FINAL NOTICE

To: Highbury Financial Services Ltd

Of: c/o DLA Piper Rudnick Gray Cary UK LLP
3 Noble Street
London
EC2V 7EE

Date: 3 March 2005

TAKE NOTICE: The Financial Services Authority of 25 The North Colonnade, Canary Wharf,
London E14 5HS ("the FSA") gives Highbury Financial Services Limited (''the Firm'") final
notice about a requirement to pay a financial penalty.

THE PENALTY

The FSA gave the Firm a decision notice dated 1 March 2005 which notified the Firm that, pursuant
to section 206 of the Financial Services and Markets Act 2000 ("the Act"), the FSA had decided to
impose a financial penalty of £35,000 on the Firm in respect of: breaches of FSA Rules 3.1.1, 3.2.6,
3.2.20(1) in the part of the FSA's Handbook entitled Senior Management Arrangements, Systems and
Controls; Rules 2.6.1, 2.3.1 in the part of the FSA's Handbook entitled Training and Competence;
Rules 3.6.1(2), 3.7.1(1), 3.8.4(1), 3.8.8(1), 3.8.11, 3.8.15, 3.9.6(1), 3.9.15, 3.9.24 in the part of the
FSA's Handbook entitled Conduct of Business; and Principles 2, 3 and 7 of the FSA Principles for
Businesses.

Accordingly, for the reasons listed below and having agreed with the Firm the facts and matters relied
upon, the FSA imposes a financial penalty of £35,000 (the "Penalty") on the Firm.




1. REASONS FOR ACTION

1.1

1.2

1.3

The FSA has decided to impose the Penalty on the Firm in respect of breaches of the
FSA Rules and Principles in relation to the Firm's:

(M
(a)

(b)

(©)

(d)

(e)

failure to put in place appropriate systems and controls for:

establishing and maintaining effective systems and controls to ensure
compliance with the FSA rules on financial promotions;

identifying that three financial promotions ("the Promotions")
published in two national newspapers and a national publication in
February and March 2004 did not comply with various FSA Rules;

maintaining and conducting appropriate reviews of the internal
compliance manual;

ensuring adequate record-keeping in relation to the evidence
supporting any material factual statements made in the Promotions
and the Penny Share Focus Magazine ("the Magazine"); and

ensuring that Mr Scott Chapman ("the Compliance Officer"), a
director at the Firm and the person responsible for all aspects of the
systems and controls at the Firm, who had been assessed as
competent to oversee the FSA rules on financial promotions
maintained his competence.

(2) failure to issue Promotions that were clear, fair and not misleading.

The Firm's breaches are viewed as serious in view of the following particular factors:

Q)

2

3)

The contraventions posed a risk to retail consumers in that the Promotions
were unbalanced and had the potential to induce inexperienced investors
to subscribe to the Magazine, without understanding the risks of investing
in Penny Shares and small companies;

The absence of appropriate systems and controls to ensure that the
Compliance Officer was appropriately supervised and that he maintained
his competence in relation to the approval of financial promotions;

The Promotions falsely stated that the Firm used a "panel of financial
experts" and received "secret tip-offs".

The breaches resulted in the misleading Promotions being distributed to a large
number of consumers through the national press namely: The Sunday Telegraph on
15 February 2004 (Appendix 1) which has a circulation of approximately 696,000;
The Investors Chronicle on 20 February 2004 (Appendix 2) which has a circulation of
approximately 41,000; and The Mail on Sunday on 14 March 2004 (Appendix 3)
which has a circulation of approximately 2,382,000. The impact of the misleading
Promotions was however limited and as a result of these Promotions only 156 people
subscribed to the Magazine.




1.4

1.5

1.6

1.7

1.8

1.9

1.10

The FSA's General Approach to Financial Promotions

Financial promotions are defined in detail in the Act, the Financial Services and
Markets Act 2000 (Financial Promotion) Order 2001 No. 1335 ("The Financial
Promotion Order"), and in the FSA's Handbook. In essence, a financial promotion is
any communication made in the course of business, which invites or induces a person
to engage in investment activity. A penny share tipping service provides investment
advice, which constitutes an investment activity, and is therefore subject to the FSA's
regulation as set out in its handbook, and in particular in its sourcebooks Senior
Management Arrangements, Systems and Controls ("SYSC"); Training and
Competence ("T&C"); Conduct of Business ("COB"); and Principles for Businesses.
The Promotions issued by the Firm induced people to become subscribers to its
service or to act on recommendations made and therefore constituted financial
promotions.

In April 2002, the FSA issued the FSA's Regulatory Approach to Financial
Promotions ("the FSA's April 2002 Publication"). The FSA's April 2002 publication
made it clear that one of its key regulatory priorities was the enhancement of the
minimum standards for information given by firms to customers. The publication
stated that vigorous enforcement action would be taken in relation to serious breaches
and specifically warned against the following deficiencies:

(a) A lack of balance, with headline benefits emphasised without clear and fair
mention of material risks or drawbacks;

(b) Misleading claims, and the creation of unrealistic expectations; and
(© Key information hidden in small print.

While the FSA's April 2002 Publication does not constitute and is not treated by the
FSA as having the effect of formal guidance, it does contain detailed statements
regarding the FSA's expectations. This publication stressed the importance of
promoting a balanced picture.

The publication stated that a key aim is to help consumers get a fair deal, with a view
to ensuring that consumers' expectations are met. It highlighted the need to avoid
misleading claims, buried risk warnings and unrealistic past performance or headline
rates.

Further, the FSA made it clear that it regarded financial promotion as a priority issue
in both the 2002/3 and the 2003/4 FSA Plans and Budgets. In the Plan and Budget
2002/3, one of the FSA's key priorities for the year was to be the pursuit "of fair
treatment of consumers by enhancing the minimum standards for information given
by firms to customers.”" In the Plan and Budget 2003/4, the reduction of unclear and
misleading financial promotions was identified as a major work stream.

In the Plan and Budget 2004/5, the FSA again stated its focus on financial
promotions. This has lead to the creation of a new department within the FSA, with
greater resources and an ability to look at a wide range of issues.

Actions Taken by the Firm

The defects in the Firm's Promotions published in 2004 were identified not by the
Firm but by the FSA's Financial Promotion Monitoring Team ("FPMT") and/or by the




FSA's investigators during its investigation. However, following the identification of
the failings by the FSA, the Firm has:

o agreed not to approve any further financial promotions until the relevant
person, for the purpose of approving the issue of financial promotions, is
assessed as competent;

o sent a remedial letter to new subscribers offering a full refund and outlining
the FSA's concerns;

o been open and co-operative with the FSA during the investigation;

o quickly agreed the facts and actively sought to agree a basis on which
enforcement action could be concluded;

o agreed to review its systems and controls; and

o agreed that the relevant person, for the purpose of approving the issue of
financial promotions, will undertake an agreed training program in order to
update his knowledge regarding systems and controls and financial
promotions compliance issues.

In all the circumstances, the FSA has concluded that a penalty of £35,000 is
appropriate. Were it not for the matters referred to in paragraph 1.10, the penalty
imposed would have been higher.

RELEVANT STATUTORY PROVISIONS AND REGULATORY REQUIREMENTS

2.1

2.2

23

24

The statutory provisions and regulatory requirements breached are listed below,
relevant financial promotions background statutory provisions and regulatory
requirements are listed at Appendix 4.

The Act

Section 206 of the Act provides:

"If the Authority considers that an authorised person has contravened a requirement
imposed on him by or under this Act, it may impose on him a penalty, in respect of the
contravention, of such amount as it considers appropriate.”

Systems and Controls Rules - General Application, Compliance and Records

FSA Rule SYSC 3.1.1 requires that:

"4 firm must take reasonable care to establish and maintain such systems and
controls as are appropriate to its business."

FSA Rule SYSC 3.2.6 states that:

"A firm must take reasonable care to establish and maintain effective systems and
controls for compliance with applicable requirements and standards under the
regulatory system and .......




2.5

2.6

2.7

2.8

2.9

2.10

2.11

FSA Rule SYSC 3.2.20(1) provides that:

"4 firm must take reasonable care to make and retain adequate records of matters
and dealings (including accounting records) which are the subject of requirements
and standards under the regulatory system.”

Training and Competence - General Application

FSA Rule T&C 2.6.1 requires

"4 firm must have appropriate arrangements in place to ensure that an employee who
has been assessed as competent to engage in or oversee an activity maintains
competence."

FSA Rule T&C 2.3.1 provides

"If a firm's employees engage in or oversee an activity with or for private customers,
the firm must:

(1) at intervals appropriate to the circumstances, determine the training needs of
those employees and organise appropriate training to address these needs; and

(2) ensure that training is timely, planned, appropriately structured and evaluated"”
Conduct of Business Rules for Financial Promotions
FSA Rule COB 3.1.1 provides that:

"This chapter [Chapter 3] applies to every firm (other than ICVC) which
communicates or approves a financial promotion."

Rules about Procedures of Confirmation of Compliance and Record Keeping
FSA Rule COB 3.6.1 requires that:

"(1) Before a firm communicates or approves a non-real time financial promotion, it
must confirm that the promotion complies with the rules in this chapter [Chapter 3 of

COB]J.

"(2) A firm must arrange for this confirmation exercise in (1) to be carried out by an
individual or individuals with appropriate expertise."

FSA Rule COB 3.7.1(1) requires that:

"A firm must make an adequate record of each non-real time financial promotion
which it has confirmed as complying with the rules in this chapter [Chapter 3 of
COBJ."

Clear, fair and not misleading - General Application

FSA Rule COB 3.8.4(1) provides that:

"4 firm must be able to show that it has taken reasonable steps to ensure that a non-
real time financial promotion is clear, fair and not misleading."




2.12

2.13

2.14

2.15

Evidential Provisions

The relevant parts of COB 3.8.5(1) contain the evidential provisions applicable to this
rule and provides:

"A firm should take reasonable steps to ensure that, for a non-real time financial
promotion:

(b) any statement of fact, promise or prediction is clear, fair and not misleading
and discloses any relevant assumptions;

(d) the facts on which any comparison or contrast is made are verified, or,
alternatively, that relevant assumptions are disclosed and that the comparison or
contrast is presented in a fair and balanced way, which is not misleading and
includes all factors which are relevant to the comparison or contrast;

) the design, content or format does not disguise, obscure or diminish the
significance of any statement, warning or other matter which the financial promotion

is required by this chapter to contain;

(h) it does not omit any matters the omission of which causes the financial
promotion not to be clear, fair and not misleading; and

(i) the accuracy of all material statements of fact in it can be substantiated."
FSA COB 3.8.5(2) provides that:

"(a) Compliance with COB 3.8.5 E (1) may be relied on as tending to show
compliance with COB 3.8.4 R (1).

(b) Contravention of COB 3.8.5 E (1) may be relied on as tending to show
contravention of COB 3.8.4 R (1)."

General Requirements - General Application
FSA Rule COB 3.8.8(1) provides that:

"A specific non-real time financial promotion must include a fair and adequate
description of:

(a) the nature of the investment or service;
(c) the risks involved."

Past Performance - General Application
FSA Rule COB 3.8.11 provides as follows:

"A specific non-real time financial promotion which gives information about the past
performance of specified investments or of a_firm must include:

(1) suitable text:




2.16

2.17

2.18

2.19

(a) that is specifically designed as suitable for the type of financial promotion being
promoted and its target audience; and

(b) which draws attention to the fact that past performance will not necessarily be
repeated, and

(2) information relating to a relevant and sufficient period of past performance to
provide a fair and balanced indication of the performance."

FSA Rule COB 3.8.15 provides that:

"Information about past performance in a specific non-real time financial promotion
must not be presented in such a manner as to suggest that it constitutes a projection
illustrating the possible future value of an investment contract or fund; "

Direct Offer Financial Promotions: General Requirements

FSA Rule COB 3.9.6 provides that:

(1) a direct offer financial promotion must contain sufficient information to enable a
person to make an informed assessment of the investment or service to which it
relates.

Investments Which Can Fluctuate in Value

FSA Rule COB 3.9.15 provides that:

(1) "4 direct offer financial promotion relating to an investment which can
fluctuate in value, or which offers income distributions which can fluctuate, must
make clear in terms which are likely to be understood by the kind of recipient to
whom the financial promotion is communicated.

(2) The explanation given in conformity with (1) must be set out with due
prominence and in a print size no smaller than that used in the main text of the
financial promotion."

Penny Shares

The FSA's Glossary of definitions defines a Penny Share as:

"a readily realisable security in relation to which the bid-offer spread is 10 per cent
or more of the offer price, but not:

(a) a government and public security; or

(b) a share in a company quoted on The Financial Times Stock Exchange 100 Index;
or

(c) a security issued by a company which, at the time that the firm deals or
recommends to the client to deal in the investment, has a market capitalisation of
£100 million or more (or its equivalent in any other currency at the relevant time)."




2.20

2.21

2.22

2.23

FSA Rule COB 3.9.24 requires that:

"If an indication of the price of a particular penny share is included in a direct offer
financial promotion, the bid-offer spread must also be included (based on the best
price available in the relevant market at the time for transactions of the largest bid or
offer price of that share)."”

FSA Principles - General Application

FSA Principle 2 states that a firm must conduct its business with due skill, care and
diligence.

FSA Principle 3 states that a firm must take reasonable care to organise and control
its affairs responsibly and effectively, with adequate risk management systems.

FSA Principle 7 states that a firm must communicate with its clients in a way that is
clear, fair and not misleading.

BACKGROUND

3.1

3.2

3.3

34

3.5

3.6

Background to the Firm

The Firm was incorporated on 22 July 1991 and is a wholly owned subsidiary of
Highbury House Communications PLC. ("Highbury House"), which is a leading
international print and online publisher of over 200 consumer, business to business
and client magazines. Highbury House, as the Firm's parent company has ultimate
responsibility for the oversight of the Firm, its functions and staff. Highbury House
staff also provides administrative and printing services to the Firm.

The Firm has traded under the name of Highbury Financial Services since 5 July
2002. The Firm's registered office is at The Publishing House, 1-3 Highbury Station
Road, London N1 1SE. The Firm's trading address is The Queens Head, Rede Road,
Hawkedon, Bury St. Edmunds, Suffolk, IP29 4NN.

The Firm is the only authorised entity within the Highbury House Group and holds
the following permissions under Part IV of the Act to undertake the following
regulated activities:

Advising (ex Pension Transfers/Opt Outs); and
Agreeing to carry on a regulated activity.

The Firm has been authorised by the FSA since 1 December 2002 and was previously
regulated by the Personal Investment Authority ("PIA") from 20 February 1995.

The Compliance Officer, who is also a Director of the Firm, did not work on any
other magazine produced by Highbury House. He is registered as an approved person
with the Firm for the following five controlled functions: CF1 Director; CF8
Apportionment and Oversight; CF10 Compliance Oversight; CF11 Money
Laundering Reporting; and CF21 Investment Adviser.

The Firm's only activity is the publication of the Magazine, which is a share tipping
service to its subscribers. It does not arrange deals for subscribers or provide
individual advice services.




3.7

3.8

3.9

3.10

3.11

The production and control of the Magazine is undertaken by the Compliance Officer.
He conducts office-based research, provides the analytical input and writes the
Magazine. He is also responsible for drafting, editing and approving financial
promotions for the Firm, as well as updating the Firm's Compliance Manual and
procedures.

The Firm's 2004 Financial Promotions

In the first quarter of 2004 the Firm placed the Promotions entitled "The 25 Shares
most likely to DOUBLE in 2004!" to advertise the Magazine. Two were the same
promotion and were placed in The Sunday Telegraph on 15 February 2004 (Appendix
1) and The Investors Chronicle on 20 February 2004 (Appendix 2). The third
promotion was a slightly amended version of the previous promotion and was placed
in The Mail on Sunday on 14 March 2004 (Appendix 3).

The Promotions offer subscription to the Magazine, which is a share tipping
magazine. Subscribers pay £59.50 per annum, which is the Firm's only source of
revenue from the Magazine, it also earns a small fee for distributing non related
advertisement flyers, with its Magazine.

The Promotions offered a one year introductory price of £19.95 to all of the Firm's
subscribers who returned the coupon within 10 days of the Promotion being placed.
It also offered to refund the subscription in full, after 12 months, if the subscribers
were in any way dissatisfied with the performance of the Firm's 25 Shares Most
Likely to Double in 2004".

The Firm attracted 156 subscribers as a result of the Promotions.

CONTRAVENTION OF RELEVANT STATUTORY PROVISIONS AND
REGULATORY REQUIREMENTS

4.1

4.2

The proposed penalty is to be imposed pursuant to section 206 of the Act in respect of
breaches of the FSA Rules and Principles. Details of the breaches are set out below.

Systems and Controls

By virtue of FSA Rules SYSC 3.1.1, SYSC 3.2.6, SYSC 3.2.20, T&C 2.6.1, T&C
2.3.1 and COB 3.6.1 the Firm was required to take reasonable care to establish
appropriate systems and controls to comply with regulatory requirements for:

(a) ensuring compliance with the FSA rules on financial promotions;

(b) identifying that the Promotions did not comply with various FSA Rules;

(©) maintaining and conducting appropriate reviews of the internal Compliance
Manual;
(d) ensuring adequate record-keeping in relation to the evidence supporting any

material factual statements made in the Promotions and the Magazine; and

(e) ensuring that the Compliance Officer, who had been assessed as competent to
oversee the FSA rules on financial promotions maintained his competence by
receiving appropriate training.
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4.4

4.5

4.6

4.7

4.8

4.9

4.10

4.11

The Firm did not establish and maintain effective systems and controls to ensure
compliance with the FSA Rules on financial promotions. The Firm did have a
Compliance Manual, which was maintained by the Compliance Officer. The
Compliance Officer said in interview that the Compliance Manual was written when
PIA changed to the FSA in 1998 and it has not changed substantially since then.

The Firm's Compliance Manual for financial promotions is a summary of the relevant
COB 3 rules. It lacks information in relation to the action that the Firm should take to
adhere to the rules. The Compliance Officer drafted and approved the Promotions in
2004. After the FSA made him aware that it believed that the Promotions breached
the financial promotion COB rules, he acknowledged that this was the case. These
breaches occurred even though the Firm's Compliance Manual included references to
the fact that financial promotions should be clear, fair and not misleading; risk
warning explanations should not be in very small print and at the end; and Penny
Share advertisements should show the bid offer spread.

The Firm did not retain any documentation in relation to the evidence supporting any
material factual statements made in the Promotions or the Magazine.

The FSA believe that the circumstances described above illustrate the Firm's weak
compliance procedures as the Compliance Manual was outdated. Although references
to the financial promotion rules were included in the Firm's Compliance Manual,
these were not acted upon.

The Firm's Training and Competence Procedures

The Compliance Officer passed his Financial Planning Certificates exam in 1997 and
attended the FSA's "Regulatory Process Overview" course in March 2002.

The Firm did not provide or organise any formalised training, rather the Compliance
Officer self assessed his own training needs. This fell short of the expected regulatory
standard of training as it failed to be timely, planned, appropriately structured and
evaluated.

The Compliance Manual states the research and publication of the Magazine will
keep the Investment Adviser's technical knowledge up to date and keep him
conversant with any changes in the market. However, such procedure fails to comply
with the FSA's requirement set out in T&C 2.3.1 and falls short of the proper
regulatory standard. The training failed to be organised and appropriately structured
and did not ensure that changes in the markets, products, legislation and regulation
are taken into account.

Consequently, by virtue of FSA Rule T&C 2.6.1 and T&C 2.3.1, the Firm failed to
have appropriate arrangements in place to ensure that an employee who had been
assessed as competent to approve financial promotions maintained his competence.
The FSA regards the Firm's Compliance Manual as insufficient, as it did not ensure
that the Compliance Officer was sufficiently trained about regulatory developments
and requirements.

Conduct of Business Rules for Financial Promotions
A firm must be able to show that it has taken reasonable steps to ensure that a non-

real time financial promotion is clear, fair and not misleading to satisfy the FSA's
financial promotion COB rules. The Firm, however, issued the Promotions in The

10



4.12

4.13

4.14

4.15

Sunday Telegraph on 15 February 2004; The Investors Chronicle on 20 February
2004; and The Mail on Sunday on 14 March 2004, which were not clear, fair and not
misleading and acted in breach of COB 3.8.4(1).

The headlines of the Promotions

The Promotion's title and some text contained misleading claims, created an
unrealistic expectation and were not balanced. The headline benefits were
emphasised without clear and fair mention of material risks and drawbacks of
investing in shares generally and Penny Shares in particular.

The title on the Promotions was "The 25 Shares most likely to DOUBLE in 2004!".
The first line of the advertisement then stated "Our panel of financial experts has
recently compiled its portfolio of The 25 Shares most likely to DOUBLE in 2004".
Whilst an outside source was consulted, no panel existed and the list of 25 Shares
was compiled by the Compliance Officer.

The unbalanced text of the Promotions -

The Promotions were not balanced and created an unrealistic expectation of the
service by the use of the following statements in the Promotions:

(1)  "With positive sentiment finally established this is almost certainly the time to
buy smaller company shares."

(2)  "There are plenty of solid, profitable, low-geared and tightly-managed growing
smaller companies, many at depressed prices, which are sure to surge in value
once the recovery gains momentum."

(3)  "Penny Shares repeatedly top the list of these opportunities, a fact well known
to our readers —you only have to look at the tables opposite for proof!"

(4)  "When this happens the biggest profits in any economic cycle are made,
however, if you're to benefit, you need to invest now, before the best bargains
are taken!"

(5)  "Now is the Right Time to Invest in Penny Shares".

(6) "...it is possible for YOU to achieve incredible profits from the stock market.
Why? Because it's so much easier for a small company with drive to double in
value than it is for a large, unwieldy conglomerate."

(7)  "Here's your opportunity to get in on the ground floor of investments that we
believe look set to rocket in value".

The statements above accentuated the benefits of investing in Penny Shares, which
are being recommended in the Firm's Magazine. However, the Firm did not retain
any documentation in relation to the evidence supporting any material factual
statements made in the Promotions regarding the potential benefits and the claimed
substantial profits which Penny Shares are likely to achieve.

11



4.16

4.17

4.18

4.19

4.20

4.21

Misleading indications

The Promotions used words that suggest that the Firm had information above and
beyond that available to the public:

(D "It contains the comprehensive, cutting edge inside information normally only
available to City professionals. And it could help you make the amounts of
money you always dreamed of!"; and

2) "Breaking news, company visits, exhaustive research and expert analysis,
including details of when shares have been traded by directors in their own
companies, all combined with perfectly legal, but secret 'tip-offs’ from 'inside’
the City sources deliver the hottest, most profitable tips in the market-time
and time again. With a host of 'well-placed’ contacts from the trading floor to
the boardroom".

The Firm confirmed that the information used was publicly available information but
that this information was not readily available to the average person. The Firm also
confirmed that they did not receive "secret 'tip-offs"'. or undertake any company
visits. The Firm accepted, when the FSA first wrote to the Firm, that because of the
technical connotations of "inside information", it could be misleading to use and
offered to change it.. The above statements do not contain sufficient information to
enable subscribers to make an informed assessment of the service the Firm provides
in contravention of COB 3.9.6(1).

The above statements also contain false indications in contradiction to evidential
provision 3.8.5(1)(e) about the Firm's resources and its scale of activities as it claims
to obtain valuable non-public company information from 'well-placed' contacts within
the companies. However, this is in contrast to financial information actually available
to the Firm, which was neither obtained from the claimed sources nor was it
information which was not publicly available.

Misleading tables

The Promotions contained tables of shares, which contained misleading and
unbalanced information. The tables were misleading in that prices of the featured
shares referred to the recommended mid point prices against the highest mid point
prices since recommendation. None of the Penny Share prices included the bid-offer
spread in contravention of COB 3.9.24. The calculated percentage gain figures based
on the difference of both prices are misleading as they take no account of the spread
of each price, which is at least 10% of the price of each Penny Share and which may
substantially decrease the calculated gain of each Penny Share.

The selected Penny Share prices taken were the highest price since recommendation
and did not state when the highest price was reached. It did not take into account the
current price of the shares many of which were lower. In using this price point, the
tables presented a misleading impression to potential clients. The Firm accepts that
the table could have been clearer.

The Promotions further failed to mention that the portfolio of shares referred to in the
tables is actually a 'virtual' portfolio as no shares are actually held by the Firm.

12



4.22

4.23

4.24

4.25

4.26

4.27

4.28

Risk warning

The substantial profit claims are in stark contrast to the small printed risk warnings at
the bottom of the Promotions which does not make it sufficiently clear that Penny
Shares are high risk investments. The Firm accepts that the risk warnings were not
sufficiently clear or prominent. This is in breach of COB 3.8.8.

The Promotions had key information that was contained in small print, at the foot of
the advertisement, which diminished the significance of the risk warnings. In fact all
the risk warnings were in small print at the foot of the Promotions. As the Penny
Shares are investments which fluctuate in value, the respective risk warning was not
set out with due prominence and in a print size no smaller than that used in the main
text of the financial promotion in contravention of COB 3.9.15.

The Promotions stated "Just take a look at the performance of our most recent
portfolios - 'The 25 Shares for 2002’ and 'The 25 Shares for 2003', which we
recommended at the beginning of each respective year. We think you'll agree that the
figures speak for themselves!" This text implies that the value of the portfolio has
risen. However, the Promotions did not contain suitable text which draws attention to
the fact that past performance will not necessarily be repeated in breach of COB
3.8.11 as the risk warning contained in the Promotions was in small print at the
bottom of each promotion.

Records of the approval of the Promotions

The Firm approved the 2004 Promotions in the following manner "Historical copies
of advertisements are sent to [The Compliance Olfficer].... for his comments and
approval. [The Compliance Officer] updates the advert and checks the accuracy of
the financial information using the Financial Times and a database called ADVFN.
The advertisements are then initialled and dated by [the Compliance Officer] and
copies are kept on the advertisement file and compliance file."

The Firm did not retain any documentation in relation to evidence supporting any
material factual statements made in the Promotions in breach of COB 3.7.1.
Additionally, the Firm did not retain any records evidencing the source of amended
figures in the tables in the Promotions.

For the reasons set out in paragraphs 4.11 to 4.26 above the Firm's three Promotions
breached the following financial promotions COB Rules 3.6.1(2), 3.7.1(1),3.8.4(1),
3.8.8(1),3.8.11, 3.8.15, 3.9.6(1), 3.9.15 and, 3.9.24.

Breach of FSA Principles

By virtue of FSA Principles 2, 3, and 7 the Firm was required to conduct its business
with due care, skill and diligence, take reasonable care to organise and control its
affairs responsibly and effectively with adequate risk management systems and
communicate with its clients in a way that was clear, fair and not misleading:

1 The Firm failed to pay due regard to the information needs of its clients in
that it published financial promotions, which were not clear, fair and not
misleading. Consequently, the Firm acted in breach of Principle 7.

2) The Firm has failed to exercise due skill, care and diligence; and to organise
and control its internal affairs in a responsible manner. It failed to ensure that

13



arrangements were in place to ensure that there were appropriate review and
approval procedures to ensure that misleading and unfair advertisements were
not issued. The existing compliance systems and the internal Compliance
Manual were not effective nor were they put into practice. Consequently, the
Firm acted in breach of Principle 2, 3 and 7.

RELEVANT GUIDANCE ON SANCTION

5.1

5.2

53

5.4

5.5

5.6

5.7

5.8

The FSA's policy on the imposition of financial penalties is set out in Chapter 13 of
the Enforcement Manual, which forms part of the FSA Handbook ("ENF"). The
principal purpose of a financial penalty is to promote high standards of regulatory
conduct by deterring firms who have breached regulatory requirements from
committing further contraventions, helping to deter other firms from committing
contraventions and demonstrating generally to firms the benefits of compliant
behaviour.

It must be made clear to regulated firms that failure to issue financial promotions that
are clear, fair and not misleading represents misconduct, which may lead to
disciplinary measures being taken. This should act as a deterrent to other firms and
help to ensure that regulatory standards are upheld. Financial promotions are, as set
out above, an area which the FSA has, since April 2002, repeatedly said is a priority.
It is critical that firms, in all sectors of the market, understand the importance the FSA
places on such communications to potential consumers.

It is stated at ENF 13.3.4 that the criteria listed in the manual are not exhaustive and
all relevant circumstances of the case will be taken into consideration.

In determining whether a financial penalty is appropriate, and its level, the FSA
considers all the relevant circumstances of the case. The FSA considers the following
factors to be particularly relevant in this case.

The Seriousness of the Misconduct or Contravention.

The level of financial penalty must be proportionate to the nature and seriousness of
the contravention.

The Firm did not operate effective systems and controls and compliance procedures
to identify or prevent the rule breaches. The Firm did not identify that the Promotions
were misleading and featured numerous material breaches of FSA Rules relating to
financial promotions. The Promotions were issued to the general public despite the
considerable material issued by the FSA highlighting the importance of financial
promotions and setting out the regulatory approach to this area. The Compliance
Officer said in interview that he was not aware of the FSA's April 2002 publication
which made clear that one of the FSA's key regulatory priorities was the enhancement
of the minimum standards for information given by firms to customers.

However, the impact of the Promotions can be balanced against the purpose of the
Promotions. The Promotions were to encourage people to subscribe to the Magazine
which gave advice on investing in Penny Shares.

Conduct Following the Contravention

The defects in the Promotions were identified not by the Firm but by the FSA's
Financial Promotion Monitoring Team ("FPMT") and/or by the FSA's investigators
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during its investigation. However, following the identification of the failings by the
FSA, the Firm has:

agreed not to approve any further financial promotions until the relevant person,
for the purpose of approving the issue of financial promotions, is assessed as

competent; and

sent a remedial letter to new subscribers offering a full refund and outlining the
FSA's concerns.

been open and co-operative with the FSA during the investigation;

quickly agreed the facts and actively sought to agree a basis on which
enforcement action could be concluded;

agreed to review its systems and controls; and

agreed that the relevant person, for the purpose of approving the issue of financial
promotions, will undertake an agreed training program in order to update his
knowledge regarding systems and controls and financial promotions compliance

issues.

Disciplinary Record and Compliance History

5.9 The Firm has not been subject to any previous enforcement action.
Impact of the Financial Promotions

5.10  Although the Promotions had a wide circulation, in fact the number of subscribers as
a result of the Promotions was 156, therefore the actual impact on the market was
low.
Previous Action by the FSA in Relation to Similar Failings

5.11 The FSA has in the past, taken action against firms for advertising/financial
promotions failings. This action has included the imposition of financial penalties.
The FSA has taken these penalties into account in deciding the level of penalty.

IMPORTANT NOTICES

6.1 The Final Notice is given to the Firm in accordance with section 390 of the Act.
Manner of payment

6.2 The Penalty must be paid to the FSA in full.
Time for payment

6.3 The Penalty must be paid to the FSA no later than 17 March 2005, being not less than

14 days beginning with the date on which this Notice is given to the Firm.
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6.4

6.5

6.6

6.7

6.8

If the Penalty is not paid

If all or any of the Penalty is outstanding on 18 March 2005, the FSA may recover the
outstanding amount as a debt owed by the Firm and due to the FSA.

Publicity

Sections 391(4), 391(6) and 391(7) of the Act apply to the publication of information
about the matter to which this Notice relates. Under these provisions, the FSA must
publish such information about the matter to which this Notice relates as it considers
appropriate. The information may be published in such a manner as the FSA
considers appropriate. However, the FSA may not publish information if such
publication would, in the opinion of the FSA, be unfair to the Firm or prejudicial to
the interests of consumers.

FSA intends to publish such information about the matter to which this Final Notice
relates as it considers appropriate.

Third Party Rights

The FSA has given a copy of this Notice to Highbury House and the Compliance
Officer.

FSA contacts

For more information concerning this matter generally, you should contact John Tutt
or Rhian Nunan at the FSA (direct lines: 020 7066 1240 / 020 7066 0108).

Alison Wheeler

Manager - Retail Selling
FSA Enforcement Division
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SPECIAL OI‘TER

Our panel of financial experts has
recently compiled its portfolio of

"“The 25 ‘Penny Shares’ Most Likely

to Double in 2004".

Share prices started to recover in the
second half of last year and many
commentators and market prof-
essionals alike believe the stock market
looks set to enjoy further strong
recovery this year. With positive
sentiment finally re-established this is
almeost certainly the time to buy
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The 25 Sh

APPENDIX 2

t likely

SPECIAL OFFER

dreS MmMos

to DOUBLE in 2004!

Our panel of financial experts has
recently compiled its portfolio of
""The 25 ‘Penny Shares” Most Likely to
Double in 2004".

Share prices started to recover in the
second half of last year and many
commentators and market professionals
alike believe the stock market looks set to
enjoy further strong recovery this year.
With positive sentiment finally re-
established this is almost certainly the
time to buy smaller company shares.

And the major reason? As the shrewd investor knows
the recent bear market shook everyone's confidence.
Investors overseld stock driving share prices incredibly
low whilst compuany executives were forced to focus
more intently on their businesses. Costs were reduced
and strategies created to leave the companies better
positioned for the inevitable recovery.

This is now underway with confidence returning and

share prices starting to rise. However, there are bargain
opportunities for the astute investor, There are plenty of
solid, profitable, low-geared and tightly-managed growing
smaller companies, many at depressed prices, which are
sure 1o surge in value once the recovery gains momentum,

The simple fact is that in spite of periodic short-term
falls, over the longer-term the stock market has always
provided excellent profits for investors giving far
superior returns to gilts, bonds, interest on cash deposits
and even art as investments. Penny Shares repeatedly
top the list of these opportunities, a fact well known to
our readers — you only have to look at the tables
opposite for proof!

With low rates and concerns over the housing
market starting to emerge even the most cautious
investors have started to return to the stock market.
When this happens the biggest profits in any economic
cycle are made, however, if you're to benefit, you need
to invest now, before the best bargains are taken!

Now is the Right Time to
Invest in Penny Shares

As any successful investor will tell you, by investing
at an early stage in high quality growing companies, it is
possible for YOU to achieve incredible profits from the
stock market. Why? Because it’s so much easier for a
small company with drive to double in value than it is
for a large, unwieldy conglomerate.

In a small enterprise directors and senior managers
frequently have large personal share-holdings in the
business, often morigaged against property or
possessions. As a result they suffer or gain directly,
which motivates them more intensely towards survival
and expansion,

The Winning Strategy

Penny Share Focus is one of the UK's leading
guides to the dynamic, high performance world of
Penny Shares. .. shares which cost from just a few pence
each, yet which offer spectacular performance potential.
It contains the comprehensive, cutting edge inside
information normally only available to City
professionals. And it could help you make the amounts
of money you always dreamed of!

Penny Share Focus specialises in putting its
investors ahead with every issue. Breaking news,
company visits, exhaustive research and expert analysis,
including details of when shares have been traded by
directors in their own companies, all combined with
perfectly legal, but secret ‘tip-offs’, from ‘inside’ City
sources deliver the hottest, most profitable tips in the
market — time and time again. With a host of ‘well-
placed’ contacts from the trading floor to the
boardroom—no stone is left untumed, no lead untapped,

Here’s your opportunity to get in on the ground floor
of investments that we believe look set to rocket in value!

PLEASE NO CHEQUES OR CRE
ORGANISATIONS, IF YOU PRI NOT TO RECEIVE SUCH OFFER!
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¢hern you by shares In cerdain smaller companies include

4
Trmzng, money
The price may change quickly and may go

Portfolic of 25 Shares for 2003 So, What’s The Secret?
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The Wigmore Gi 2.75 3.50p 27% eI ] [
Fitst Aftist Corporation ¥75h  o30n ft Penny Share Focus and the inside information it
Private & Commercial Finance 67.50p GE.50p 14 | contains is only m"alla,b]e’ to registered subscribers. You
Theo Fenacll 37.50p 37.50p 0% | cannot buy it on the high street.
1 Price adjusted for 1001 thare comsolidation
Portfolio of 25 Shares for 2002 Here's your opportunity to join those people who are
1] Ganof y76% <3 Gaing of 100%+ already reaping the rewards of this invaluable information
i + - Tot 5 are® o CTiDt
+ Avarage High Since Recommendation +19% by accepting our offer of your first years subscription to
Lﬁ:.‘;.";ﬂ”ﬁ i OS;r\[cDe’ scnange | Penny Share Focus for only £19.95 (normally £59.50).
Oxus Mining 10.50p 92.00p +776% | That's a massive 66% saving...and with 12 information
Trio Holdings 11.75p 28.75p +145% | packed issues, backed by our Money-Back Pledge, it
Trafficmaster 49.00p  111.00p +127% | could be the smartest £19.95 you've ever spent! Act now
;;'l?(:c"mému :; 2([;9 ‘;"::;gl’ +:;‘;_" — this is a strictly time-limited offer. If you want to enter
BratfagaE 36300 62000 Ta0m | the world of inside information on the spectacular growth
Radamee Group :33-001! 52.00p L5ETH polenlia]_ of Penny Shares, you must return the coupon
ivate & Commercial Finance G000 0.50p below within 10 days!
Parkwood Holdings 54.00p  77.50p
o i o 2o poe MONEY-BACK PLEDGE
Southern Vectis 10.50p 46:551'} Because we're sure of our ability to pick the best performing
Reversus (formerly TransEda) 26.00p 33.00p penny shares in the market, we're willing to pledge that if, after 12
Planit Holdings 51.50p 63.50p months, you are in any way dissatisfied with the performance of
UCllIL‘Iﬂ_ Electronics 91.00p  109.00p our ‘25 Shares Most Likely to Double in 2004° we'll refund your
Euliy Eleoion 80.00p 95.00p membership in fill, straight away and without argument,
Oasis Healtheare 43.50p 50.50p +16% s e
Charion' (@ 30N.00p  345.0Kp +15% Could anything be fairer:
mmi2 #2.75p 94.75p & 155
Anite Group 159.50p  180.50p +13% | The tables on the left show the highs since recommendation; further
Carac Group 53.50p 59.50p +11% | purchases and/or sales may have been advised. Please nole that a
Synstar 74.00p H2.00p number of companies have since been taken over or split.
Theratase F0.50p 75.00p +6% . i .
Urbium® i1 750.00p  THE.00p +5% Regulated by the Financial Services Authority
2 5
s I ol s i -gﬂl’ ﬁz‘,"gg 3% | © Penny Share Focus 2004, Published by Highbury Financial Services
S i A - = Lul., Registered in England 2631522 Registered Office: The Publishing
hence 26 shares), price adjusted for 4061 shars consoldation House, 1-3 Highbury Station Road, London N1 15E

T CARDS, LETS KEEP ADMINI STRJ\'I"[ON T0 A M

uqé Perin:
down as well as up. It may be rr|m1rm‘AII or realis

{ SPECIAL OFFER |__ e

§ Complere this form and return to:Penny Share |C-"02f04]
p Focus, 8 Barthalomew’s Walk, Ely, Cambridgeshire, CB7 4713, Your Name:_
1 DYES1 Flease start my subseription to Penny Share Focus at the special inmo- A ddress: T
¥ dusctary rate of £19.95 (olficial publishers price £59 500, At the end of the first year my 1
I sutecription will continue o be rencwed at the official publishers price unless T decide ]
¥ otherwise. | understiand T am fully covered by vour Money Back Pladge amd that vou 1
1 will despatch my welcome pack within 14 days of receiving this coupon. Posteode: 1
I 1
1 'l 'OUR BAN 1 L T4 - D D DIRECT |
i NSTRUCTION TO YOUR BANK OR BUILDING SOCIETY TO PAY DIRECT DEBITS Debit |
: Criginators Identification Number :
: 1 Name & full address of your Bank er Building Society branch I ?—| 6 | 8 ‘ 0[9 | 1 [ :
: e Kanagers bl e oo 5 Reference Number (oftice we uls) :
! % I 1
] | Address — I
lape-n __  Postcode_ L 6 Instructions to your Bank or Building Society |
1 Please pay Chartsearch Financial Services Lud, Direct Diehits from the 1
: wccount detailed on thi ction subject 10 the = rels él_‘-!iuﬂ.‘d I
by the Direet Debit G 1 1
I 2 Name(s) of Account holder(s) remain with Chartse Fi |
1 | be passed electronically 10 u\) Bank/Building society. 1
: Signature(s). :
: 3 Branch Sor Code 4 Bank or Building Society !
] (Fven the g vighe harad cxrmer of your chege) Account Number Date :
| | | I ‘ ]
1 Backs and Buildig Societies may nat ol Diroct Debit Tnsructions for saime fypes of acert.
L el L 4
P - e m s —--- - - =y
1 This Guaranitee s~|'|uuld hc d{uuhcd and retwined by the payer
1 The Direct Debit Guarantee

1" This puarantee is dfered by all Banks and Buikling Socictics hal take part in the Dueet Debit

puid e the payment éates change Chansearch Fieancial Serviees Luf wall rotify you 10 warking days in 2

e by (h.u-munl—.nn-rul Services Lad, of your Bank or Builéng § 1y, you are pusranteed & full s |||,||n]|g,._ el 1,....1 ¥t

ret Dchit 4 ny time b T wriling Io yaur Bank or Bailding sociery, Plcase alse senad & copy af the letter so us.

- - -
UM FOR THIS SPECIAL OF WE HOPE TO BE ARLE TO OFFER YOU A VARIETY OF FURTHER INTERESTING OPFORTUNITIES FROM REPUTABLE

0 DEPT. CDM. 8 BARTHOLOMEW S WALK, ELY, CAMBRIDGESHIRE, CBT 420

exclude dealing, cost and dividend payments. Shares can go down as well as up in value and you may not get back the full amount invested, You can run an extra risk of

a big difference between the g ice and the selling price of these shares. 1f you sell them immediately you may get back much Jess than what you paid for ther,

our investrment and obtain relial 1c|ﬂrnrm.\lion about its value or the extent of the risks to which it is exposed “The pastis not necessarily a guide to future '|\err¢rmam.L

. Thesfickocy and securty of the sheme s

m_fuN.uN by yuur own hark E I)
otherw 4

DIRECT
Debit




THE MAIL ON SUNDAY 14/03/2004 APPENDIX 3

T ares most likely
BLE in 2004

{0

Our panel of financiul experts has recently campiled its Peniv Shars Foces cemitaing the ;nmpr\:h:nsir:.u\rl'\'m_::{i"' nsids
portfeliv of “The 23 ‘Penny Shares’ Most Likely w informouon soonsliv ealy avwlable o City prolessonals, mcluding
Duouble in 20047, . O

ewve, sxhizuguvs rzsemci and sapert analysis iogeher with
i R detmi dates by dives s 1 thas I

Share prices started to recover in the secand half of bast vear f:ugs_a: share Hares Y d_“-j“"" i dheir own "TJT:D:::]r:: ﬂT]E [I.s.

and many commentators and market prof-essionals alike beijigve  S0PIIIES WLk penzouy lzual b se [EREREIET [;ru
the stuck market Jooks set th enjuy further strong recovery this souirtss deliver e Blolizst, miost pranis maiksl -t

i i : o angl = e et o cn = ng
year. With positive sentiment finally re-estahlished this is almast J_I.IuI l.JlT‘l_ .J"_IH\. Wt o iast of “wetl-placed” cm: Ttk lliuln iI]al :mc! 1
r_r_rminl_\- lhe tinmie o bu? smialler cumpany shares. Hoor ta the Dorrmmam—ng stons 16 el umunsed, no fewl o Spped.
And he major repson? AS the Portialle at 25 Shares tor 2603 S What's The Seeret”
shrewd savesion kaows the reca bear = '95”' ol :vlo o -:;_;ms I1023 - = : "
i i s A ta migart £ =19 Gawns of 100%- = Gans ot 27 e Nee o pick the niein Penny
inivket speck evervone’s Zanlidence. < B ag e sigh S ReE e AT Al e AT 2 I SC‘-lI tisioy < ¥
favestons oversold sloek doving shie fares, Duy them ot the right mime. ai e

Tvenmm G e St T Ufieeys

prices ingredibly low whilst company B pacm () M b prics and then w cell them 3t the

executves were larced o focus mons | P Toemminia Jalmp 4 very lop al the mark A ties as wiie =ie
intznly en el businesses. Custs were cy Gihrams Grawp 15 Tap Penay Stz Foeny can iielp you make
roduczd and s1.r:;u::_‘i:s ciealed wh lenve ::‘5 Ul'“til::' 4IIUJ|> .:l.’ll I?<||| [ u'_'l'lJcL':sll‘.lns_
- compames better positioned for the | 2o L =ANAp e ISP NP -Chun—
) P Cetis lnsmatinal HTRE Just ke 3 luok m Ui poinmante
eviLibie recovery. Muwieail Silutions 750 al ow mos jetzit pondolio — T 235
This is now wndeny wilh {é"“““"“ ""u“"l"L'j:_'"i'-"' o E.. L-Eh. ci; fur 2003 w:| Hi J.-‘-Jl,'lu 2y
fi ; e ek shi - Sl el Rl that the Digures spetl lor themsely
cuu.r!dcnc: retuming and ,'h'“c pru._cs iy H b 10 TRS G = b A
siting 10 s '.‘['\w,_\-'c.. there s | preyor L TR 350 iy We're rishily proud  of our
i apparniics: for [I‘.c_ ; ASHIR. Hisidlivge h24p lependenes wiuld pu record af
|||-\.-cs|or. Thiere are Icnl)' D‘-_sDIKI, Cunra Ba:-i\-l.au Z-‘I_n;p shucing such sac
pohble, .=|:d and  tighlys | Sweting Soergy Taaip

wers. Lniiie 11 iy >||x,.-b|ﬂ,.- 1. who
std accased ai p prvale clents
TR R TV A B [ S
it we have el i3
exvept, U s wewn rencwed
mesnkerihip - which you won't Kezp up
v o

SPLECIAL OFFER

Py Shae Focus and the
slonnian iF contans 15 only svilable
os huy

I:I:JI‘I']:IJIIC'.
inany i deprested pces, wlach are
su1e 10 supe in valus wice she recovery
ERINS MG,

Al Giiwagi
Aukant Cooap

The siniple fact s that i spite of
peneklic shortterm fulls, over (e

Tangar- izt ths 5100k maket [ e Godiiap
pravided zxecilent profis for invesois | Fus Ans Copocaom
ervang Lar supe 1O =g o alis, PETRTITA £ M AT
and musrest on cash depasais, Penny | Theo B
Shaes sepeaiedly top the list of thesz | )P sted e el s ol

cpponuites, 3 lact well Known 1o oue

I.\"a.dcu Ly _Ln'.ly.ll:!\_-;: R S Here's yoswr vppantuniy W o those
tablspppesic bar proet: fenping the tewatds of Uiy nviiealle o
MNow is the Righi Time to al your firss yeurs' sul;s;rnpuc-u o Peany S
ety Pen 2 : tucwrnally L3950 5o muwshive G605
Investin Penay Shaces ot packed issees, backed by o
™ As any successhul wvestor will el! vou, hy tvesting 3t an cardy  be the simantest £19093 you've cver spentt At now - s 15 a seicely
A in high quality growing companics. it is possible for YOU @ ume-liniced odfer 1 you want 10 enter the warld of inside information
hieve mcredible prafits fiom the stock markel, Why? Docause iCs 50 o the gpeciaenia erowth poteniiad of Penny Sharcs, you mustrcwm the
el ensier for a soall company with dive w double i value than s coupon below witlin 10 days!
15 for o large, unwicldy conglomernie P
.

i Hestiharns
abways | Tie:

Comnmre
niclh

o oare slready
¥ accepring ol offer
e Focos for oniy £19.95
and with |2
pe, ioonld

oo i rudated iy the Financil Seevices Avthority

B small enterpise direciors and senior ianaeers (requently bave g '

Shge persoinal shase-hioldings in the bugness, often meagaged
propeny oF possessions, As a vesuls they sulfer o suin dioecty, which
asolivatzs them more intznsely wwnds servival and capansion,

MONEF-BACK PLEDGE

e aabieliy me ek ), ey adaerdan the

(Ire F

The ‘Ninning Sll‘ﬁ[[_"_:}’ e iliag dn gelveie dier r,r_.lr.l’:r_a' 12 i
iz ditwvannadicd wyile e geefoomgee of a3

Pouny Share Foces 15 one of the UK's teading suides o the el T Ry e
dynanue, hugh penameance waikd of Penny Shiics... shases which
cost from qust 2 few pence each. yel which offer spectacular
perdanmancs polsatal.

" Gyt thie Gt and fensm io: Fea T SPECIAL OF Iﬂ}‘lzr'-"_-"_--“"_-‘“_

Venny Sliare Frovas,
B Plarthdiniew's Walk, simlirialgedidee, T 43000,
OYES! #

At Lt pushin

W i A ey Wiy
1 kel
vanwild el it neg

Conldd anything he fuirer?

ot

o Fdele in

ovesilarandiags eil daeil, At

ient,

e E]
AMS 403
Wiwar Mune 1

pheS

AU i St b Peiuy Sllee Reae aibe specod i
e e LU AL e coed o di G o seleaarplons sl
at b vbbond iy prive unbess | i celoes e Eaiserdusd | an llty corered iy s oy
Riack Pl py sl But wan wall desinct my welosne

T e

Frstcabe

& vt 14 s 1 pocenang

Ui onisiin

. PR
INSTRUCTION TO YOUR BANK OR BUILDING SOCIETY TO PAY DitecT DEBITS P

atesr s il atiant Muinr

I _—'_l_]_ |
(7leis{0f9]1]
1 Mame & full address ol yaur Bank ar Budding Secery branch |vleis 0]49]1
l Ta Tria Sansges . St Satouty. | T EHI R
i
P | i
1 1]
A ;
L i

sl (1 s g
el S L e
Bl ey

4 Sans or Buitoirg Society

Aczown] Mumser

|
]
]
i
1
!
1
1
|
I
]
]
I
1
1
1
I
I
1
1
I
3
1
L]
1
1
1
I
[}
-
r
'
[}
]

o ; : A S Y
The Clnrec; Debat Guarantee a) ‘,Ix



Appendix 4

BACKGROUND STATUTORY PROVISIONS AND REGULATORY
REQUIREMENTS FOR FINANCIAL PROMOTIONS

The glossary of definitions of the FSA's handbook defines a financial promotion as

"(in accordance with section 21(1) of the Act (Restrictions on financial promotion))
an invitation or inducement to engage in investment activity".

Section 21 (8) of the Act defines:

"Engaging in investment activity’ means:

(a) entering or offering to enter into an agreement the making or performance of
which by either party constitutes a controlled activity, or

(b) exercising any rights conferred by a controlled investment to acquire, dispose of,
underwrite or convert a controlled investment.”

Section 21 (9) of the Act defines:

"An activity is a controlled activity if —

(a) it is an activity of a specified kind or one which falls within a specified class of
activity; and

(b) it relates to an investment of a specified kind, or to one which falls within a
specified class of investment."

Section 21 (10) of the Act defines:

"An investment is a controlled investment if it is an investment of a specified kind or
one which falls within a specified class of investment."

Article 4 of The Financial Promotion Order defines:

"(1) For the purpose of section 21 (9) of the Act, a controlled activity is an activity
which falls within any of paragraphs 1 to 11 of Schedule 1.

(2) For the purpose of section 21 (10) of the Act, a controlled investment is an
investment which falls within any of paragraphs 12 to 27 of Schedule 1."

Paracraph 7 of Part 1 "Controlled Activities" of Schedule 1 of The Financial
Promotion Order defines:

"Advising a person is a controlled activity if the advice is

(a) given to the person in his capacity as an investor or potential investor, or in his
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capacity as agent for an investor or a potential investor,; and

(b) advice on the merits of his doing any of the following (whether as principal or
agent) —

(i) buying, selling, subscribing for or underwriting a particular investment
which is a security or a contractually based investment; or

(ii) exercising any right conferred by such an investment to buy, sell,
subscribe for or underwrite such an investment."

Paragraph 14 (1) (a) of Part 2 "Controlled Investments" of Schedule 1 of The
Financial Promotion Order lists:

"Shares or stock in the share capital of
(a) any body corporate (wherever incorporated),”

Definition of a "non- real time" financial promotion

FSA Rule 3.5.5 (1) and (2) define:

(1) A "real time financial promotion" is a financial promotion which is
communicated in the course of a personal visit, telephone conversation or other
interactive dialogue.

(2) A "non-real time financial promotion" is a financial promotion that is not a real
time financial promotion. It includes a financial promotion made by letter, e-mail or
contained in a newspaper, journal, magazine , other periodical publication, website,
television or radio programme, or teletext service."

Rules which only apply to the Direct Offer Promotions

A direct offer promotion is defined in the FSA's glossary of definitions as:

"A financial promotion which

(a) contains:

(i) an offer by the firm or another person to enter into a controlled agreement
with anyone who responds to the financial promotion; or

(ii) an invitation to anyone who responds to the financial promotion to make an
offer to the firm or another person to enter into a controlled agreement;

(b) specifies the manner of response or includes a form in which any response is to
be made (for example by providing a tear-off slip); and

(c) is not a real time financial promotion."
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	REASONS FOR ACTION
	The FSA has decided to impose the Penalty on the Firm in respect of breaches of the FSA Rules and Principles in relation to the Firm's:
	failure to put in place appropriate systems and controls for:
	establishing and maintaining effective systems and controls to ensure compliance with the FSA rules on financial promotions;
	identifying that three financial promotions ("the Promotions") published in two national newspapers and a national publication in February and March 2004  did not comply with various FSA Rules;
	maintaining and conducting appropriate reviews of the internal compliance manual;
	ensuring adequate record-keeping in relation to the evidence supporting any material factual statements made in the Promotions and the Penny Share Focus Magazine ("the Magazine"); and
	ensuring that Mr Scott Chapman ("the Compliance Officer"), a director at the Firm and the person responsible for all aspects of the systems and controls at the Firm, who had been assessed as competent to oversee the FSA rules on financial promotions ma

	(2) failure to issue Promotions that were clear, fair and not misleading.

	The Firm's breaches are viewed as serious in view of the following particular factors:
	The contraventions posed a risk to retail consumers in that the Promotions were unbalanced and had the potential to induce inexperienced investors to subscribe to the Magazine, without understanding the risks of investing in Penny Shares and small compan
	The absence of appropriate systems and controls to ensure that the Compliance Officer was appropriately supervised and that he maintained his competence in relation to the approval of financial promotions;
	The Promotions falsely stated that the Firm used a "panel of financial experts"  and received "secret tip-offs".

	The breaches resulted in the misleading Promotions being distributed to a large number of consumers through the national press namely: The Sunday Telegraph on 15 February 2004 (Appendix 1) which has a circulation of approximately 696,000; The Investors
	Financial promotions are defined in detail in the Act, the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001 No. 1335 ("The Financial Promotion Order"), and in the FSA's Handbook.  In essence, a financial promotion is any commu
	In April 2002, the FSA issued the FSA's Regulatory Approach to Financial Promotions ("the FSA's April 2002 Publication").  The FSA's April 2002 publication made it clear that one of its key regulatory priorities was the enhancement of the minimum stand
	
	A lack of balance, with headline benefits emphasised without clear and fair mention of material risks or drawbacks;
	Misleading claims, and the creation of unrealistic expectations; and
	Key information hidden in small print.


	While the FSA's April 2002 Publication does not constitute and is not treated by the FSA as having the effect of formal guidance, it does contain detailed statements regarding the FSA's expectations.  This publication stressed the importance of promoting
	The publication stated that a key aim is to help consumers get a fair deal, with a view to ensuring that consumers' expectations are met.  It highlighted the need to avoid misleading claims, buried risk warnings and unrealistic past performance or headli
	Further, the FSA made it clear that it regarded financial promotion as a priority issue in both the 2002/3 and the 2003/4 FSA Plans and Budgets.  In the Plan and Budget 2002/3, one of the FSA's key priorities for the year was to be the pursuit "of fair t
	In the Plan and Budget 2004/5, the FSA again stated its focus on financial promotions.  This has lead to the creation of a new department within the FSA, with greater resources and an ability to look at a wide range of issues.
	The defects in the Firm's Promotions published in 2004 were identified not by the Firm but by the FSA's Financial Promotion Monitoring Team ("FPMT") and/or by the FSA's investigators during its investigation.  However, following the identification of t
	In all the circumstances, the FSA has concluded t

	RELEVANT STATUTORY PROVISIONS AND REGULATORY REQUIREMENTS
	The statutory provisions and regulatory requirements breached are listed below, relevant financial promotions background statutory provisions and regulatory requirements are listed at Appendix 4.
	Section 206 of the Act provides:
	FSA Rule SYSC 3.1.1 requires that:
	FSA Rule SYSC 3.2.6 states that:
	FSA Rule SYSC 3.2.20(1) provides that:
	FSA Rule T&C 2.6.1 requires
	FSA Rule T&C 2.3.1 provides
	(1)at intervals appropriate to the circumstances, determine the training needs of those employees and organise appropriate training to address these needs; and
	(2) ensure that training is timely, planned, appropriately structured and evaluated"

	FSA Rule COB 3.1.1 provides that:
	FSA Rule COB 3.6.1 requires that:
	FSA Rule COB 3.7.1(1) requires that:
	"A firm must make an adequate record of each non-
	FSA Rule COB 3.8.4(1) provides that:
	The relevant parts of COB 3.8.5(1) contain the evidential provisions applicable to this rule and provides:
	FSA COB 3.8.5(2) provides that:
	FSA Rule COB 3.8.8(1) provides that:
	FSA Rule COB 3.8.11 provides as follows:
	FSA Rule COB 3.8.15 provides that:
	FSA Rule COB 3.9.6 provides that:
	FSA Rule COB 3.9.15 provides that:
	The FSA's Glossary of definitions defines a Penny Share as:
	FSA Rule COB 3.9.24 requires that:
	FSA Principle 2 states that a firm must conduct its business with due skill, care and diligence.
	FSA Principle 3 states that a firm must take reasonable care to organise and control its affairs responsibly and effectively, with adequate risk management systems.
	FSA Principle 7 states that a firm must communicate with its clients in a way that is clear, fair and not misleading.

	BACKGROUND
	The Firm was incorporated on 22 July 1991 and is a wholly owned subsidiary of Highbury House Communications PLC.  ("Highbury House"), which is a leading international print and online publisher of over 200 consumer, business to business and client maga
	The Firm has traded under the name of Highbury Fi
	The Firm is the only authorised entity within the Highbury House Group and holds the following permissions under Part IV of the Act to undertake the following regulated activities:
	The Firm has been authorised by the FSA since 1 December 2002 and was previously regulated by the Personal Investment Authority ("PIA") from 20 February 1995.
	The Compliance Officer, who is also a Director of the Firm, did not work on any other magazine produced by Highbury House.  He is registered as an approved person with the Firm for the following five controlled functions: CF1 Director; CF8 Apportionment
	The Firm's only activity is the publication of the Magazine, which is a share tipping service to its subscribers.  It does not arrange deals for subscribers or provide individual advice services.
	The production and control of the Magazine is undertaken by the Compliance Officer.  He conducts office-based research, provides the analytical input and writes the Magazine.  He is also responsible for drafting, editing and approving financial promotion
	In the first quarter of 2004 the Firm placed the Promotions entitled "The 25 Shares most likely to DOUBLE in 2004!" to advertise the Magazine.  Two were the same promotion and were placed in The Sunday Telegraph on 15 February 2004 (Appendix 1) and The
	The Promotions offer subscription to the Magazine
	The Promotions offered a one year introductory pr
	The Firm attracted 156 subscribers as a result of the Promotions.

	CONTRAVENTION OF RELEVANT STATUTORY PROVISIONS AND REGULATORY REQUIREMENTS
	The proposed penalty is to be imposed pursuant to section 206 of the Act in respect of breaches of the FSA Rules and Principles.  Details of the breaches are set out below.
	By virtue of FSA Rules SYSC 3.1.1, SYSC 3.2.6, SYSC 3.2.20, T&C 2.6.1, T&C 2.3.1 and COB 3.6.1 the Firm was required to take reasonable care to establish appropriate systems and controls to comply with regulatory requirements for:
	
	ensuring compliance with the FSA rules on financial promotions;
	identifying that the Promotions did not comply with various FSA Rules;
	maintaining and conducting appropriate reviews of the internal Compliance Manual;
	ensuring adequate record-keeping in relation to the evidence supporting any material factual statements made in the Promotions and the Magazine; and
	ensuring that the Compliance Officer, who had been assessed as competent to oversee the FSA rules on financial promotions maintained his competence by receiving appropriate training.


	The Firm did not establish and maintain effective systems and controls to ensure compliance with the FSA Rules on financial promotions.  The Firm did have a Compliance Manual, which was maintained by the Compliance Officer.  The Compliance Officer said i
	The Firm's Compliance Manual for financial promotions is a summary of the relevant COB 3 rules.  It lacks information in relation to the action that the Firm should take to adhere to the rules.  The Compliance Officer drafted and approved the Promotions
	The Firm did not retain any documentation in relation to the evidence supporting any material factual statements made in the Promotions or the Magazine.
	The FSA believe that the circumstances described above illustrate the Firm's weak compliance procedures as the Compliance Manual was outdated. Although references to the financial promotion rules were included in the Firm's Compliance Manual, these were
	The Firm's Training and Competence Procedures
	The Compliance Officer passed his Financial Planning Certificates exam in 1997 and attended the FSA's "Regulatory Process Overview" course in March 2002.
	The Firm did not provide or organise any formalised training, rather the Compliance Officer self assessed his own training needs. This fell short of the expected regulatory standard of training as it failed to be timely, planned, appropriately structured
	The Compliance Manual states the research and publication of the Magazine will keep the Investment Adviser's technical knowledge up to date and keep him conversant with any changes in the market.  However, such procedure fails to comply with the FSA's re
	Consequently, by virtue of FSA Rule T&C 2.6.1 and T&C 2.3.1, the Firm failed to have appropriate arrangements in place to ensure that an employee who had been assessed as competent to approve financial promotions maintained his competence.  The FSA regar
	A firm must be able to show that it has taken reasonable steps to ensure that a non-real time financial promotion is clear, fair and not misleading to satisfy the FSA's financial promotion COB rules.  The Firm, however, issued the Promotions in The Sunda
	The Promotion's title and some text contained misleading claims, created an unrealistic expectation and were not balanced.  The headline benefits were emphasised without clear and fair mention of material risks and drawbacks of investing in shares genera
	The title on the  Promotions was "The 25 Shares most likely to DOUBLE in 2004!".  The first line of the advertisement then stated "Our panel of financial experts has recently compiled its portfolio of The 25 Shares most likely to DOUBLE in 2004".  Whilst
	The Promotions were not balanced and created an unrealistic expectation of the service by the use of the following statements in the Promotions:
	"With positive sentiment finally established this is almost certainly the time to buy smaller company shares."
	"There are plenty of solid, profitable, low-geared and tightly-managed growing smaller companies, many at depressed prices, which are sure to surge in value once the recovery gains momentum."
	"Penny Shares repeatedly top the list of these op
	"When this happens the biggest profits in any economic cycle are made, however, if you're to benefit, you need to invest now, before the best bargains are taken!"
	"Now is the Right Time to Invest in Penny Shares".
	"…it is possible for YOU to achieve incredible pr�
	"Here's your opportunity to get in on the ground floor of investments that we believe look set to rocket in value".

	The statements above accentuated the benefits of investing in Penny Shares, which are being recommended in the Firm's Magazine.  However, the Firm did not retain any documentation in relation to the evidence supporting any material factual statements mad
	The Promotions used words that suggest that the Firm had information above and beyond that available to the public:
	"It contains the comprehensive, cutting edge inside information normally only available to City professionals.  And it could help you make the amounts of money you always dreamed of!"; and
	"Breaking news, company visits, exhaustive research and expert analysis, including details of when shares have been traded by directors in their own companies, all combined with perfectly legal, but secret 'tip-offs' from 'inside' the City sources delive

	The Firm confirmed that the information used was publicly available information but that this information was not readily available to the average person.  The Firm also confirmed that they did not receive "secret 'tip-offs'". or undertake any company vi
	The above statements also contain false indications in contradiction to evidential provision 3.8.5(1)(e) about the Firm's resources and its scale of activities as it claims to obtain valuable non-public company information from 'well-placed' contacts
	The Promotions contained tables of shares, which contained misleading and unbalanced information.  The tables were misleading in that prices of the featured shares referred to the recommended mid point prices against the highest mid point prices since re
	The selected Penny Share prices taken were the highest price since recommendation and did not state when the highest price was reached.  It did not take into account the current price of the shares many of which were lower.  In using this price point, th
	The Promotions further failed to mention that the portfolio of shares referred to in the tables is actually a 'virtual' portfolio as no shares are actually held by the Firm.
	The substantial profit claims are in stark contrast to the small printed risk warnings at the bottom of the Promotions which does not make it sufficiently clear that Penny Shares are high risk investments.  The Firm accepts that the risk warnings were no
	The Promotions had key information that was contained in small print, at the foot of the advertisement, which diminished the significance of the risk warnings.  In fact all the risk warnings were in small print at the foot of the Promotions.  As the Penn
	The  Promotions stated "Just take a look at the performance of our most recent portfolios - 'The 25 Shares for 2002' and 'The 25 Shares for 2003', which we recommended at the beginning of each respective year.  We think you'll agree that the figures spea
	The Firm approved the 2004 Promotions in the foll
	The Firm did not retain any documentation in relation to evidence supporting any material factual statements made in the Promotions in breach of COB 3.7.1.  Additionally, the Firm did not retain any records evidencing the source of amended figures in the
	For the reasons set out in paragraphs 4.11 to 4.26 above the Firm's three Promotions breached the following financial promotions COB Rules 3.6.1(2), 3.7.1(1),3.8.4(1), 3.8.8(1), 3.8.11, 3.8.15, 3.9.6(1), 3.9.15 and, 3.9.24.
	By virtue of FSA Principles 2, 3, and 7 the Firm was required to conduct its business with due care, skill and diligence, take reasonable care to organise and control its affairs responsibly and effectively with adequate risk management systems and commu
	The Firm failed to pay due regard to the information needs of its clients in that it published financial promotions, which were not clear, fair and not misleading.  Consequently, the Firm acted in breach of Principle 7.
	The Firm has failed to exercise due skill, care and diligence; and to organise and control its internal affairs in a responsible manner.  It failed to ensure that arrangements were in place to ensure that there were appropriate review and approval proced


	RELEVANT GUIDANCE ON SANCTION
	The FSA's policy on the imposition of financial penalties is set out in Chapter 13 of the Enforcement Manual, which forms part of the FSA Handbook ("ENF").  The principal purpose of a financial penalty is to promote high standards of regulatory conduct
	It must be made clear to regulated firms that failure to issue financial promotions that are clear, fair and not misleading represents misconduct, which may lead to disciplinary measures being taken.  This should act as a deterrent to other firms and hel
	It is stated at ENF 13.3.4 that the criteria listed in the manual are not exhaustive and all relevant circumstances of the case will be taken into consideration.
	In determining whether a financial penalty is appropriate, and its level, the FSA considers all the relevant circumstances of the case.  The FSA considers the following factors to be particularly relevant in this case.
	The level of financial penalty must be proportionate to the nature and seriousness of the contravention.
	The Firm did not operate effective systems and controls and compliance procedures to identify or prevent the rule breaches.  The Firm did not identify that the Promotions were misleading and featured numerous material breaches of FSA Rules relating to fi
	However, the impact of the Promotions can be balanced against the purpose of the Promotions.  The Promotions were to encourage people to subscribe to the Magazine which gave advice on investing in Penny Shares.
	The defects in the Promotions were identified not by the Firm but by the FSA's Financial Promotion Monitoring Team ("FPMT") and/or by the FSA's investigators during its investigation.  However, following the identification of the failings by the FSA, t
	The Firm has not been subject to any previous enforcement action.
	Although the Promotions had a wide circulation, in fact the number of subscribers as a result of the Promotions was 156, therefore the actual impact on the market was low.
	The FSA has in the past, taken action against firms for advertising/financial promotions failings.  This action has included the imposition of financial penalties.  The FSA has taken these penalties into account in deciding the level of penalty.

	IMPORTANT NOTICES
	The Final Notice is given to the Firm in accordance with section 390 of the Act.
	The Penalty must be paid to the FSA in full.
	The Penalty must be paid to the FSA no later than 17 March 2005, being not less than 14 days beginning with the date on which this Notice is given to the Firm.
	If all or any of the Penalty is outstanding on 18 March 2005, the FSA may recover the outstanding amount as a debt owed by the Firm and due to the FSA.
	Sections 391(4), 391(6) and 391(7) of the Act apply to the publication of information about the matter to which this Notice relates.  Under these provisions, the FSA must publish such information about the matter to which this Notice relates as it 
	FSA intends to publish such information about the matter to which this Final Notice relates as it considers appropriate.
	Third Party Rights
	The FSA has given a copy of this Notice to Highbury House and the Compliance Officer.
	FSA contacts
	For more information concerning this matter generally, you should contact John Tutt or Rhian Nunan at the FSA (direct lines: 020 7066 1240 / 020 7066 0108).


