Statement by the Consumer Panel summarising our efforts to clarify and improve the position of holders of dematerialised shares in the wake of the Morrogh’s collapse 

On the 9th June 2005, the Consumer Panel made the following suggestion to the Financial Regulator 

The Financial Regulator should recommend an amendment in the  next Finance Bill/Act to ensure that no matter how share holdings are held by Brokers, as long as they are actually paid for by the customer, that they are the customers property against all claims by 3rd parties e.g. liquidators. In the meantime, IFSRA should provide an information leaflet on the current legal status of shares held in dematerialised form.
To which IFSRA responded on 28th June 2005

As you may be aware, following the collapse of Morroghs stockbrokers, the Department of Finance set up two working groups – Compensation Funding Aspect and Legislative and Financial Regulation Aspect, which are considering, among other things, how the winding-up of a firm should be financed in the absence of sufficient firm assets.  The Financial Regulator participated on these working groups The Department of Finance has advised that they are working on finalising a report and is due to be issued in the coming months.

In subsequent correspondence we reiterated our suggestion that they should push for the amending of legislation as quickly as possible. While we recognized that this was outside their control, we pointed out that the production of an information leaflet on the current legal status of shares was within their control and this should be done immediately. 

It is important to note that responsibility for the implementation of the findings of this report lies with those to whom the recommendations were addressed.  The Consumer Panel’s role is to monitor the work of the Financial Regulator, to make suggestions to them  and where necessary to advocate and encourage action by the Financial Regulator on behalf of consumers, which we have done in this case.

When the final report of the Morrogh Working Group was published in November 2006, The Financial Regulator did not notify us of its publication and did not supply us with  copies of the report. It has been suggested that The Consumer Panel ignored the report. This is untrue. As soon as we became aware of it, we wrote to the Financial Regulator again with our concerns. They replied that measures taken or planned will provide improved protection to investors. 

The key issue for consumers is that some years after the collapse of Morrogh’s and over two years after we raised the issue with the Financial Regulator, the position of those holding shares in electronic form is still uncertain and most are unaware of the risks involved. 

Notes:

Shares have traditionally been held in share certificates. If the broker through whom you bought the shares, subsequently goes out of business, you are not affected as your title is not affected. If your shares are held in nominee accounts via a stockbroker (i.e. dematerialised) your title is not as clear cut. In the Morrogh’s case some of the clients’ shares were sold and the proceeds used to fund the costs of the liquidator. 

