and historical background before CREST
	V. The current dematerialised CREST system
	a. Direct Members
	b. Sponsored Members
	c. Nominee arrangements

	VI. The Customer

	E. Problems arising from current dematerialisation practice
	VII. Dealing Accounts
	VIII. Tax Privileged Accounts
	IX. Companies Act 2006 sections 146 – 151

	F. What needs to be done
	X. Dealing Accounts
	XI. Tax Privileged Accounts
	d. Regulatory action
	e. Primary legislation


	G. Our willingness to help by communicating further
	H. APPENDIX – TIERS OF NOMINEE COMPANIES

