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FTSE Announces Change to Minimum Free Float
Requirements

On December 14, 2011, the FTSE Group published the results of its market
consultation on the minimum free float* requirements for inclusion of premium London-
listed companies? in the FTSE UK Index Series — one of the most recognized indices in the
world, which includes the FTSE 100 Index. The key outcome of the consultation is that, as
of January 1, 2012, the minimum free float required for UK-incorporated companies will
increase from 15% to 25%, with grandfathering of existing FTSE companies until January 1,
2014.

I. Current Free Float Requirements

Under the FTSE Ground Rules, companies that wish to be included in the FTSE UK
Index Series must maintain a minimum free float:

e of at least 50%, if not incorporated in the UK; or

o of at least 15% (or 5% where the relevant company’s market capitalization
exceeds US $5 billion), if incorporated in the UK.

I1. New Free Float Requirements

On December 14, 2011, FTSE published the results of its consultation on free float
requirements and announced the following changes:

e the minimum free float required for UK-incorporated companies will rise from
15% to 25% from January 1, 2012 (this will mirror the 25% free float
requirement that already applies to companies under the UKLA listing rules);

! “Free float” means shares in public hands, which excludes, for example, shares held by significant shareholders and
company directors.

2 Standard London-listed companies, including companies with GDR listings, are not eligible for inclusion in the FTSE
UK Index Series.
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e the new 25% threshold will not be waived by FTSE, even in cases where the UK
Listing Authority has granted a waiver in respect of the 25% free float
requirement under the UKLA listing rules; and

e existing FTSE companies with a free float of less than 25% will have until
January 1, 2014, to increase their free float to 25%.

FTSE will undertake a further consultation on whether (i) an even higher threshold
would be appropriate for UK companies, e.g. 50% (which would align free float
requirements for UK and non-UK companies); and/or (ii) whether additional corporate
governance standards should be incorporated into the Ground Rules.

I1l. Commentary

The consultation on free float requirements was launched in response to investor
concerns that companies with small free floats afford too much influence to controlling
shareholders, whose presence is often perceived to lead to poor corporate governance.
These concerns are predominantly directed at foreign businesses that have incorporated (or
plan to incorporate) a UK holding company to avoid having to dilute a controlling
shareholder below a majority holding — as stated above, UK companies can have a much
smaller free float and still enter the FTSE UK Index Series.

Certain market participants have questioned the validity of these concerns in the
following terms:

e the conflation between a controlling shareholder and poor corporate governance
standards is inaccurate;

e the view that the presence of a controlling shareholder in a non-UK company (or
a non UK business with a UK holding company) is more problematic from a
corporate governance perspective than in a UK company is misguided; and

e if there are genuine concerns regarding controlling shareholders and/or poor
corporate governance standards in FTSE companies, the free float requirement is
a blunt instrument with which to address these concerns, and there are more
direct methods available.

While a 25% free float requirement is unlikely to result in any seismic shift in listing
considerations for IPO candidates, the suggestion of a possible future with an even higher
free float requirement for UK companies will continue to be a cause for concern for many
market participants.
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If you would like to discuss any of the above issues further, please feel free to
contact any of your regular contacts at the firm on +44 (0) 207 614 2200 or any of our
partners and counsel listed under Capital Markets in the “Practices” section of our website
(http://www.clearygottlieb.com).

CLEARY GOTTLIEB STEEN & HAMILTON LLP


http://www.clearygottlieb.com/�

(GOTTLIEB

(CLEARY

Office Locations

NEW YORK

One Liberty Plaza

New York, NY 10006-1470
T: +1 212 225 2000

F: +1 212 225 3999

WASHINGTON

2000 Pennsylvania Avenue, NW
Washington, DC 20006-1801

T: +1 202 974 1500

F: +1 202 974 1999

PARIS

12, rue de Tilsitt
75008 Paris, France
T:+33140746800
F: +33 140 74 68 88

BRUSSELS

Rue de la Loi 57

1040 Brussels, Belgium
T: +32 2 287 2000

F: +32 2 231 1661

LONDON

City Place House

55 Basinghall Street

London EC2V 5EH, England
T: +44 20 7614 2200

F: +44 20 7600 1698

MOSCOW

Cleary Gottlieb Steen & Hamilton LLC
Paveletskaya Square 2/3

Moscow, Russia 115054

T: +7 495 660 8500

F: +7 495 660 8505

FRANKFURT

Main Tower

Neue Mainzer Strasse 52

60311 Frankfurt am Main, Germany
T: +49 69 97103 0

F: +49 69 97103 199

COLOGNE
Theodor-Heuss-Ring 9
50688 Cologne, Germany
T: +49 221 800400

F: +49 221 80040 199

ROME

Piazza di Spagna 15
00187 Rome, Italy
T:+39 06 69 52 21

F: +39 06 69 20 06 65

MILAN

Via San Paolo 7
20121 Milan, ltaly
T:+3902 726081

F: +39 02 86 98 44 40

HONG KONG

Bank of China Tower
One Garden Road
Hong Kong

T: +852 2521 4122
F: +852 2845 9026

BEWING

Twin Towers — West (23rd Floor)
12 B Jianguomen Wai Da Jie
Chaoyang District

Beijing 100022, China

T: +86 10 5920 1000

F: +86 10 5879 3902

BUENOS AIRES

CGSH International Legal

Services, LLP-

Sucursal Argentina

Avda. Quintana 529, 4to piso

1129 Ciudad Autonoma de Buenos Aires
Argentina

T: +54 11 5556 8900

F: +54 11 5556 8999

SAO PAULO

Cleary Gottlieb Steen & Hamilton
Consultores em Direito Estrangeiro
Rua Funchal, 418, 13 Andar

Séo Paulo, SP Brazil 04551-060

T: +55 11 2196 7200

F: +55 11 2196 7299

www.clearygottlieb.com



	FTSE Announces Change to Minimum Free Float Requirements

