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2003 is going to be the
year in which Euronext
spreads its wings in Europe

We can now report on the initial results of our partnership with
FTSE, the international index specialist. Customers have been
demanding a new generation of European indices that reflect the
performance of European companies more accurately, and the new
FTSEurofirst series of tradable indices will meet their needs. The
FTSEurofirst indices offer a broader scope and increased capacity
that covers not only the euro zone of today but also the expanded
euro zone of tomorrow. They combine FTSE’s expertise and
Euronext’s superior secondary market potential. With these new
indices and the new products based on them, such as trackers,
options, warrants, futures and OTC products, Euronext continues
to demonstrate its ability to innovate and respond to
clients’ demands.

In other areas, 2003 is going to be the year in which Euronext
spreads its wings in Europe. On 7 April, Euronext.liffe in Amsterdam
launched options on German shares. These options are traded via
the Euronext Liquidity Provider System, which guarantees that
trading is always possible in all option series, and ensures that bid
and ask prices have very narrow spreads. In time, options on all
30 shares in the DAX will be traded. As part of this new initiative,
a fee holiday will apply for trading in German equity options until
30 September 2003. Furthermore, tracker options have been
launched in Paris, marking another stage in the expansion of
Euronext’s product range.

We can look back proudly at the successful migration of the
Brussels and Paris derivatives markets to LIFFE CONNECT™ | the
world’s most sophisticated electronic derivatives platform, which
will eventually be the trading system used by all of Euronext's
derivatives business.

To sum up, while our primary concern was initially mergers and
harmonisation, we are now becoming a real presence on the
European financial markets. We can therefore look forward to the
future with confidence and enthusiasm.

Jean-Francois Théodore
CEO Euronext
May 2003
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europe and the world

The countdown has
begun to common
accounting standards
for Europe’s listed
companies

Accounting profession prepares for
the introduction of International
Accounting Standards in 2005

Europe’s half a million accountants are gearing up for the
adoption of a single accounting standard by all 7,000 of the
continent’s listed companies in just two years’ time.

In January, the European Parliament approved the final directive
requiring all European Union companies listed on a regulated
market to use International Accounting Standards from 2005
onwards.

For international investors, the benefits of a common
accounting standard, for all companies in Europe no matter
where based, will be enormous. No more battles to
comprehend balance sheets presented in unfamiliar ways, no
more wondering what has been left out, or differently treated
under national accounting rules. Every company’s books will be
presented in a familiar fashion, with common rules about what
goes where, and how goodwill, depreciation and all the other
wrinkles are treated.

For companies stalking takeover targets, or corporations trying
to assess the solidity of their business partners, too, common
standards will make doing business less risky.

And the decision by the EU to adopt IAS, rather than create a
new accounting standard, is both a bold and pragmatic move,
for IAS is already widely recognized as a thorough and high-
quality accounting standard, and ultimately its use will put
European company accounts on a common footing with those
produced in many other countries of the world, raising the
possibility that ultimately, even the US may conclude that IAS

——

outweighs the advantages of US Generally Accepted Accounting
Principles (US GAAP).

For adoption of IAS is a global trend. Today, IAS accounting
standards are already mandatory in 31 countries, ranging from
Malta to Peru, and many more, from the former Soviet Union
to Australia, have declared their intention to switch to IAS.

The IAS standards are administered by the International
Accounting Standards Committee (IASC), a London-based body
which has been around for 20 years, and which is currently
headed by former US Federal Reserve Board chairman Paul
Volcker, and includes on its committee Cornelius Herkstroter,
former president of Royal Dutch Petroleum; Didier Pineau-
Valencienne, chairman of the Association frangaise des
entreprises privées; and Sir Sydney Lipworth, the chairman of
the UK Financial Reporting Council.

The standards that companies are required to obey are drawn up by
a subsidiary body, the International Accounting Standards Board
(IASB), which oversees any revisions deemed necessary to keep
them up to date. In preparation for the adoption of IAS by European
companies, the board is engaged in talks with European financial
companies over the final technical sticking point in the changeover
from national standards.

Private companies within Europe will not be required to forsake
national accounting standards, but many larger ones are expected to
adopt IAS, and some bodies representing accountants are already
pressing for convergence between national and international standards.

4
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Meantime, the accountancy profession itself is stepping up its > Members of the accountancy profession in
preparations to ensure that members are familiar with the rules selected European countries - December 2001

they will have to apply within companies in just two years time.

The role of professional accountants varies enormously within Country Total
Europe. In the UK, which counts 284,129 accountants, around half
are employed within companies. In France, where many of the Belgium 6,988

roles performed by UK accountants are taken instead by lawyers,

or those with a masters’ degree in business administration, the France 29,614
role of accountants is largely limited to audit work. Germany 9,047
Accountants are already free to practise anywhere in the

Hanes | o practise ayWhere | Ireland 18,174
European Union, provided they take an additional exam to show
they understand rules of the country where they are working, a Italy 90,800
system which the Brussels-based Fédération des experts-
comptables européens says is working well. Netherlands 11,186
But accountants’ professional organisations can see the need to Portugal 899
streamline the system. Now that accounting standards are to be
harmonised throughout Europe, accounting bodies in Britain, Spain 5,276
France, Ireland, Italy, Germany and the Netherlands are workin

3 / ! UK 284,129

together so that trainee accountants in each country will

ultimately have a common syllabus for 70-80 per cent of their
studies, with only a minority of their time devoted to national Source: Fédération des experts-comptables européens
rules and regulations. W
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europe and the world
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Why have rating agencies
been called into question?

The changing role of financial rating
agencies is altering the behaviour of

companies and agencies, and has
prompted a regulatory re-think

Amid the moves towards tightening regulation in the wake of
recent corporate scandals, many of those involved in financial
markets in both Europe and the US have begun to question
the role and scope of the financial rating agencies.

Yet much to the disappointment of many European companies,
rather than return to their traditional role of simply assessing
a company’s ability to repay its debts, Standard & Poor’s,
Moody’s, Fitch Ratings and their new rival Dominion Bond
Rating Service (accredited in February 2003 after a three-year
wait) are set to take an even greater regulatory role.

Critics, including French Finance minister Francis Mer, have
complained that too few agencies are recognised by the US
Securities and Exchange Commission, that until February they
were all American, and that historically the agencies have
moved as a pack both in terms of fees and ratings. They also
say that it has proved almost impossible for newcomers to
break into the market because the SEC has bestowed its
approval, essential to any serious player, on only a select, and
hitherto home-grown few.

Concern among investors and companies has mounted
because these ratings have been used more and more for
regulation across the globe — for example by financial
authorities. Exactly how they arrive at the ratings they give to
company debt is not always clear.

Each has a vast staff of analysts — 700 at Fitch, 800 at Moody’s
and 1,000 at S&P, who analyse company accounts and draw
their conclusions about its capacity to repay its debts.
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The effect upon stock markets of changes in corporate ratings
seems to be growing. A rating downgrade can itself become a
trigger requiring higher interest payments from a borrower or
even drive it into bankruptcy. A downgrade can also cause a slide
in a company’s share price, whilst making it more difficult — and
expensive — for the company to issue new debt, sometimes at
the very time when it needs to do so. And since many
companies’ debt levels are currently high after acquisitions
during the 1990s, and their balance sheets eroded by subsequent
goodwill write-downs, the issue has become very topical.

Another source of disquiet — recognised by the SEC itself in a
consultation document earlier this year, is the potential for
conflicts of interest. The agencies are beholden for their fees to
the companies whose securities they rate and until now, at least,
they have often sold the same clients a parcel of advisory
services. It could thus be in their financial interest

— though certainly not good for their reputations — to maintain
those companies’ ratings in return.

Credit ratings, particularly when applied to a bundle of

varying securities, can be but a crude yardstick of real
creditworthiness. Yet the agencies are shortly to play even more
of a nanny role through the reform of bank capital rules by the
Basel committee, under an arrangement known as

Basel 2, due to come into force in January 2007.

This will require bank regulators to use agencies' ratings as a
basic measure of the risk profile of a bank's credit portfolio. The
issue — and it is one shared by the Bank for International
Settlements — is that banks may be less inclined to monitor their

——

borrowers properly, creating further distortions
to the market.

The SEC has resisted suggestions that regulation of the credit
rating industry be shifted to an international body. But it now
appears to favour increasing the supervision of the rating
agencies, barring them offering advisory services to clients, and
setting new rules for the behaviour and pay of their staff. And as
the addition of Dominion, with just 45 analysts shows, it is now
willing to authorise more agencies.

Applications now pending from three other rating agencies
— Egan Jones of the US, Rating and Investment of Japan and
AM Best, the New Jersey-based specialist insurance rating
agency — could improve competition and calm worries about
independence, since these three are all financed by fees paid
by investors.

However, both listed companies and the agencies themselves
have begun to address some of these issues. The rating agencies
have become notably more open in their communication,
publishing a growing number of research reports and making
available their analysts to explain rating decisions so that
investors are better informed.

Some companies, in turn, having seen the knock-on effects of
rating decisions on rivals, have begun to make discussion of their
credit rating a routine part of their corporate communication.
After all, the best way to avoid surprising the market and
investors with news about a change in rating is to ensure that it
is anticipated within a publicised strategy, and therefore isn’t
news at all. B

11
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e first pan-European stock
exchange, has teamed up with FTSE, the
global indices company, to launch the
jon of tradable European
share indices.

The FTSEurofirst 80 Index and the
FTSEurofirst 100 Index are completely
new indices, designed to reflect the
performance of Europe’s largest equity
markets better than existing indices,
whilst their superior design offers
investors better tradability, lower
replication costs, enhanced performance,
improved liquidity, better sector
representation and significantly reduced
tracking error.

They will form benchmarks for a growing
stable of derivative products, including
trackers, options, warrants, futures and
structured products designed for the
over-the-counter markets.

e ..

--vnlll.

The collaboration between FTSE, one of
the world’s best-renowned indices
specialists, and Euronext, which is the
second largest market worldwide for
derivatives and the leading European
market for trading of index trackers (or
ETFs), is expected to ensure that the new
indices are progressively adopted by

Euronext and FTSE
launch new
generation of indices

The new FTSEurofirst 80 and FTSEurofirst 100 indices
will be the finest of their kind, offering unparalleled
benefits to investors and fund managers

institutional investors and the public as
measures for the performance of
European equity markets.

Mark Makepeace, chief executive of FTSE,
says: “This really is about the future of
trading in equity products in Europe.
What we have designed is something better
than the Dow Jones Euro STOXX 505M
yet with the same or even better liquidity,
and which is more cost-effective while
covering the market better”

Mark Adema, head of indices at Euronext,
agrees the ambition is great. “Historically,
the national benchmark indices like the
CAC 40, FTSE 100 and the AEX were the
most important, and still reach record
derivative volumes,” he says.“But trading
is internationalising and market
participants now perceive existing
international indices as too narrow, failing
to provide an alternative to the current
phenomenon of cumbersome and costly
combination trades of different index
contracts”

The stakes are enormous: more
than 100,000 contracts based upon
the Dow Jones Euro STOXX 505M
are traded every working day. »

15
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“We are going to compete with the
Dow Jones Euro STOXX 50%M from day
one,” says Mark Makepeace

The battle will not just be between
index compilers, but between
exchanges. Euronext intends to launch
as soon as possible tradable products,
such as trackers and derivatives
products. According to Vincent Remay,
head of equity derivatives at
Euronext.liffe, “customer demand exists
and by offering superior indices, we
trust in the capacity of FTSEurofirst to
attract trading.”

Whilst the FTSEurofirst 80 Index will
compete head-to-head with the Dow
Jones Euro STOXX 505M, the
FTSEurofirst 100 Index will take on the
more international DJ STOXX 50°M index
that includes the UK and Switzerland.

The partners plan to promote the
indices energetically, and will make
strenuous efforts to facilitate the launch
of products based upon the new indices
by investment funds and member firms.

The FTSEurofirst 80 Index will provide
investment professionals with a valuable
new benchmark for the performance of
blue-chip companies within the single
currency Eurozone, doing so better than
existing rivals.

The index will track the performance of
the 60 largest companies by market
capitalisation in the FTSE All-World
Developed Eurobloc Index, as well as
that of 20 other companies selected

for their size, location and sector
representation.

The FTSEurofirst 100 Index, its sibling, is
a revolutionary product, constructed to
fulfil the needs particularly of US, UK
and Swiss investors who often regard
the core European economies as a
single region. It will cover the Eurozone,
plus the UK, the largest European
economy that is a prospective member
of the single currency area.Yet whether
the UK joins the euro or not — and if
so, when — the market signs are clearly
pointing towards an investment horizon
broadening beyond Euroland to include
Europe’s largest market, the UK.

The FTSEurofirst 100 index will
comprise the 60 largest companies by
capitalisation in the FTSE All-World
Developed Europe Index, and 40 more
chosen for their size, location and
sector representation.

The new indices are designed to fulfil
needs often expressed by European
investment professionals and hitherto
unmet. In the past, fund managers and
investment industry experts have
complained that some of the best-
known indices were unwieldy, because
the constituent shares are spread across
too many markets, so that investors
were obliged to spend disproportionate
time and money to replicate them.

Taking on board these concerns, FTSE
and Euronext set out to create a set of
indices that would out-perform existing
indices, and avoid their short-comings.
Firstly, the new indices cover more
companies than traditional rivals, so they
better reflect the equity universe of the
European economy. At the same time,

they draw the companies from fewer
markets, simplifying the work of fund
managers trying to mirror the index
performance. And, they are reviewed but
once a year, with practical and cost
effective rules on replacements at and in
between reviews. For example,
companies that leave the index because
they are taken over are not replaced
until the annual review.

Despite being drawn from fewer
markets, the FTSEurofirst 80 Index
covers a remarkably high proportion of
the stocks contained in broad Eurozone
indices, whilst the FTSEurofirst 100 gives
strong coverage of broader European
indices (see box). H

>Technical characteristics

Broad index % covered by
FTSEurofirst 80

FTSE Eurobloc Index 79%

MSCI EMU Index 90%

Broad index % covered by
FTSEurofirst 100

FTSE Europe Index 64%

MSCI Europe Index 70%

Dow Jones

STOXXSM 600 Index 64%




Euronext and FTSE:

a powerful partnership

Together, FTSE and Euronext make a
powerful partnership. With annual
revenues of $35m last year, the FTSE
group is level-pegging with Dow Jones
& STOXX as the world’s third-largest
index company, behind MSCI, with sales
of $60m and Standard & Poor’s, which
had index revenues estimated at €55m.

FTSE began life as a collaboration
between the Financial Times newspaper
and the London Stock Exchange (LSE)
on UK domestic index calculations. Since
1995 it gained independence as

a business in its own right in the form of
a 50/50 joint venture, kicking off with
just 10 employees calculating UK
domestic indices.

But its expertise provided a solid launch-
pad for expansion to meet the needs of
asset owners and fund managers anxious
to internationalise their portfolios and
financial market professionals keen to
develop a growing range of tracking
products.

Today, FTSE has 150 staff in eight offices
worldwide, clients in 77 countries, and
calculates 20,000 indices every working
day. The FTSE All-World Index, which

covers over 2,400 stocks in 49 countries
and captures more than 90 per cent of
the investible market capitalisation
worldwide, has become the company’s
best-seller, challenging MSCI’s rival
product.

FTSE has had a long relationship with
the Amsterdam stock exchange, fore-
runner to Euronext in Amsterdam, and
LIFFE, now a pillar of Euronext.liffe.

All Euronext markets have adopted the
modern FTSE classification system.

The influence of FTSE indices is mind-
boggling: around the world, $2.5 trillion
are under management using FTSE
indices.

Born of the merger of the stock
exchanges of Amsterdam, Brussels, and
Paris in September 2000, Euronext has
since been joined by the Lisbon stock
exchange and LIFFE, the London futures
exchange, making it the first truly
international exchange in Europe.

Already, it has rolled out a common
electronic trading system to its three
largest equity markets, with Lisbon set
to follow in July, while the LIFFE
CONNECT™ trading system for

derivatives developed in London is being
progressively extended to other derivative
trading centres.

Listed on its own market, last year
Euronext recorded revenues ahead

6.4 per cent to €996m. Already, most of
the value of equity derivative trading

on the exchange is index-linked. Euronext
calculates over 600 indices, with
Amsterdam’s AEX, Brussels’

BEL 20, Lisbon's PSI-20, and Paris’s

CAC 40 forming key national benchmarks.

The alliance between FTSE and Euronext
provides world-class expertise in index
development with distribution capability
through exchanges across Europe.
Euronext will be able to apply its
unrivalled primacy in trackers and
derivatives to support products related to
the new indices.

Jean-Francois Théodore, chairman and
chief executive of Euronext, said: “As the
dominant force in the European securities
industry, Euronext offers these market
participants unmatched ease of access,
cost efficiency and investment
performance, as well as commitment to
derivative success” P
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The best indices money can buy

“The new FTSEurofirst indices are the

fruit of 12 months of development that
involved close consultation with index

users”, says Mark Makepeace, the chief
executive of FTSE Group.

In essence, he says, they offer six key
advantages over rival products.

 They better represent the European
market

* They track the performance of that
market and its sectors better

 They provide a broader, more inclusive
constituent base

« They are easier to trade than
competitor indices

* They cost less to replicate

 On historic comparisons, they have
outperformed competing index sets

The FTSEurofirst 80 Index has been
carefully designed by FTSE and Euronext
to provide a better measure of the
performance of Eurozone shares than
any existing index. The FTSEurofirst 100
Index, for its part, provides a single index
that integrates portfolios of Eurozone
shares and UK stocks, catering for the
current trend of broadening investment
horizons and in preparation for the day
when the UK too will adopt the single
currency. “Going forward, the UK will
join the Euro at some stage,” says

Mark Makepeace, “though nobody can
say when.”

Consultations before the launch, he says,
showed a clear desire among investors
for a tool that would give them broader

coverage of the Eurozone, because they
have tended to diversify their investment
portfolios since the advent of the Euro.
So there is a clear need, he says, for an
index which will provide more
comprehensive coverage of continental
European stocks than the existing
market-dominant index which covers
only 50 companies.

The FTSEurofirst 80 Index draws on a
universe of 80 companies, taking in the
maximum number of companies possible
within the Eurozone whilst retaining a
portfolio that is representative of
European stock markets as a whole, and
yet avoids problems of liquidity
associated with companies that do not
have enough shares in issue.

The constituent companies are drawn
from six countries; France (31.9 per cent
of the index), the Netherlands

(19.8 per cent), Germany (19.7 per
cent), Italy (11.9 per cent), Spain (10.8
per cent) and Finland (5.9 per cent).

Unlike the Dow Jones STOXX 50M, the
FTSEurofirst 100 Index excludes Swiss
companies, providing an index in which
all the shares are quoted in either Euros
or Sterling. Given the fluctuations in
exchange rates between the Euro and
the Swiss Franc in recent months, this
significantly reduces risk for investors.

The FTSEurofirst 100 index draws

on 100 companies, of which 41 are
based in the UK, making up

47.46 per cent of the index, whilst
France makes up the next biggest
proportion (16.86 per cent) followed by
Germany (10.14 per cent) the
Netherlands (10.11 per cent), Spain (6.10
per cent), Italy (5.85 per cent) and
Finland (3.48 per cent). ®

>A broader and more inclusive constituent base

FTSEurofirst 80 vs Dow Jones Euro STOXXSM 50 index coverage
I FTsEurofirst 80
100 Dow Jones Euro STOXX M50

80 89.9
9.1 % 815 %
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>A broader and more inclusive constituent base

FTSEurofirst 100 vs Dow Jones STOXXSM 50 index coverage
B rrseurofirst 100
80 Dow Jones STOXX S 50
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20

0
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Like other modern indices, the
FTSEurofirst Index series use
sophisticated weightings to reduce error
and reflect real stock market
performance. Company weightings are
decided according to the free-float - that
is the number of shares actually available
to investors, and not locked-up in family,
state or other inflexible holdings.

Because FTSE is an independent index
specialist, there are no conflicts of
interest, and the indices are supervised
by independent advisory committees.
The published rules carefully spell out
how any changes are to be made.

To simplify and reduce the cost to
investors of tracking the indices, their
constituents will be reviewed annually in
September, and any constituents deleted
during the year, for example because of a
take-over, will not be replaced.

FTSEurofirst 80 and FTSEurofirst 100:
tallor-made for success

Furthermore, practical thresholds at
reviews limit unnecessary rebalancing
— thus reducing tracking costs.

The companies added to each index to
improve its sector balance have been
carefully selected to make the index
more representative of the European
economy as a whole. The weightings of
all sectors are significantly more closely
aligned with the weightings across
European stock markets as a whole than
the Dow Jones STOXX indices.

Through careful selection, the
FTSEurofirst indices have also been
designed to ensure only companies with
good liquidity in their shares have been
included, and that these shares are
readily traded.

In terms of tracking error performance
too the FTSEurofirst indices are smarter.
Using computer modelling to simulate its

performance had it existed for the past
five years, the FTSEurofirst 80 Index
achieved a 2.07 per cent error against
the FTSE Eurobloc index, compared
with a 3.73 per cent error for the

DJ Euro STOXX 50M, For the
FTSEurofirst 100 compared to the

DJ STOXX 50%M these figures are 2.68
versus 4.09 per cent against the FTSE
Europe universe.

And again using computer simulation,
FTSE calculates that the FTSEurofirst 80
Index would have outperformed

the Dow Jones Euro STOXX 505V

in each of the past five years, by
margins of up to 2.6 per cent,

whilst the FTSEurofirst 100 would
have outperformed the Dow Jones
STOXX 50%M in each of the

past four years, though would have
under-performed its chief rival

by two per cent in 1998. H
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> Breakdown of countries within the FTSEurofirst indices

FTSEurofirst 80 FTSEurofirst 100
Country % of index No. % of index No.
(market cap.) (market cap.)

Finland 5.9 3 35 3
France 319 26 16.9 19
Germany 19.7 15 10.1 11
Italy 11.9 12 5.8 7
Netherlands 19.8 15 13.6 13
Spain 10.8 9 6.1 8
UK - - 44 39

100 80 100 100

Designed for derivatives

The FTSEurofirst Indices have been
conceived from the outset as bases for
derivatives trading, so that fund managers
will be able to hedge their positions to
protect themselves against future moves in
the index through taking out futures and
options. So the intention is for both
futures and options contracts on the two
new indices to be listed on Euronext.liffe,
the Euronext derivatives exchange.

The listing will be via the London
operation of Euronext.liffe, and the
contracts will benefit from being traded on
LIFFE CONNECT™, the world’s most
sophisticated electronic derivatives trading
system, and from clearing and settlement
through the London Clearing House.

A market-making scheme will be in place
to ensure tight spreads and in-depth
liquidity, whilst contract specifications are
intended to be attractive, and trading fees
highly competitive.

Vincent Remay says futures contracts on
both the FTSEurofirst 80 Index and the
FTSEurofirst 100 Index are to be launched
in June, with option contracts to
follow.“These are the most important
contracts we are going to launch this year;”
he says.“We are very confident that these
are very superior products.”

Mark Adema, head of indices at Euronext,
says that the development of a complete
portfolio of derivative products based
upon the new indices will be key to their
success. “Derivatives really are the most
important thing,” he says.

Before long, though, the indices are
expected to form the underlying
instruments for a raft of index-linked
financial products that will help develop
their use by both professional and private
investors. The first trackers based on the
new FTSEurofirst indices are scheduled
for launch in the fall, and over-the-
counter structured products, warrants,
certificates and traditional funds are
expected to follow in due course as the
new indices become steadily more
accepted by financial markets.

Says Mark Adema: “Market feedback
indicates that an OTC derivatives market
will develop, lead by demand from the
buy-side.” So if a bank, for example,
introduces an index-related warrant,
they will look to hedge it,and OTC
players will come up with a mechanism
to allow the bank to do so.

Creating opportunities
and benefits for members

Mark Adema says there is already
evidence of market demand for a

product like the FTSEurofirst 100:
various market participants have been
putting together packages made up of
the Dow Jones Euro STOXX 505V
and the FTSE index of the top 100
UK shares.

To help underpin trading in the new
indices, it will be possible to trade
shares in all the companies that make
up the new indices on Euronext, either
because they are listed, or via the non-
listed segment. That will enable fund
managers to buy shares in all index
constituents in a single trade, vastly
simplifying the task of portfolio
management for institutional investors
and fund managers alike.

Responses from both institutions and
funds to the new indices have been
very positive, says Mark Adema. “They
were designed to cater for their
wishes, to provide them with vehicles
to cope with current and future market
developments.”

But the launch of the indices will also
provide interesting commercial
opportunities for many members of
Euronext. Several have been exploring
with Euronext the possibilities of
launching products linked to the new
indices, such as trackers. M
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On 24 March, Brussels derivative products migrated
to the LIFFE CONNECT™ trading platform, followed
by Paris, on 14 April. We asked members for
reactions a few days before C-Day.

The consolidation of European financial
markets has taken another great leap
forward. All London, Brussels and Paris
derivative products are now trading on a
single standardised electronic system,
LIFFE CONNECT™, Reputed to be the
world’s most sophisticated electronic
derivatives platform, LIFFE
CONNECT™ will eventually host all of
Euronext’s derivatives businesses.
Amsterdam products are the next to be
transferred, a step eagerly awaited by
members of Euronext based in Brussels
and Paris.

For these members and other parties
involved, the migration of Brussels and
Paris was a big event, requiring months
of preparation. From network access to
clearing, all processes along the chain of
operations were concerned, requiring a
team effort from trading room, back
office and of course technical staff
members.

For some trading houses, it was also
time to decide whether to become a
member of the London-based market, as
those wishing to trade a subset of all
products only need to be members of
the relevant market.

Exane, the biggest trader on the Paris
options market — formerly known as
MONEP - went as far as doing a migration
of its own before making the decision.

“We wanted to make sure that there was
an economical benefit for us trading
directly on London products instead

of dealing via local brokers like we used
to do,” said Fabien Vincent, Head of IT
trading platforms, who managed

the migration.

“So, early this year, we started to make a
few trades on equity derivatives using
LIFFE CONNECT™ in its older version.
At the same time, this gave us a chance to
gain first-hand knowledge of the LIFFE
technology so as to be better prepared
for migration. It convinced us that the
business opportunity was there, and the
technological aspect only reinforced our
decision to become a direct member of
the London market”.

In Paris, the change of platform seems to
have come just as the former NSC-VO
system for options trading and NSC-VF
for futures started to reach their limits.

In terms of functionality, Paris members
have gained some new features from the
switch to LIFFE CONNECT™ from
NSC.The most-appreciated improvement
seems to be the Contingent Multiple
Orders (CMO), which can be used for
inter-class orders.As traders often hedge
their positions on cash products, this
functionality allows them to send linked
orders on both the derivative market and
the cash market simultaneously.
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Said Guillaume Pietruschi, vice-director of
BNP Paribas Equity France “With the
NSC-VO system, we had to register the
trade on both the options market and the
cash market, and then had to come back
on the options market to confirm the
whole. On LIFFE CONNECT™  all these
operations are done in one, simultaneously,
as the platform automatically sends a
message to the cash market. The trades
are really linked. It's going to significantly
facilitate the operator’s job.”

In Belgium, while members seemed
satisfied with former trading platform
technology (BTS), they nonetheless are
pleased with the new technology.“The
main advantage, of course, comes from
trading several markets on the same
terminal. While in terms of quality of
information and speed of execution, it’s
more or less the same, in terms of
products range, it really increased our
possibilities”, said Jean-Pierre Vanhopplinus,
Head of Secondary Markets at Dexia
Bank Belgium.

“Another advantage — not inconsiderable
— is that the clearing system is now the
same for the cash market and the
derivatives markets,” added Jean-Pierre
Vanhopplinus.

For Brussels, the migration required a
move from clearing system ARCH to
Clearing 21©, which is already used for
the cash market. This will be linked to
LIFFE CONNECT™ for all Euronext
derivatives contracts except in London,
where they will still clear through TRS
and CPS systems.

While the migration was for some trading
houses, such as Dexia Bank Belgium, the
opportunity to invest in new front office
tools, members also expect costs benefits
from using a common system.

Said Exane’s Fabien Vincent :“ Adapting to
each market’s structure and server was
costly in terms of human and technical
resources. With the technological
harmonisation of platforms, we will

be able to reduce our access costs to
the market.”

Members were delighted at the prospect
of Brussels, London and Paris sharing the
same trading system, although the
migration has yet to reach Amsterdam
and Lisbon.

Guillaume Pietruschi added: “Since LIFFE
CONNECT™ now spreads across
several markets, we can expect that
increased human resources and financial
capacities will enable the performance of
the LIFFFE CONNECT™ platform to be
further enhanced, knowing it is already
supposed to be among the best”.

Although members preferred to wait until
after the migration to give their final
comments, all felt they were ready and
fully prepared for it.

“We ought to recognise that co-
operation with Euronext was good. On
technical matters, for instance, we
obtained clear answers to our questions,”
said Jean-Pierre Vanhopplinus.

Said Exane’s Fabien Vincent : “We felt
that the migration program was

© Euronext - P Couette

thoroughly prepared. Tests phases were
well identified and the schedule was
good”.

Renowned as being a Paris membre-pilote
for technological development, Exane
now looks forward to constructing with
Euronext.liffe technical teams in London
the same close relationship it enjoyed
with the options market teams at
Euronext in Paris.” In terms of
geographic proximity or language, things
have changed, but we are confident in
remaining a proactive member”, said
Fabien Vincent.
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Success of new Eonia contract re-inforces Euronext.liffe dominance of trading in
short-term interest rate products

Euronext.liffe, the derivatives arm of
Euronext, has launched a one-month
futures contract on the Euro Over-Night
Index Average interest rate (EONIA).

The contract, launched on 4 February,
enables money market traders both to
hedge their positions, thus protecting
their firms against interest rate
movements, and to speculate on future
movements in one of the most-used
over-night interest rate indices.

The EONIA rate, launched in January
1999, has become a money market
benchmark throughout the Euro zone.
Cash market deposits linked to EONIA
average around €40bn.

For banks and brokers, the opportunity
to trade EONIA futures contracts on

Europe’s largest derivatives exchange will
have significant advantages.

Until the launch of the Euronext.liffe
EONIA contract, those who wanted to
hedge their positions relied largely upon
the overnight index swaps market. Being
able to trade EONIA futures on
Euronext.liffe, however, will eliminate
counter-party risk, since the exchange
uses a clearing house. It will also enable
them to reduce documentation, and
trade on the world’s most sophisticated
derivatives trading system, LIFFE
CONNECT™,

LIFFE CONNECT ™, a Euronext
proprietary trading system, is the only
trading system in the world able to support
successfully trading in complex interest rate
products. Earlier this year the Chicago Board
of Trade, the world’s oldest derivatives
exchange, chose LIFFE CONNECT™ to
replace its existing trading system.

Euronext.liffe already dominates trading in
short-term interest rate contracts with
its 3-month Euribor contract and EONIA
will provide excellent new opportunities
for expending this existing pool

of liquidity.
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The graph shows the development of EONIA rates from the beginning of 1999
until the 15 quarter of 2003. EONIA will always lie between the European Central
Bank (ECB) deposit and the ECB marginal lending rates.
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Fraser Cowie, executive director
marketing at Euronext.liffe, says:
"Euronext is the leading exchange at the
short end of the yield curve, and our
customers are looking to us to provide a
complete range of trading opportunities
in this area.

"Our customers asked us to list
EONIA on the LIFFE CONNECT™
platform, and they have rewarded our
delivery with total support.
Euronext.liffe's one month EONIA
futures contract coupled with
Euronext.liffe's three month Euribor
contract provides the market with
enhanced trading and risk management
opportunities at the short end of the
curve. Euronext.liffe continues as the
leading provider to the European
interbank market and the world's
marketplace for trading Euro short-
term interest rate products.”

Euronext.liffe interest rate products
during 2002 reached a volume of

199m contracts, up five per cent on the
previous year, with an average daily value
of €621bn.

Of that total, short-term interest rate
products accounted for 187m contracts,
showing strong growth of 16 per cent,
year-on-year, with an average daily value
of €614bn.The new EONIA contract
traded 22,128 contracts in its first
month, representing an implied
underlying value of €66 billion, with an
average daily volume of 1,106 contracts.
It gained a 98 per cent market share
within this period. Open interest stood
at 5,024 contracts at the end of the first
month’s trading.

Heineken NV, the Netherlands
brewer, used to claim in its
adverts that its beers reached the
parts others didn’t. Now thanks to
the launch on the Euronext
derivatives market Euronext.liffe
of options on Heineken Holding,
investors can reach into the
future to hedge against
movements into the parent
company’s share price.

The launch of options on
Heineken Holding brings to 298
the number of individual equity
options traded on Euronext.liffe
across its five trading centres in
Amsterdam, Brussels, Lisbon,
London and Paris. The Heineken
Holding option presents an unusual
arbitrage opportunity for investors.
Options on Heineken NV, the
brewing company, have long been
popular with investors, and in
February this year were trading at
about 1,000 contracts, each over
100 shares, each day.

But the listed brewing company is
50.005 per cent owned by
Heineken Holding, a company
whose only asset is its stake in
Heineken NV. Heineken Holding
is also listed, but 50.005 per cent
of its shares are owned by the
Swiss holding company of the
Heineken family, L'Arche.

This structure enables the family
to effectively exert control over

Heineken NV, whilst owning little
more than a 25 per cent interest.

4

©Heineken

Historically, shares in Heineken
Holding have traded at a discount
to those of the brewing company,
so sometimes, when the shares
were out of step, it was cheaper
to buy exposure to the brewing
business by buying holding
company shares.

The launch on 27 January of
options on Heineken Holding,
listed in Amsterdam, has made it
possible for investors to buy
options over either share. By the
end of February, Heineken
Holding options, each American-
style contracts over 100 shares,
were trading at an average rate of
156 contracts a day, and the
discount between the two shares
had declined from 28.4 per cent
on 4 October last year to 21.4 per
cent on 25 February, 2003.
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A tie-up with the Stuttgart stock exchange and the
launch of a new tracker covering leading European
stocks reflects the surge in popularity of these

versatile funds

The remarkable rise in trackers, or
exchange traded funds, received a
further boost this year with the launch
of a collaboration between Euronext,
the pan-European stock exchange, and
the Stuttgart stock exchange, and with
the growing diversity of trackers listed
on Euronext.

On 4 March, Germany’s leading
exchange serving private investors,
Borse Stuttgart, began trading more
than 20 trackers listed on Euronext in
Paris under a collaboration agreement.

The agreement was spurred in part by
a massive increase in demand from
European investors for trackers, which
reflect the performance of an index or
a particular basket of shares.

NextTrack®, launched by Euronext in
January 2001, is the leading market for
trackers in Europe, with 61 trackers
listed as of March, and a 68 per cent
share of tracker fund assets under
management in Europe last year.

During 2002, the total number of tracker
transactions on Euronext soared 106
per cent to 362,646 (double counted)
with an average daily turnover of
€130m, ahead 63 per cent.

The strong demand for trackers is
reflected in the steady expansion of the
number and variety of trackers listed
on Euronext.

UBS Asset Management has provided a
new way for professional investors to
gain exposure to US industry.

In February, UBS listed its Fresco

Dow Jones Euro STOXX 50 Bees
tracker on Euronext, which reflects the
performance of the 50 largest blue-chip
stocks in Europe.

The listing stems from the decision by
UBS to list selected funds from its Fresco-
branded range on Euronext, where they
carry the additional name of Bees —
reflecting the fact that they are B shares,
targeted at an institutional market; trading
at a multiple and not a fraction of the index.

The outstanding performance of
Euronext in the tracker market was
lauded in April by readers of the fund
management magazine International
Fund Investment, who voted it the most
innovative in Europe for tracker
products, as well as the most widely-
used exchange for trackers on

the continent.

© Euronext
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The opportunities for investors to
hedge against fluctuations in Europe’s
leading indices have been broadened
with the launch by Euronext.liffe, the
derivatives arm of Euronext, of
options on trackers listed in Paris.

The launch, in January this year, builds
upon Euronext’s strength as Europe’s
leading exchange for the trading of
trackers, or exchange traded funds - a
product in which the Euronext cash
market last year achieved a 46.6 per
cent share of European trading.

Index trackers are widely used by
professional and private investors to
build a balanced portfolio of
investments in shares without the
need to research the underlying
stocks.

The options enable investors to hedge
themselves against rises or falls in the
underlying trackers, because they
represent the right either to buy or
sell a parcel of 100 underlying
trackers at an agreed price at any
time within the contract term.

The underlying trackers are two of
the most successful and liquid traded
on NextTrack segment of the
Euronext cash market. One is the
CAC40 Master Unit, reflecting the
performance of leading French
shares, which had average daily
turnover of €56.7m, up 49 per cent, in
2002.The other is the Dow Jones Euro
STOXX 505M master Unit, which had
2002 average daily turnover of
€38.6m, up 76 per cent.

BNP Paribas Arbitrage, Société
Genérale and Timber Hill Europe have
been appointed specialist market
makers, for the options, which are
traded only at Euronext in Paris, to
ensure good liquidity.
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Euronext branches out
Into commercial paper

Certificates of deposit are now listed in Amsterdam

Euronext has branched out with the
listing in Amsterdam earlier this year of a
€25bn certificate of deposit programme.

Launching the products, Euronext Chief
Operating Officer George Mdller,
described the listing of commercial
paper, the first by a major exchange in
Europe, as “a new branch on Euronext’s
already impressive listing tree”.

The decision by issuer Rabobank, a
Dutch bank, to list its commercial debt
on Euronext on 20 February, subjecting
the issue to Euronext listing
requirements, will widen the market for
its debt issue.

The listing will open up the opportunity
to invest in its debt to investors who are
otherwise restricted by a cap on the

proportion of un-listed securities or
debt they can hold.

Many professional investors in Europe,
such as money market funds, are not
allowed to invest more than 10 per cent
of their portfolio in money market
instruments because there is no
regulated market for them. But the
instruments are deemed to form part of
a regulated market if they are admitted
to listing. So thanks to the agreement
with Euronext, more investors will be
able to include the Rabobank paper in
their portfolios.

The value of issued European money
market instruments at the end of 2002
was estimated at €300bn, and other
issuers of money market instruments are
expected to follow suit.

The instruments will continue to be
traded on the over-the-counter market,
not on Euronext.

Money market instruments take the
form of certificates of deposit, issued by
financial institutions; commercial paper,
issued by companies; and treasury
certificates, issued by governments.The
instruments, registered or in bearer
form, typically form part of a very large
rolling programme, denominated in units
of $100,000 to $1m with maturities
measured in months.
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From modest beginnings a quarter of a century ago, the derivatives markets of Euro ne

Although options have been traded in
one form or another since the Middle
Ages, Europe first offered exchange
trading for equity options only 25 years
ago. Amsterdam introduced options
trading in Europe in April 1978, five
years after the Chicago Board Options
Exchange (CBOE) set the options ball
rolling in 1973. The CBOE was keen
that there should be a global options
market to ensure the long-term
success of options trading, and so it
floated the idea of a pan-European
options exchange. As an added
attraction, it promised to supply the
trading system and rules, and to share
its experience and knowledge. The
Amsterdam Stock Exchange
Association (Vereniging voor de
Effectenhandel) accepted the challenge,
and started preparations for a new
market for options in Europe.

The original intention was that the
European Options Exchange (EOE)
would have an international board
consisting of directors from

France, the Netherlands, the UK and
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the US, and exchange floors in
Amsterdam and London, but London
market operators decided to compete
rather than collaborate. And so the
EOE, backed by the Amsterdam Stock
Exchange Association, started life on 4
April 1978, while the London Traded
Options Market opened its doors a few
days later.

During this time, options were

quite unknown in Europe. Some
Dutch listed companies feared that
the volatility of their shares would
increase too much if options on their
shares were traded. However,
research done by the Dutch central
bank proved that the contrary was
true, and that equities on which
options are traded are slightly less
volatile than other shares. Today, some
companies, such as Heineken Holding,
actively support trading options

in their shares.

The EOE was originally a small open
outcry market where an average of
only 1,000 contracts were traded a day.

Many Dutch traders went to Chicago
to learn about options, while Merrill
Lynch sent 25 market makers to
Amsterdam and handled options
clearing. The EOE worked hard to
develop a market among private
investors, sending its managers to all
corners of the Netherlands night after
night to give lectures on options. This
paid off. After initially showing
reluctance, a number of Dutch banks
were practically forced by their retail
clients to make options trading
available. And as part of its efforts to
increase its profile among the general
public, the options exchange sponsored
show jumpers and a football club.
Despite all this, the EOE had an
extremely difficult start, and three
years after its launch was NLG 16
million €7.26 million) in debt.

As the Dutch economy improved in the
early 1980s, trading in Amsterdam was
boosted by increased volatility in the
prices of underlying shares. Moreover
the range of options on offer increased.
Amsterdam had already begun offering
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put options in 1979, a move which was
followed by London three years later.
The AEX index, compiled by the EOE
and designed to be both
representative and tradable, was
launched in January 1983, and was
followed by index options in May 1987
and index futures in October 1988,
which resulted in the introduction of
cash settlement. The EOE also
benefited from an unusual tax
exemption on option contracts, and
options began to play a role in many
Dutch private shareholders’
investment portfolios. By 1986, almost
40,000 contracts a day were traded in
Amsterdam, and today this figure is
about 300,000. Last year, on 21
November 2002, the 500 millionth
option contract was traded in
Amsterdam.

In London, the London Traded
Options Market grew from strength
to strength. In March 1992,

it merged with the London
International Financial Futures
Exchange to create LIFFE, the London

Page 31

——

International Financial Futures and
Options Exchange.

Other European countries were
encouraged by the success of the
Amsterdam and London markets. In
France, Paris Bourse launched its own
options exchange, MONEP, in 1987.

A few years later, in April 1991, the
Belgian Futures and Options Exchange
was launched. This exchange was
screen-based from the outset, as was
the Lishon options market, launched in
March 1999, in contrast to the older
exchanges, which have all now switched
to electronic trading.

Today, all these options exchanges
are joined in Euronext, the first pan-
European exchange, and now form
Euronext.liffe, one of the world’s main
derivatives markets. Euronext.liffe is
currently rolling out LIFFE
CONNECT™, a sophisticated
electronic trading system pioneered
in London that has been adopted in
Brussels (March 2003) and Paris
(April 2003). Amsterdam and Lisbon
are set to follow suit soon.

"0 next.liffe now rank second in the world and are the number one in equity options.

Last year, Euronext.liffe confirmed its
place as the world’s second largest
derivatives exchange trading a record
697 million futures and options
contracts (up 13% on 2001)
representing an underlying value

of €183 trillion (up 15%), and

at the same time confirmed its
position as the world’s leader for
equity options.

© Euronext
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>Market capitalisation domestic equities (< billion) >Euronext weight by market cap in DJ Euro STOXX 50 "

Italy 10%

End March 2003 Finland 5%
End December 2002 \ Germany 21%

>Top 10 by market capitalisation (e biliion) Spain 10%

Name Country Capitalisation

TotalFinaElf FR 80 EuroneW at end March, 2003
Royal Dutch Petroleum  NL 78

L'Oréal FR 38 > Euronext weight by market cap in Eurotop 100
Orange FR 35 Other 25.42% UK 37 6%

Sanofi Synthelabo FR 34 /[

BNP Paribas FR 33

Aventis FR 32

Unilever NL 31

Carrefour FR 25

France Telecom FR 22

Switzerland 12.61%

Euronext 25,7%

at end March, 2003 at end March, 2003

>European exchange figures >Trading volume of Euronext trackers

Number of listed companies Market capitalisation
Domestic Foreign in € billion

Euronext 1,097 358 1,257
London 2,367 410 1,536
Frankfurt 706 204 576
Milan 279 8 414
Stockholm 275 19 196

value in € million
number of trackers traded

Sources: Euronext NV, FIBV, FESE at end March, 2003
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Index

Euronext 100 (base 1,000 on 31/12/99)

Next 150 (base 1,000 on 31/12/99)
AEX (base 45.38 on 02/01/83)

BEL 20 (base 1,000 on 31/12/90)
CAC 40 (base 1,000 on 31/12/87)
PSI 20 (base 3,000 on 31/12/92)

>European indices compared to Euronext 100

Euronext 100 e Eurotop 100 DJ Euro STOXX 505M

Value at end
March 2003

460.05
547.56
248.54
1,635.22
2,618.46
5,305.22

>Euronext indices

% change on year
since 31/12/2002

-14.85%
-15.43%
-22.99%
-19.25%
-14.54%

-8.92%

>Domestic indices compared to Euronext 100
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>Total derivative products

November 02
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(in thousands of contracts)
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Euronext ranks best
on trading costs

Euronext in Paris offers lower trading costs than the
London Stock Exchange. These are the results of a
recent comparison by IEM Finance which contradicts
the findings of an earlier study by London Economics

e 1ssue of trading costs is of critical
concern to brokers and investors. Recently
the European Commission, anxious to
further develop the ground-rules
governing transactions on equity markets
in the context of its directive on
investment services, commissioned a study
of the issue from London Economics, a
consultancy. The study purported to
show that concentration of transactions
on exchanges does not improve
market efficiency.

Worong, replies Didier Davydoff, head of
the board of directors of IEM Finance, a
finance consultancy, whose recent
comparison of the London and Paris
trading costs() produces different findings.
In fact, he says, flaws in the London
Economics study are to be blamed for
the discrepancies.

The findings have important implications
for investors throughout Europe, since the
Euronext cash market trading model is the
same in Amsterdam, Brussels, and Lisbon,
although the fees are not the same.

Two market models compete

Of course, on equity markets, trading
costs have two components: direct costs,

o

which include brokerage fees and taxes;
and indirect costs — the focus of the
matter at hand — which relate to the
difference between the buy and sell prices
of a specific asset.

This difference, or spread as it is called,
appears to be strongly related to the way
the market is organised. In essence, a
distinction between two main market
models can be made.

On a quote-driven market, as on the
SEAQ system of the London Stock
Exchange (LSE), for example, all trades are
decentralized and processed by market
makers who ensure that the market
remains liquid by posting continuously bid
and ask prices for minimal quantities

of assets.

On an order-driven market, such as
Euronext and most other equity markets,
buy and sell orders originate from final
clients and are centralised in an order
book. This has the advantages of
guaranteeing transparency of price
formation, and gives investors equality in
the central order book.

In reality, most markets have however
adopted a more mixed structure. »
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Euronext, for example, uses market
makers to improve the liquidity on small-
caps and mid-caps. “However, they can
only place orders within the central order
book, therefore competing with investor’s
orders”, says Didier Davydoff.

At the LSE, Blue Chips are traded on an
order-driven market (SETS) but orders
from individual investors relating to the
same securities are generally processed by
Retail Service Providers acting as

market makers.

Advantage to Euronext

As shown in the table, the survey from IEM
Finance shows that spreads are lower on
Euronext in Paris than on the LSE. For this
comparison, IEM Finance constructed
samples of securities paired according to
their industry sector, free float market
capitalization and trading volume. As trading
costs also depend on the security’s
characteristics, this methodology presents
the advantage of having comparable samples.

The London Economics results bear little
resemblance to those of IEM Finance, and
sometimes still less with reality. For
example, London Economics asserts that
effective spreads on Euronext Paris

reach 6.826%!

The sample selection and data extraction
may explain the sort of results obtained.
Since London Economics was not able

— for the SEAQ system — to calculate
effective spreads from the data they were
provided with, they examined a group of

——

only 530 companies. These account for a
small fraction of the total number of listed
companies, whereas all companies listed in
Paris were taken into account.

More important, in Paris, roughly

half the prices are quoted at daily call-
auctions, which raises questions about the
method used for calculating effective
spreads (in such a case either best

bid and ask prices are equal, or there

is no trade).

Finally, the research is based on daily closing
data, since historic intraday data were not
available. However, as relative price spreads
are U-shaped during the trading day, a study
using closing spreads only, may, as a result,
overestimate the average...as they would
appear to have done for London Economics.

Overall, however, Mr Davydoff’s study
concluded that the Paris market is
cheaper for small trades, although
London offers “lower immediacy costs” for
large trades. Liquidity consumption

was also less costly on the Paris market.
But further research was needed

to gain a still clearer picture of the
relationship between trading

costs, market models, and investor
behaviour, he said. M

(1) Trading Costs Analysis: a comparison of
Euronext Paris and the London Stock
Exchange by Didier Davydoff and Laurent
Grillet - Aubert from IEM Finance, Jean-
Francois Gajewski from Université Paris XII
and Carole Gresse from Université Paris X.
www.oee.fr >publications >otherpublications

> Trading costs measures based
on paired samples

Euronext London
Paris  Stock Exchange

Quoted spread | 0.1483 0.2958

Effective spread | 0.1445 0.1881

Quoted spread = (best selling limit-best
buying limit)/ middle of the spread

Effective spread = 2 x trading price-Mid/Mid
Mid refers to the mid-price of the best bid
and ask prices, just before the trade

Source: IEM Finance

In London, compared to
Paris, trading prices are
more frequently better than
quoted spreads. Therefore,
the effective spread is a
better indicator for the

LSE. Nevertheless, London’s
quoted spreads do not
necessarily reveal the best
prices at which trading may
happen, unlike in Paris. In
other words, quoted spreads
on Euronext in Paris are
more informative about the
best price an investor

may get.
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The feel-good factor

A Euroscan study found fund managers favoured investment in continental
Europe, despite global uncertainties

A majority of professional fund managers
were expecting to maintain or increase
their investments in continental European
shares during 2003.

Despite the decline in major stock
market indices and some well-publicised
corporate restructurings, investors retain
their appetite for shares, according to the
Euroscan 2002 study by investor relations
experts Citigate Dewe Rogerson.

The study, carried out last October,
questioned 52 of the top institutional
investors in Continental Europe, 55 of the
top investors in the UK and 32 leading
US institutional investors.

The most bullish investors were based in
continental Europe. Some 46 per cent
said they planned to increase their equity
holdings over the coming year, while
another 40 per cent said their holdings
were likely to stay the same. Only

one investor in 10 planned to reduce
equity holdings.

Plans to increase equity holdings comes
against a background of previous caution.
The study found that Investors in
continental Europe had only 41 per cent
of their assets in equities, compared with
42 per cent in bonds and 16 per cent

in cash.

But US and UK investors, who had a
much higher exposure to equities already,
were also positive overall towards
equities in continental Europe.

Some 51 per cent of UK professional
investors said they planned to keep their
exposure to continental European
equities unchanged, an increase of 24 per
cent over the same time a year before.
Meantime, 36 per cent said they planned
to increase their equity holdings in the
coming 12 months, a sharp fall from 2002,
but still a very positive balance.

US professional investors showed similar
positive attitudes to European equities
overall. While half said they expected
their level of investment to remain the
same, 31 per cent said they planned to
increase their holdings, and only nine per
cent expected to reduce them.

Stocks rock, sectors roll

The somewhat less bullish stance of UK
and US investors is related in part to the
fact that they already have a much higher
proportion of the assets they manage in
shares. UK investors reported that 64 per
cent of their asset portfolios were
invested in equities, while for US
investment managers, the proportion
averaged 74 per cent.

o

The survey also showed contrasting
investment styles between fund managers,
with 94 per cent of US institutions
describing themselves primarily as stock-
pickers.The trend towards investors
deciding to invest in individual companies
on the basis of their merit and prospects
is gaining ground over the sectoral
approach. In the UK, 62 per cent of fund
managers said they now take a company-
by-company approach, whilst among
continental European managers, where 77
per cent still took a sectoral approach,
the study authors observed a clear trend
towards stock picking.

The pharmaceutical sector was deemed
the most promising. Meantime, big, well-
run, defensive companies were deemed
the most attractive, with Swiss foods
group Nestlé ranked top by European
and US investors.

Investors also said they placed a growing
emphasis on financial criteria, such as the
strength of the balance sheet and the
quality of financial disclosure. Investors
said regular contact and clarity of
communication and reporting were the
keys to a good investor relations service,
although access to management was also
important. EU investors said the emphasis
should be on openness and honesty. B
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Exel Industries:
spraying the world, from Champagne

Technological mastery and a family style are the ingredients of excellence

© Exel Industries

Exel Industries is a rare kind of business
— a federation of family-run companies
focussed upon a single core technological
skill: pulverisation.

Since joining the Second Marché of
Euronext in Paris in June 1997, the
company has grown steadily, acquiring and
integrating rivals to extend its spread
across the world market for sophisticated
spraying equipment, whilst its shares and
profits have weathered the recent storm
in world markets with aplomb.

It forms part of the NextPrime segment,
made up of companies that have chosen
to adopt higher international standards of
corporate information transparency.

You might not recognise the group’s
name — it was chosen to represent the
group’s ambition to achieve excellence in

what it does. But as a customer, whether
you are shopping for gardening
equipment or buying a paint-spraying
plant for your factory, you are likely to
encounter its brands almost anywhere in
the world.

The original business was founded back in
1952 by Vincent Ballu, who had earlier
invented a special tractor used to
cultivate vineyards for his Epernay
neighbour, the Champagne producer
Moét & Chandon.

Following his premature death, his son
Patrick took the driving seat in 1980,
when annual sales were €12.2m.An
engineer by training, Patrick Ballu has
also proved a strategic visionary, an able
manager and talented leader. Result:
today, Exel is the world leader in plant-

o

market capitalisation

ISIN code:

www.exel-industries.com

spraying equipment, and number three
worldwide in industrial spraying devices,
with 1,790 employees in 16 countries
and annual revenues in the year to 31
August 2002 of €278m.

The foundation for this achievement was
to identify the company’s core skill and
focus upon it, achieving technological
leadership in its chosen field. “Exel
Industries has only one business

— spraying equipment,” says Patrick Ballu.

Because the crop protection chemicals,
fertilizers, or paint sprayed through the
nozzles is the biggest expense for the
customer, high-tech sprayers save money
and reduce waste and pollution.

With technical mastery achieved — Exel
has more than 180 active patents and
files more every year, Patrick Ballu set
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about expanding the group to achieve
economies of scale, acquiring other
family businesses and entering other
markets where the same technology
was needed.

He bought Kremlin, the French market
leader in industrial spraying pistols, and
followed that with a series of businesses
in industrial, garden and agricultural
spraying, notably Sames, Rexson and
Matrot, bringing Exel facilities and
markets overseas.

——

Wherever possible, Patrick Ballu seeks
to retain the family management and the
autonomy of each business, whilst
encouraging the managers to collaborate
in such areas as purchasing and
technology, so as to achieve both
excellence and economies of scale.

The head office is tiny, but three of Patrick
Ballu’s own sons, Guerric, Marc and Franck,
have chosen to leave careers elsewhere
and join businesses within the group,
spreading the sense of family as it grows.

The combination of acquisitions and
organic growth has given Exel ten per cent
of the world agricultural sprayer market,
and a similar proportion of the industrial
market. And although the aim of the
flotation was to enable the group to buy
rivals for shares, all have been financed
through cash flow.With zero borrowings,
net profits last year of €9.3m, strong
technology and an effective business model,
Patrick Ballu is well-placed to take ad-
vantages of further industry consolidation. I

A first rate second market

Twenty years of success for the Second Marché of Euronext in Paris

Exel Industries is one of the

many promising companies

listed on the Second Marché
of Euronext in Paris.

Set up 20 years ago to make
it easier for small, ambitious
companies to seek a listing,
the junior market has
become a resounding
success.

Over the past two decades,
689 companies have listed on
the Second Marché, raising a
total of €13.5bn, of which
€7.3bn was through
secondary offerings,
confirming the ability of the
market to finance durably
companies’ expansion.

On 31 January this year, the
eve of its anniversary, the
market counted 325
companies, with a combined
capitalisation of €37.3bn.

At the outset, the market
proved a popular way for

owners to cash in part of the
value locked up in family
businesses. The median
capitalisation in the early
days was less than €20m.

Today, in most cases the
market is also used to boost
companies’ growth and the
median capitalisation at
introduction exceeds €80m.

Over the years, the market
has facilitated growth and
industrial consolidation.
Some companies have
graduated to the Premier
Marché - notably retailer
Pinault Printemps Redoute,
food service group Sodexho,
media group TF1 and Cap
Gemini in software and
business services. Others
have been taken over.

Overall, the Second Marché
has provided good
opportunities for investors.
Between 31 December 1991

and 31 December 2002, the
growth in the Second
Marché index, at 89

per cent, lagged that

of the CAC 40 index of
leading French companies
(+94 %). But if the growth of
companies that graduated
to the Premier Marché is
added, the adjusted rise in
the Second Marché index
would be 134 per cent, and
the Second Marché stocks
have generally shown better
resistance to the market
turbulence since 2000.
With 250 specialist analysts
studying Second Marché
companies, and many of the
listed groups alert to

the information needs

of investors, diligent
investors interested in
small and medium
companies can always

find good pickings.

o

45



focus prop@go 10

23/ 04/03 19:53

focus

Page 46

——

Smit International: anchors aweigh

From harbour towage to salvage, no challenge is too great for Smit sailors

You may never have heard of Smit
International, but you will have seen its
tough, brave-hearted staff at work on your
television screen.

Whenever there is a maritime disaster,
Smit International, the world’s leading
tugboat and recovery company, is to
the fore.

It was Smit that raised the giant Russian
nuclear submarine Kursk after it sank in
108 metres of water three years ago

— an unprecedented technological feat that
prevented a marine disaster. And it was
Smit that recovered 4,000 tonnes of
styrene and bunker oil from the chemical
tanker levoli Sun after it sank in the
English Channel in the same year, again
preventing horrendous pollution.

The challenges of marine salvage, says Ben
Vree, the company’s chief executive, are
becoming ever greater, and although
improving safety standards are reducing
the number of incidents, the cost of wreck
recovery alone, for ship-owners and their
insurers, can now reach €10m to €30m.

But the high-profile salvage and recovery
business is only one of four main divisions.
Since Fop Smit built his first tug to help
sailing ships in and out of the port of
Rotterdam in 1842, the company has
spread its activities worldwide.

Developing from regional bases speeded
growth, but a year and a half ago, BenVree
concluded that the balance sheet was
becoming over-stretched, and the
company too diversified. He launched a

© Smit International

restructuring that has focussed the group
onto four core divisions, and began selling
peripheral businesses, and joint ventures
where it lacked control.

Today, the Netherlands-based group, which
has long been listed on the Officiéle Markt
in Amsterdam, derives 25 per cent to 30
per cent of revenues from its Salvage
Division, and similar proportions from its
Harbour Towage and Terminals Division.

Whilst salvage revenues are erratic,
harbour towage, with more than

150 tugs, has year-long contracts benefiting
from fixed prices, though with variable
volumes. The terminals division, meantime,
operates typically with 10-year contracts
providing loading or unloading points

in off-beat locations, often for major

oil companies.

The final division, accounting for around 15
per cent of revenues, is Transport and
Heavy Lift, which moves strange, oversize

objects around the world
and helps build piers, bridges,
and the like, but suffers from
cyclical demand.

During its final year before
restructuring, 2001, the company
generated post-tax profits up €3.2m to
€17.4m. But Ben Vree warned that the
falling value of the US dollar, in which
many contracts are priced, and
unpredictable declines in salvage and
transport markets, were likely to
squeeze 2002 results.

With its oil and gas industry support
business now closed, and several joint-
venture stakes slated for disposal, Smit
will emerge leaner from its
restructuring, with reduced borrowings,
providing reasonable results for the
next year or two, says Mr Vree, and
placing the company well for an upturn
in the global economy — when

it comes. W

market capitalisation
ISIN code:

www.smit-international.com
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Caravaggio: a succulent London homage
to the Italian Renaissance

Formally opened by Luciano Pavarotti in 1996, Caravaggio is the most serious
ltalian restaurant in the City and a firm favourite with the movers and shakers of

the square mile, many of whom are regular customers.

ceiling, with its did Art Deco light

fittings.

The designegflony Thomas, has opened up

d extended an existing gallery
that now runs around the room at
mezzanine level, providing a second tier of
tables. A long, marble-topped bar by the
entrance provides a convenient holding area
for what is, at lunch times, a very busy dining
room.The bar is also popular with single
diners, many of whom prefer to eat there
convivially.

Veneers on the bar reflect the red and black
colour scheme, inspired by the folds of
velvet that are typical of a Caravaggio
painting, reflecting the opulence of what

is one of the most luxurious, even sybaritic,
of restaurants.

Created in homage to a key genius of the
Italian Renaissance, Caravaggio is dedicated
to gastronomic excellence, aiming to
demonstrate the same dedication to quality
and innovation in the field of food and drink
as the great Italian masters brought to
painting and sculpture. Head Chef Jonathan
Lees has designed a menu that brings
together dishes from various regions of Italy
and its islands.

Food at Caravaggio

The approach to food at Caravaggio is
based upon a commitment to using only the

finest and freshest ingredients, with the
restaurant employing its own buyer to
search out the very best produce, rather
than depend upon its suppliers. Jonathan
Lees has re-invented the classic Italian menu,
insisting that everything be home-made with
assiduous attention to detail. Consequently,
the pasta is sublime and the risotto a
revelation. Antipasti includes the wonderful
combination of Parma ham, matured over
22 months and accompanied by mozzarella
and salsify, and sensational carpaccio with
basil pesto, cep mushrooms and shaved
parmesan. City diners have a healthy
appetite for meat dishes which here include
roast belly of pork with crushed potatoes,
broccoli, celeriac and a honey and cinnamon
sauce; and fillet of veal with mixed

wild mushrooms and Madeira sauce. Few
would contest that the best and fullest-
flavoured fillet steak to be found in the
square mile is also served here, with
aubergine and gorgonzola cheese - exquisite
indulgence for the carnivores!

However, the freshest fish is also in
abundance with crab, wild sea bass and black
Arctic cod featuring regularly so that all
tastes are catered for and the regulars, of
whom there are many, never get bored.
With authenticity being the keynote, it is
perhaps surprising that the Chef is a
Welshman.

The dedication Jonathan Lees and his
brigade bring to the task of food
preparation shines through in every dish and

4

© Etruscagroup

is apparent on the weekly-changing set
dinner menu — a bargain that the
cognoscenti are prepared to cross town for.
The wine list at Caravaggio is perhaps the
most comprehensive collection of Italian
wines in all London, with more than a
hundred bins selected from all the key
regions and including some remarkable
exclusives, such as "Il Vino Di Una Notte"-
"the wine of one night" - a fruity rosé from
the shores of Lake Garda that is particularly
charming.This being a City restaurant, the
list opens with a short selection of half
bottles for those who have to work

after lunch. M

Caravaggio

For more information:

Website:
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By Daniel Bouton, Chief Executive Officer of Société Générale

The nineties witnessed the emergence of
a world doctrine of corporate
governance, driven largely by investors,
and in particular by pension funds. Each
country has drawn up codes or rules of
good conduct, albeit in different forms.

In France, as a result of the 1995 and
1999 Viénot reports, the “new economic
regulations” law, and the long-standing
legal rules governing French companies, |
believe corporate governance has already
reached a high standard.

This progress went hand in hand with the
changes in the ownership structure of
French companies. The effort made by
French business has been considerable: a
significant number of listed companies
instituted audit, nominating and
compensation committees. Independent
directors account for roughly one

third of board memberships, and

foreign directors play an increasingly
important role.

To note, many of the Sarbanes Oxley Act
provisions in the US already had their
equivalent in France, such as the personal
responsibility of corporate officers for
financial statements and the prohibition
against extending loans to executives.
Similarly, it is worth pointing out that
several of our corporate law rules ensure
the protection of shareholders’ rights.
For instance, many decisions made by the
board of directors in the US would be
taken at the general shareholders’
meeting in France, such as the temporary

authorisation to allocate stock options,
the authorisation of capital increases and
the appointment of statutory auditors.

After Enron and Worldcom, it seemed
necessary to update the Viénot reports
in response to new market requirements.
To this end, the French Business
Confederation (MEDEF) and the
Assaociation of French private-sector
companies (AFEP) mandated a working
group which | had the privilege of serving
as Chairman.

As a starting point, the working group
considered it essential that the work of
boards of directors and their committees
be organised in a rigorous manner.

For this reason, we recommended that
boards adopt formal rules of procedure
for their decision making processes.

The independence of balancing powers
within a company was the second major
issue to be addressed. The independence
of auditors is deeply rooted in French
tradition and reinforced in France by
rules such as the six-year term of office
and the appointment of two statutory
auditors. Under the authority of the
National Order of Statutory Auditors
(Compagnie Nationale des Commissaires
aux Comptes), the profession adopted
strict rules of ethics.\We suggested
several further changes : guaranteeing
greater independence by giving the audit
committee control over calls for tender
for the selection of statutory auditors;
prohibiting statutory auditors from any
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consultancy work for the company and
the requirement to hire audit, nominating
and compensation committees. The
working group also recommended that
boards include at least 50% independent
directors in companies with dispersed
share capital.

Transparency, the third key topic, is in fact
the most important issue with regards to
principles and rules and their application
to compensation policy, option allocation
policy, risks and strategic investment
decisions.

Another important topic reviewed by the
working group was evaluation, probably
the area where we have the most progress
to make compared to the US or UK.
Board self-evaluation is not yet rooted in
French business practice. The working
group recommended that evaluation
should aim to achieve three objectives:
greater understanding of how the board
functions; ensure that important issues are
brought forward for debate and that the
contribution of each board member is
considered.

Structuring the work of boards,
guaranteeing independence and
transparency, evaluating — these were the
main issues that guided our work. It was
our objective to be pragmatic and realistic.
The French legislation already makes it
possible to hold business leaders
responsible. There is no point in
generating an excess of legal rules

and sanctions.



