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Appendix A

Market abuse

Under the EU Market Abuse Directive there are seven types
of behaviour which may constitute market abuse. These are
set out in summary below.

Abuse 1: Insider dealing

This is where an insider i.e. a person in possession of
unpublished price sensitive information deals or attempts
to deal in a qualifying investment on the basis of that
information.

Abuse 2: Improper disclosure

This is where an insider discloses inside information to
another person otherwise than in the proper course of the
exercise of his employment, profession or duties.

Abuse 3: Misuse of information

This is where the behaviour does not amount to insider
dealing or improper disclosure but:

a) is based on information not generally available to those
using the market but which, if available to a regular user
of the market, would be, or would be likely to be,
regarded by him as relevant when deciding the terms on
which transactions in qualifying investments should be
effected; and

b) is likely to be regarded by a regular user of the market as
a failure on the part of the person concerned to observe
the standard of behaviour reasonably expected of a
person in his position in relation to the market.

Abuse 4: Manipulating transactions

This consists of effecting transactions or orders to trade
(otherwise than for legitimate reasons) which:

a) give, or are likely to give a false or misleading impression
as to the supply of, or demand for, or as to the price of a
qualifying investment, or

b) secure the price of an investment at an abnormal or
artificial level.

Abuse 5: Manipulating devices

The fifth type of behaviour consists of effecting
transactions or orders to trade which employ fictitious
devices or any other form of deception.

Abuse 6: Dissemination

The sixth type of behaviour consists of the dissemination

of information which gives, or is likely to give, a false or
misleading impression as to an investment by a person who
knew or could reasonably be expected to have known that
the information was false or misleading.

Abuse 7: Misleading behaviour and
distortion

The seventh type of behaviour (where the abuse does not
amount to any of the behaviours in respect of manipulation
or dissemination described above) is where it:

a) is likely to give a regular user of the market a false or
misleading impression as to the supply of, demand for or
price or value of an investment; or

b) would be, or would likely be, regarded by a regular
user of the market as behaviour that would distort or be
likely to distort the market in such an investment.
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Market Etiquette when dealing with RSPs

Trading directly with a market maker over a Retail Service Provider (RSP) is not
normally available to non-members of the LSE. As the provider of L2 and as a
member of LSE, the order is being placed in our name. It is important, therefore, to
observe the correct etiquette of dealing over this system.

We, as the provider of L2, have to consider the needs of all our clients dealing with
an RSP, and so will be forced to quickly remove any single client’s access to the
RSP if any market maker complains. Market etiquette is broadly common sense,
however, so this should not discourage a trader from using the RSPs.

Some of the actions which may breach accepted etiquette include:

Asking for multiple quotes without dealing. Because the price is held for 15
seconds, the stock price may move in your favour within that time. While it is
fine to deal if the price has moved, it is not acceptable to repeatedly ask for
prices and only deal if the price moves. An RSP may refuse to honour such a
trade. If you are looking for a particular level, you should place a Limit Order.

Dealing on Moving Stocks. Particularly in the case of SETSqx stocks, the RSPs are
concerned about being ‘picked off’if they have not managed to move their
price on a momentum driven stock. With fast moving SETSqgx stocks, it is better
to phone an Order through. While the definition of a moving stock may be
subjective, the RSP will exercise his right as to who he deals with. Using the RSP
for momentum trading will result in this facility immediately being withdrawn.

Dealing with an RSP and the Order Book. If you have an order for 20 000
shares and the RSPs are making prices in 10 000, you cannot buy 10 000 then
immediately buy another 10 000. Similarly, you should not buy 10 000 through
the RSP and then buy another 10 000 on SETS. Naturally enough, the RSP
needs to be given a chance to unwind a part of the position he has taken on

if need be. If you need to buy 20 000 you can either leave this as a limit order,
or phone the order through to the dealing desk.
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