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         Disclaimer 

         All the many examples quoted in this book are genuine company announcements issued through the London Stock Exchange. Most have been edited down to pick out the salient points, but in no cases has the wording or the message behind the announcements been changed. 

         However, they represent the situation at each company at a given moment in time. Circumstances change and issues raised at one juncture may be resolved or superseded. Similarly, new challenges arise over time. 

         Therefore, nothing in this book constitutes a recommendation to buy or sell shares in any specific company or sector. Investors must exercise their own judgement. 

         Readers interested in finding out more about a particular company should read the latest stock market announcements. This book explains how to find them and understand them. 
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         Preface 

         

            What the book covers 

            This book covers announcements issued through the London Stock Exchange by companies with a full stock market listing or whose shares are quoted on the Alternative Investment Market, which is also part of the LSE. 



            Almost all these announcements, such as annual results, share buying by directors, profit warnings and updates on current trading are required under stock exchange rules or European Union directives. Foreign-based companies that have chosen to have their shares traded in London must abide by the same rules. 

            While this book is specifically targeted at the UK market, the general principles discussed apply also to overseas stock markets. However, the legal requirements covering what companies must tell shareholders may vary from country to country. 

         

         

            Structure of the book 

            The book is divided into three sections that help investors to progress easily and logically in understanding what companies tell them. 



            Section A looks at what the rules are, why they have been imposed and how they have evolved to give private investors a much fairer opportunity to compete with professional investors. 

            Section B lists and explains the routine statements that all companies issue on a regular basis: trading statements and profit figures. It tells investors what to look for, explains company jargon and shows how to read between the lines when all is not as well as it seems. 

            Section C considers important announcements, such as profit warnings and directors’ share dealings that are issued on an irregular basis as they arise. It explains which announcements are likely to affect the share price and why. 

            The book is packed full of actual stock market announcements illustrating each point. While these have had to be edited down for reasons of space, the wording is as it appeared and the sense of each announcement has been carefully retained. 

         

         

            Who this book is for 

            All those baffled shareholders who throw communications from their companies straight into the bin unread desperately need this book. So, too, do investors who read company pronouncements but naively take everything they see at face value. 



            While this book assumes some basic knowledge of investing and how the stock market works, rank beginners and less sophisticated investors, as well as those who want to widen their knowledge, will benefit from this comprehensive guide to the information that is available, without charge, to private investors on an equal footing with City professionals. 

            The book is also an invaluable tool for students on business courses and anyone who needs to professionally know about the stock market, such as financial advisers, public relations departments and consultants, company solicitors and stockbrokers. In short, anyone who wants or needs to know about communication between companies and the investment world, including what information companies must release and when, will benefit from reading this book. 

            In particular, those who have read my beginner’s guide to the stock market, Shares Made Simple, will progress naturally to this exposition of what companies tell the public. 

         

         

            Supporting websites 

            The accompanying website for the book can be found at:  



            
               www.harriman-house.com/understandingcompanynews 
            

            Rodney Hobson’s personal website is www.rodneyhobson.co.uk. 

         

      

   
      
         Introduction 

         The figures from Arm Holdings looked disappointing: sales down 8%, profits down 2%. Sure enough, the shares were 1% lower within an hour of trading after the results were released. 

         Yet by the end of the morning Arm shares were up more than 1% because investors started to look beyond the figures that had been prominently displayed high in the stock market announcement. 

         Arm supplies semiconductors with its own programs on them for industries such as mobile phones. The admittedly weak results had been achieved in the teeth of a recession. But, as the company went on to point out, it had in fact gained market share, ameliorating the effect of the downturn by taking business from its rivals. 

         The wording of company announcements presents different challenges for investors and City professionals. For law firms and financial advisers, the priority is to see that the requirements of UK and European law are complied with alongside London Stock Exchange and Takeover Panel rules; for financial public relations advisers and each company’s in-house PR experts, the priority is to put the best gloss on the situation; while for investors the desire is to cut through the jargon and get to the nitty gritty. 

         It is true that many companies litter their announcements with meaningless phrases such as ‘challenging trading conditions’ and ‘in line with internal company expectations’ but they also include all the information needed to invest in the stock market, served up on a plate for those who know where to look and how to interpret the information. This information is published, within fairly narrow limits, at known times, so it is only in unexpected circumstances (such as a takeover bid) that stock market followers should ever be caught out. 

         By keeping fully informed, all investors can buy and sell shares with confidence, knowing that they have made an informed judgement. By knowing what investors need, company advisers can provide a better service. 

         
            Rodney Hobson 
         

         
            October 2009 
         

      

   
      
         Section A – The Rules 

      

   
      
         Chapter 1. The Right To Be Informed 

         The UK’s record of preventing insider trading and forcing companies to be frank and upfront with investors has been rightly criticised. In particular, the Serious Fraud Office’s record in prosecuting insider traders has been poor and the conviction rate abysmal. 

         This is in sharp contrast to the situation in the United States, where admittedly the conviction rate is multiplied by plea bargaining and the very expensive legal process, which encourages guilty pleas and accusations against others rather than fighting a lengthy and ruinous case, however worthy the defence. 

         Nonetheless, the climate for change has come almost imperceptibly in the City. At one time companies would routinely tell newspapers that they were not prepared to comment on rumours. Now it is accepted practice that rumours of major events (such as a takeover approach or a slump in sales) must be confirmed or denied once they are out in the open. 

         That is only right and proper. Shareholders are entitled to know what is going on in the company that they own. It is quite outrageous if directors – who are after all merely the managers acting on behalf of the owners – feel they have the right to withhold important information. 

         While the right of the wider investing public to this information is not so clear-cut, it is in the interests of everyone that information should be freely available. The stock exchanges will generate more trades when investors are empowered to make informed decisions, which in turn increases the liquidity that oils the wheels of the market. 

         

            Finding a balance 

            There does admittedly have to be a balance. The board must be able to get on with the day-to-day running of the business and with making longer term strategic plans without having to turn to the shareholders every five minutes for permission to go to the toilet or to blow their noses. 



            The London Stock Exchange has over several decades made admirable strides towards finding the right balance. Now the internet, where information can be widely circulated in nanoseconds, has transformed the whole investment scene. 

            The mood has changed towards erring on the side of openness: if in doubt, make an announcement. That attitude will grow as the regulators tighten their grip. 

            

               The Wolfson case 

               Wolfson Microelectronics, a supplier of parts for the electronics industry, was fined £140,000 by the Financial Services Authority in January 2009 for delaying the disclosure of the loss of a major contract for 16 days. 



               Wolfson was told the previous March that it would not be required to supply parts in future for two iPods made by major customer Apple. Wolfson estimated that this represented a loss of $20 million, or 8% of its forecast revenue for 2008. However, it also expected to make up the shortfall by selling more than it had previously assumed to other customers, so revenue for the year was likely to meet published expectations. 

               Wolfson discussed the matter with its investor relations advisor, who wrongly recommended that there was no need to disclose the negative news. It was not for another eight days, after directors started to get cold feet at a board meeting, that the company contacted its corporate brokers and lawyers, who recommended disclosing the news. 

               Even then it took another seven days for an announcement to be made. When the news did emerge, Wolfson shares dropped 18% in one day. 

               Sceptics will point out that £140,000 is a comparatively small fine for a company of this size. However, the point is that Wolfson did take advice and felt that sales gains elsewhere offset the effect of the loss of the Apple contracts. 

               The view from the Financial Services Authority was unequivocal. It regarded the loss of sales to Apple as potential inside information and there was an obligation to disclose it. A spokeswoman commented: 

               
                  It is unacceptable for a company not to disclose negative news because it believes other matters are likely to offset it. Doing this hampers an investor’s ability to make informed decisions and risks distorting the market. 
               

               One may feel it was a pity that it took 10 months for the FSA to make this pronouncement, but better late than never. The move towards greater disclosure is inexorable – why take the risk of a fine? 

            

            

               Honesty is the best policy – Barclays 

               The value of honesty in company announcements was exemplified by Barclays in the depths of the banking crisis. Its shares had slumped along with the rest of the sector, reaching 51.25p compared with 400p only four months earlier. 



               Although Barclays had apparently avoided ceding control to the government, a fate that befell Royal Bank of Scotland, Lloyds, HBOS and Bradford & Bingley, it was not out of the mire. Despite an injection of £5.3bn from Middle Eastern investors, plus a further £3bn available, it was feared that Barclays would still not have enough capital to survive in the dire circumstances surrounding the international banking sector. 

               Matters were made worse when RBS warned that its loss for 2008 would be a record £28bn, dwarfing the previous UK highest annual loss of £22bn reported some years earlier by telecoms group Vodafone. 

               Perhaps stung by press criticism that the board had lost the confidence of investors, the Barclays board resorted to the highly unusual tactic of issuing an open letter from Chairman Marcus Agius and Chief Executive John Varley ahead of the annual results due a couple of weeks later. 

               It is hard to think of a similar letter ever being issued by a listed company but, as the Barclays pair admitted with some degree of understatement: 

               
                  Writing in this way ahead of the release of results is unusual, of course, but the turn of events is also unusual. 
               

               The key points of the letter were: 

               
                  	 Barclays has £36bn of committed equity capital and reserves; we are well funded, and we are profitable. However, we know that our stakeholders want to see the detailed figures for 2008 as quickly as possible. To enable that, we will bring forward the release of our 2008 financial results, as agreed by our auditors, to Monday, 9th February. 

                  	 We will report a profit before tax for the year well ahead of the consensus estimate of £5.3bn. The profit is struck after all costs, impairment and market valuations. Whilst it includes a number of individually significant items, it mainly reflects strong operating profit generation. 

                  	 The profit includes the gains arising from the acquisition of the Lehman Brothers North American business, and also the gain on the sale of our closed life business. 

                  	 Also included in the 2008 results are some £8bn of gross write downs. These figures demonstrate that although we have been heavily impacted by the credit crunch, our income generation was at a record level in 2008 and has enabled us to withstand this impact and still produce strong profits. 

                  	 As a result of the capital raising announced on 31st October 2008, our capital base has been substantially strengthened in accordance with the capital plan agreed with the UK Financial Services Authority. We calculate that the capital exceeds the regulatory minimum required by the FSA by an amount equivalent to some £17bn in profit before tax. We confirm that we are not seeking subscription for further capital – either from the private sector or from the UK Government. 

                  	 Before closing, we should say a word about current trading. Recognising that 2009 is not yet a month old, and that the global economy will remain weak, we can tell you that customer and client activity levels have been high. As a result, we have had a good start to 2009. 

               

               This was a kill or cure job. Issuing a highly unusual statement could have spooked the already nervous market; however, if the tactic worked then valuable time had been gained. 

               Barclays admitted candidly that its Barclays Capital investment arm had run up losses of £8bn, although that would be reduced to £5bn after income and hedging operations were taken into account. 

               These figures had to be seen in context. They were lower than the equivalent losses admitted by RBS but were higher than Barclays’ own first half figures, so further losses had been incurred in the second half. 

               The vital ingredient of the open letter was a claim that the bank had £17bn in spare capital over and above the regulatory requirement. It would not therefore be necessary to raise more cash, either from the government or from private investors. 

               Barclays added that it had made a strong start to 2009 with the performance at the previously struggling Barclays Capital particularly strong. 

               It was worth watching the Barclays share price on the day of the announcement. It jumped 37.5p to 88.7p by the close, a gain of 73%. However, that was lower than the 98p they traded at before RBS spooked the market and much lower than the 153p at which the Qatari investors had agreed to subscribe for shares. 

               

                  Figure 1.1: Barclays 

                  
                     [image: ]
                  

                   



                  Shareholders needed to consider whether they were sufficiently reassured to stay in for long-term recovery or to take the opportunity presented by the share price rise to cut their losses and get out. 

                  Thanks to the frank attitude of the Barclays board, it proved worth staying in as the shares soon powered to 280p, recovering much more quickly than those of its rivals. 

               

            

         

      

   
      
         Chapter 2. Rules That Companies Must Follow 

         The European Union tightened its rules in January 2007 with the introduction of its Transparency Directive, so named because it aimed to make quoted companies transparent to shareholders, who would be able to see clearly how well or badly the company was doing. Bad news could not be hidden because investors could, the theory ran, see right through any smokescreens. 

         The EU, as is its custom, was attempting to harmonise the rules across the continent so that investors could buy shares in companies in any European state confident that the same requirements for openness and fair play were being enforced. This, in the view of the European Commission, would lead to a high level of investor protection throughout the Community. 

         As is also the way in the EU, it took years to get agreement: the original action plan was published by the European Commission way back in 1999. 

         To be fair, the outcome was a big improvement on the disparate range of financial reporting requirements previously in existence. The aim was to harmonise the regulations rather than to add to the burden. 

         Nonetheless, the rules are quite detailed and member states are free to impose additional requirements on companies incorporated in their country. Likewise, individual stock exchanges are able to impose additional requirements on companies whose shares are traded on their markets. 

         

            Effect on the UK 

            Most of the requirements were already pretty much covered on the main market of the London Stock Exchange and, to a lesser extent, on AIM, which is exempt from the directive as it does not, in EU eyes, constitute a proper stock market. Fear not. The LSE imposes strict disclosure requirements on AIM-quoted companies and insists that they appoint an approved nominated adviser to see that they toe the line. 



            The big change as far as the UK was concerned was to bring in quarterly trading updates rather than the half-yearly pronouncements that typically were issued along with half year and full year results. 

            The initial proposal was to bring full quarterly reporting, as is the norm in the US. In other words companies would produce accounts every three rather than every six months. There was heavy lobbying against this more onerous requirement on the grounds that it would create an undesirable short term attitude in companies and their shareholders. 

            Even so, the rules on quarterly statements are still quite detailed, including specifying when they must be published. 

         

         

            The timetable 

            The Directive says: 



            
               	 An issuer shall make public a statement by its management during the first six month period of the financial year and another statement by its management during the second six month period. 
               

               	 Such statement shall be made in a period between ten weeks after the beginning and six weeks before the end of the relevant six month period. 
               

            

            You need to look at a calendar to grasp the timetable. For a company whose financial year matches the calendar year, it means that interim statements must be issued somewhere between March 5th and May 14th and between September 4th and November 13th. 

            For those following the traditional financial year to March 31st, the relevant dates are June 10th to August 19th and between October 9th and December 18th. 

            Don’t worry about the precise dates. The idea is that statements should come out a week or two after the end of the first and third quarters, although the 10-week window is very wide for this purpose. 

            It means that many companies combine their interim management statement with the issuing of half-yearly or annual results. 

            

               When to expect updates 

               One has to say that companies quoted on the London stock market are playing the game and issuing four reasonably equally spaced trading updates per year. So a company using the calendar year will issue a trading update around March 31st, a second immediately before or after the half year end at June 30th, a third around September 30th and a fourth within days of the full year end at December 31st. 



               This means you know promptly how the business has performed in each complete quarter. 

               However, some companies do have leeway to time the updates to suit their particular trading pattern. The most obvious example is in retailing, where companies have traditionally provided an update on how the key Christmas trading period has gone. 

               There is nothing to stop companies issuing more trading updates than the rules demand. We do occasionally see companies issue updates at the end of each quarter, another update with half year and full year figures and one for good measure at the AGM. 

               Most companies give advance warning when the next trading statement is due. In some cases each trading update includes a line saying when the next one is due. Sometimes an indication is given within the company results announcements. Other companies issue a separate announcement of an impending update. 

               In any case you can easily discover

            

         

         

            What the statement contains 

            


            
            
            
               	 An explanation of material events and transactions that have taken place during the relevant period and their impact on the financial position of the issuer and its controlled undertakings, and 
               

               	 A general description of the financial position and performance of the issuer and its controlled undertakings during the relevant period. 
               

            

            
            
            
            
         

         

            Recording key events 

            


            
               	 changes in the state of the market that the company serves 
               

               	 large orders received or lost 
               

               	 refinancing 
               

               	 acquisitions or disposals 
               

               	 opening of new premises such as stores, distribution centres or factories 
               

               	 change in strategy 
               

               	 progress so far in carrying out a previously announced strategy 
               

               	 adequacy of finance to fund day-to-day operations or expansion 
               

               	 new product range 
               

               	 effects of external events such as foreign exchange rates, energy costs, business rates or wage rates 
               

            

            
            
         

         

            Half year results 

            


            
               	 A report covering the first six months of the financial year as soon as possible after the end of the relevant period, but at the latest within two months 
               

               	 The report must remain available to the public for at least five years 
               

               	 It must contain a condensed set of financial statements and an interim management report 
               

            

            
            
               	 Information relating to all material acquisitions, disposals, restructurings and discontinued operations 
               

               	 If results are split into business or geographic segments, revenue and results for each segment 
               

               	 Balance sheet comparatives for the last full financial year as well as for the previous first half 
               

               	 Income statement comparatives for the previous first half 
               

               	 Cash flow and changes in equity, both with comparatives for the previous first half 
               

               	 Important events that have occurred during the first six months of the financial year and their impact on the half yearly figures 
               

               	 Principal risks and uncertainties for the remaining six months of the financial year 
               

            

            
            
         

         

            Annual results 

            


            
            
               	 A fair review of the business and a description of the principal risks and uncertainties that it faces 
               

               	 A balanced and comprehensive analysis of the development and performance of the business and the position it finds itself in at the end of the year 
               

               	 Analysis of key financial and other performance indicators including information on matters concerning the environment and employees 
               

               	 Important events that have occurred since the end of the year 
               

               	 Likely future development 
               

               	 Research and development activities 
               

               	 Information on the acquisition of its own shares 
               

               	 Details of financial risk management and hedging policies 
               

               	 Risks involving product prices, credit, liquidity and cash flow 
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