SMPG CA WG Tax Subgroup Input
(April 7, 2017)

CA346 - Conduit Foreign Income AU CR – Additional Input

The basic issue is that CFI in Australia is treated a dividend tax component, and forms part of the dividend announcement similar to the Franked/Unfranked portions of the dividend - the key issue is that CFI DOES NOT have a code and so cannot be treated in the same manner as Franked/Unfranked announcements, with clients being advised of the correct breakdown and systems process the tax components with the correct tags

Given CFI components are included in some 50% of the Australian dividend announcements this forms a significant roadblock to our efforts to provide clear concise information to underlying clients and also manage our systems on an STP basis

--------------------------------------------------------------
The taxation treatment of Conduit Foreign Income varies depending on the country of beneficial ownership of the security holder; for Australian residents the income should be treated as an “unfranked” dividend and for non-resident investors the income should be treated as tax free

In the Australian market a dividend may be announced with either a franked, unfranked or CFI portion of the underlying rate of the dividend - each component is treated differently from a tax perspective dependant on whether the underlying beneficial owner of the security is an Australian resident or non-resident (tax rates are then depend on beneficial owner country of residence)

The Franked, Unfranked and CFI components of a dividend are all in formatted fields of the company announcement and as such can be received by the custodian via ASX datafeed so are fields that can be uploaded into in-house systems. This is not currently possible without a specific code for CFI

When we consider some 50% of dividends in the Australian market are announced with a CFI component this is a significant slow down of STP initiatives

In addition under Australian Tax Office requirements Companies are obliged to advise and provide a statement to shareholders indicating the extent the dividend is franked or is CFI:
   tax is not withheld if the dividend is fully franked;
   Tax is withheld on the unfranked portion of the dividend at the
   underlying beneficial owner rate;
   tax is not withheld on the CFI component

To this extent custodians are also be obliged to pass this information on to our underlying beneficial owners of the security - this is currently being done by utilising 70E ADTX - which stops STP of the message and adds a manual keying component to the message, and additional operational risk to the event.

Australian Tax Office description of Conduit foreign income

If you're an Australian corporate tax entity who receives (directly or
indirectly) foreign sourced income, you may declare some or all of a frankable (whether actually franked or not) distribution to be conduit foreign income. This is to the extent it is conduit foreign income in accordance with Subdivision 802-A of the Income Tax Assessment Act 1997.

If you make the distribution to:
      a non-resident member – the portion declared to be conduit foreign
      income is exempt from withholding tax
      another Australian corporate tax entity – that corporate tax entity
      may pass on that conduit foreign income to its members. The
      distribution statement must specify the portion of the unfranked part
      of the distribution that is declared to be conduit foreign income.

If an individual resident member receives a distribution declared to be conduit foreign income, that distribution is treated like any other unfranked distribution.
-----------------------------------------
[bookmark: _GoBack]
The Working Group discussion suggested utilising 94a:COIN qualifier, but the announcement of the CFI portion of the dividend is not made in relation to the Country of Income Source (COIN), but rather applies to the fact that the income has been derived from a non-Australian source of income (it should be noted the country of income source is not advised in the market announcement

The linkage between Franked, Unfranked and CFI is explained above.


Original SR2017 Change Request  from AU 
[bookmark: _Toc461008445]CR 001112: Add New Rate Type Code and Amount for Conduit Foreign Income 
	Origin of request

	Requesting Country: 
	AU Australia

	Requesting Group: 
	

	Sponsors

	Australia

	Complies with regulation

	None

	Business impact of this request

	LOW
Optional change for Australian securities users

	Commitment to implement the change

	Number of messages sent and received: 10000000
Percentage of messages impacted: 2
Commits to implement and when: Australia 2017

	Business context 

	Where Australian listed companies make distributions of income that are from a source outside of Australia they may distribute this income to shareholders as Conduit Foreign Income. The taxation treatment of Conduit Foreign Income varies depending on the country of beneficial ownership of the security holder; for Australian residents the income should be treated as an “unfranked” dividend and for non-resident investors the income should be treated as tax free. There is not currently a rate field in MT 564 or MT 566 messages to cater for this type of income.
The new flag will be useful for custodians who have clients with multiple accounts and who require a single corporate action notification for each event and will allow for clients to correctly report the nature of the income to investors without resorting to narrative.
Business context and the relationship between the franked/unfranked and the CDFI.-  An Australian company may declare that some or all of the dividend that is paid is Conduit foreign income. Conduit foreign income has a different taxation status for domestic and non-resident investors. For Australian resident investors it is treated as an unfranked dividend (that being income earned by the company outside of Australia where Australian tax has not been paid and therefore it does not have franking credits attached) and for non-resident investors the income is treated as being exempt from non-resident withholding tax. Full details of the taxation treatment can be found at the ATO https://www.ato.gov.au/Business/Imputation/In-detail/Trans-Tasman-imputation/Fact-sheets/Distribution-statement-requirements-for-simplified-imputation-and-Trans-Tasman-imputation/?page=6. 
There is not currently a way of using a formatted SWIFT field to advise clients that a dividend is conduit foreign income and so the gross dividend tag is used to advise the rate payable and narrative is used to tell clients that the payment is to be treated as Conduit foreign income. The use of narrative results in a high level of non-STP processing of Australian Corporate Action announcements as around 50% of dividends contain Conduit foreign income. Without the narrative Australian resident investors would not know that the income should be treated as an unfranked dividend and non-resident investors would not know why the distribution was tax free.

	Nature of change

	Add an optional subfield Rate Type Code to field 92a with code CDFI - Conduit Foreign Income rate. Conduit Foreign Income rate is restricted to the use of qualifiers GRSS and NETT in sequence E and in subsequence E2 of MT 564 and in sequence D and subsequence D2 of MT 566.
Add an optional subfield Rate Type Code to field 19B with code CDFI - Conduit Foreign Income amount. Conduit Foreign Income amount is restricted to the use of qualifiers GRSS and NETT in sequence E and in subsequence E2 of MT 564 and in sequence D and subsequence D2 of MT 566.

	Message type(s) impacted

	MT 564, MT 566, seev.031, seev.035, seev.036

	Examples

	The below is a real example of where CFI has announced as part of a dividend. Part of the dividend was franked and part of the dividend was Conduit Foreign Income. The highlighted fields show the changes in the messaging to remove the narrative and include a new formatted Conduit Foreign Income payment type.
ALS Ltd
Record Date: 09/06/16
Pay Date: 01/07/16
AUD 0.024 fully franked
AUD 0.036 CFI
Current SWIFT MT564 message
:16R:GENL
:28E:00001/ONLY
:20C::CORP//7654312
:20C::SEME//0000000000000
:23G:NEWM
:22F::CAEV//DVCA
:22F::CAMV//MAND
:98C::PREP//20160530174056
:25D::PROC//COMP
:16S:GENL
:16R:USECU
:35B:ISIN AU000000ALQ6
ALS LIMITED-ORD SHS
:16R:ACCTINFO
:97A::SAFE//10000000000
:93B::ELIG//UNIT/13419165,
:93C::SETT//UNIT/ELIG/13494745,
:93C::PEND//UNIT/NELG/106682,
:93C::PENR//UNIT/ELIG/31102,
:16S:ACCTINFO
:16S:USECU
:16R:CADETL
:98A::XDTE//20160608
:98A::RDTE//20160609
:22F::DIVI//FINL
:16S:CADETL
:16R:CAOPTN
:13A::CAON//001
:22F::CAOP//CASH
:17B::DFLT//Y
:16R:CASHMOVE
:22H::CRDB//CRED
:98A::PAYD//20160701
:92J::GRSS//FLFR/AUD0,024
:92J::NETT//FLFR/AUD0,024
:92A::TAXC//30,
:16S:CASHMOVE
:16R:CASHMOVE
:22H::CRDB//CRED
:98A::PAYD//20160701
:92F::GRSS//AUD0,036
:92F::NETT//AUD0,036
:92A::TAXR//0,
:16S:CASHMOVE
:16S:CAOPTN
:16R:ADDINFO
:70E::ADTX//The gross payment contains   
Conduit Foreign Income.
:16S:ADDINFO

Proposed SWIFT MT564 message
:16R:GENL
:28E:00001/ONLY
:20C::CORP//7654312
:20C::SEME//0000000000000
:23G:NEWM
:22F::CAEV//DVCA
:22F::CAMV//MAND
:98C::PREP//20160530174056
:25D::PROC//COMP
:16S:GENL
:16R:USECU
:35B:ISIN AU000000ALQ6
ALS LIMITED-ORD SHS
:16R:ACCTINFO
:97A::SAFE//10000000000
:93B::ELIG//UNIT/13419165,
:93C::SETT//UNIT/ELIG/13494745,
:93C::PEND//UNIT/NELG/106682,
:93C::PENR//UNIT/ELIG/31102,
:16S:ACCTINFO
:16S:USECU
:16R:CADETL
:98A::XDTE//20160608
:98A::RDTE//20160609
:22F::DIVI//FINL
:16S:CADETL
:16R:CAOPTN
:13A::CAON//001
:22F::CAOP//CASH
:17B::DFLT//Y
:16R:CASHMOVE
:22H::CRDB//CRED
:98A::PAYD//20160701
:92J::GRSS//FLFR/AUD0,024
:92J::NETT//FLFR/AUD0,024
:92A::TAXC//30,
:16S:CASHMOVE
:16R:CASHMOVE
:22H::CRDB//CRED
:98A::PAYD//20160701
:92J::GRSS//CDFI/AUD0,036
:92J::NETT//CDFI/AUD0,036
:92A::TAXR//0,
:16S:CASHMOVE
:16S:CAOPTN


Example 2
MT564

:16R:GENL
::20C::CORP//6016579191656
:20C::SEME//2B8D98DC6E62253A
:23G:NEWM
:22F::CAEV//DVCA
:22F::CAMV//MAND
:98C::PREP//20160729164333
:25D::PROC//COMP
:16S:GENL
:16R:USECU
:35B:ISIN AU000000WFD0
WESTFIELD CORP ORD SHS
:16R:ACCTINFO
:97A::SAFE//000251800001
:93B::ELIG//UNIT/1000000,
:93C::SETT//UNIT/ELIG/1000000,
:16S:ACCTINFO
:16S:USECU
:16R:CADETL
:98A::XDTE//20160628
:98A::RDTE//20160630
:22F::DIVI//FINL
:16S:CADETL
:16R:CAOPTN
:13A::CAON//001
:22F::CAOP//CASH
:11A::OPTN//AUD
:17B::DFLT//Y
:16R:CASHMOVE
:22H::CRDB//CRED
:98A::PAYD//20160830
:92J::GRSS//CDFI/AUD0,05
:92J::NETT//CDFI/AUD0,05
:92A::TAXR//0,
:16S:CASHMOVE
:16S:CAOPTN

MT566
:16R:GENL
:20C::CORP//6016579191656
:20C::SEME//1C77A971BE912AB4
:23G:NEWM
:22F::CAEV//DVCA
:98C::PREP//20160226182517
:16R:LINK
:22F::LINK//AFTE
:13A::LINK//564
:20C::PREV//2B8D98DC6E62253A
:16S:LINK
:16S:GENL
:16R:USECU
:97A::SAFE//000251800001
:35B:ISIN AU000000WFD0
WESTFIELD CORP ORD SHS
:93B::ELIG//UNIT/1000000
:93B::CONB//UNIT/1000000
:16S:USECU
:16R:CADETL
:98A::XDTE//20160628
:98A::RDTE//20160630
:22F::DIVI//FINL
:16S:CADETL
:16R:CACONF
:13A::CAON//001
:22F::CAOP//CASH
:11A::OPTN//AUD
:16R:CASHMOVE
:22H::CRDB//CRED
:97A::CASH//1200XXXX
:19B::PSTA//AUD50000,
:19B::CDFI//AUD50000,
::98A::POST//20160830
:98A::VALU//20160830
:98A::PAYD//20160830
:92J::GRSS//CDFI/AUD0,05
:92J::NETT//CDFI/AUD0,05
:92A::TAXR//0,
::16S:CASHMOVE
:16S:CACONF



Standards Illustration
1. ISO 15022 Illustration
1. In the MT 564 message in sequences E and E2 and in the message MT 566 in the sequences D and D2, add a new Rate Type Code value CDFI with the name “Conduit Foreign Income” that can only be used with GRSS and NETT qualifiers as illustrated here below:
MT 564 Field Specifications
95. Field 92a: Rate
FORMAT
	Option A
	:4!c//[N]15d
	(Qualifier)(Sign)(Rate)

	Option B
	:4!c//3!a/3!a/15d
	(Qualifier)(First Currency Code)(Second Currency Code)(Rate)

	Option F
	:4!c//3!a15d
	(Qualifier)(Currency Code)(Amount)

	Option H 
	:4!c//3!a15d/4!c 
	(Qualifier)(Currency Code)(Amount)(Rate Status) 

	Option J
	:4!c/[8c]/4!c/3!a15d[/4!c]
	(Qualifier)(Data Source Scheme)(Rate Type Code)(Currency Code)(Amount)(Rate Status)

	Option K
	:4!c//4!c
	(Qualifier)(Rate Type Code)

	Option M
	:4!c//3!a15d/15d
	(Qualifier)(Currency Code)(Amount)(Quantity)

	Option R
	:4!c/[8c]/4!c/15d
	(Qualifier)(Data Source Scheme)(Rate Type Code)(Rate)


PRESENCE
Optional in optional subsequence E2 
QUALIFIER
(Error code(s): T89) 
	Order
	M/O
	Qualifier
	R/N
	CR
	Options
	Qualifier Description

	1
	O
	ATAX
	N
	 
	A, F, or K
	Additional Tax

	2
	O
	CHAR
	N
	 
	A, F, or K
	Charges/Fees

	3
	O
	EQUL
	N
	 
	F or K
	Equalisation Rate

	4
	O
	ESOF
	N
	 
	A, F, K, or M
	Early Solicitation Fee Rate

	[bookmark: mt564-94-field-92a-deleted]5  
	O
	FLFR
	N
	 
	A, F, or K
	Fully Franked Rate

	6  
	O
	FISC
	N
	 
	A or K
	Fiscal Stamp

	7  
	O
	GRSS
	R
	C7, C8  
	F, H , J, or K
	Gross Dividend Rate

	8  
	O
	EXCH
	N
	C1
	B
	Exchange Rate

	9  
	O
	INCE
	N
	 
	A, F, or K
	Third Party Incentive Rate

	10  
	O
	INTP
	R
	 
	A, F, J, or K
	Interest Rate Used for Payment

	11  
	O
	NETT
	R
	C7  , C8  
	F, H , J, or K
	Net Dividend Rate

	12  
	O
	NRES
	N
	 
	A, F, or K
	Non-Resident Rate

	13  
	O
	RATE
	N
	 
	A or K
	Applicable Rate

	14  
	O
	SOFE
	N
	 
	A, F, K, or M
	Solicitation Fee Rate

	15  
	O
	TAXC
	R
	C7  , C8  
	A, F, J, or K
	Tax Credit Rate

	16  
	O
	TAXR
	R
	C19 
	A, F , K, or R
	Withholding Tax Rate

	17  
	O
	TXIN
	N
	 
	A, F, or K
	Tax on Income

	18  
	O
	TXPR
	N
	 
	A or K
	Tax on Profits

	19  
	O
	TXRC
	N
	 
	A or K
	Reclaim of Taxes Rate

	20  
	O
	WITL
	R
	 
	A, F, K, or R
	Second Level  Tax



CODES
In option J, if Qualifier is GRSS and Data Source Scheme is not present, Rate Type Code must contain one of the following codes (Error code(s): K92): 
	CAPO
	Capital Portion
	Rate relating to the underlying security for which capital is distributed.

	CDFI
	Conduit Foreign Income
	Rate related to a conduit foreign income type.

	FLFR
	Fully Franked
	Fully franked.

	FUPU
	Full Period Units Income Portion
	Distribution rate relating to the full period units, for example Group I units in UK.

	INCO
	Income Portion
	Rate relating to the underlying security for which income is distributed.

	INTR
	Interest
	Rate relating to the underlying security for which interest is paid.

	LTCG
	Long Term Capital Gain
	Long term capital gain.

	PAPU
	Part Way Period Units Income Portion
	Distribution rate relating to the part way period units, for example Group II units in UK.

	REES
	Real Estate Property Income Portion
	Rate of income distribution originated by real estate investment.

	SOIC
	Sundry/Other Income
	Rate relating to the underlying security for which other income is paid.

	STCG
	Short Term Capital Gain
	Short term capital gain.

	TXBL
	Taxable Portion
	Rate relating to the underlying security for which tax is charged.

	TXDF
	Tax Deferred
	Rate relating to the underlying security for which tax is deferred.

	TXFR
	Tax Free
	Rate relating to the underlying security which is not taxable.

	UNFR
	Unfranked
	Unfranked.



CODES
In option J, if Qualifier is NETT and Data Source Scheme is not present, Rate Type Code must contain one of the following codes (Error code(s): K92): 
	CAPO
	Capital Portion
	Rate relating to the underlying security for which capital is distributed.

	CDFI
	Conduit Foreign Income
	Rate related to a conduit foreign income type.

	FLFR
	Fully Franked
	Fully franked.

	FUPU
	Full Period Units Income Portion
	Distribution rate relating to the full period units, for example Group I units in UK.

	INCO
	Income Portion
	Rate relating to the underlying security for which income is distributed.

	INTR
	Interest
	Rate relating to the underlying security for which interest is paid.

	PAPU
	Part Way Period Units Income Portion
	Distribution rate relating to the part way period units, for example Group II units in UK.

	REES
	Real Estate Property Income Portion
	Rate of income distribution originated by real estate investment.

	SOIC
	Sundry/Other Income
	Rate relating to the underlying security for which other income is paid.

	TXBL
	Taxable Portion
	Rate relating to the underlying security for which tax is charged.

	TXDF
	Tax Deferred
	Rate relating to the underlying security for which tax is deferred.

	TXFR
	Tax Free
	Rate relating to the underlying security which is not taxable.

	UNFR
	Unfranked
	Unfranked.



2.  In the MT 564 sequence E2 and in the MT 566 sequence D2, add a new optional non repetitive qualifier “Conduit Foreign Income Amount” as illustrated here below:
MT 564 Field Specifications
93. Field 19B: Amount
FORMAT
	Option B
	:4!c//3!a15d
	(Qualifier)(Currency Code)(Amount)


PRESENCE
Conditional (see rule C2) in optional subsequence E2 
QUALIFIER
(Error code(s): T89) 
	Order
	M/O
	Qualifier
	R/N
	CR
	Options
	Qualifier Description

	1
	O
	ENTL
	N
	 
	B
	Entitled Amount

	2
	O
	RESU
	N
	 
	B
	Resulting Amount

	….
	
	
	
	
	
	

	44  
	O
	TRAX
	N
	 
	B
	Transaction Tax

	45
	0
	CDFI
	N
	
	B
	Conduit Foreign Income Amount



DEFINITION
This qualified generic field specifies: 
	ACRU
	Accrued Interest Amount
	Amount of interest that has been accrued in between coupon payment periods.

	….
	
	

	CHAR
	Charges/Fees Amount
	Amount of money paid for the provision of financial services that cannot be categorised by another qualifier.

	CDFI
	Conduit Foreign Income Amount
	Amount related to Conduit Foreign Income.

	CINL
	Cash in Lieu of Shares
	Cash disbursement in lieu of a fractional quantity of, for example, equity.

	…..
	
	

	WITL
	Second Level Tax Amount  
	Amount of money withheld by the jurisdiction other than the jurisdiction of the issuer's country of tax incorporation, for which a relief at source and/or reclaim may be possible. It is levied in complement or offset of the withholding tax rate (TAXR) levied by the jurisdiction of the issuer's tax domicile.  

	
	
	


2. ISO 20022 Illustration
1. In the seev.031 (CorporateActionNotification) message, in the sequence CorporateActionOptionDetails/RateAndAmountDetails/ 

and in the seev.035 (CorporateActionMovementPreliminaryAdvice) message in the sequence CorporateActionMovementDetails/RateAndAmountDetails/, 

and in the seev.036 (CorporateActionMovementConfirmation) message in the sequence CorporateActionConfirmationDetails/RateAndAmountDetails/ 

add a new rate type code CDFI (ConduitForeignIncomeAmount) to the data type code list GrossDividendRateType3Code typing the element GrossDividendRate/RateTypeAndAmountAndRateStatus/RateType/Code and 

add a new rate type code CDFI (ConduitForeignIncomeAmount) to the data type code list NetDividendRateType3Code typing the element NetDividendRate/RateTypeAndAmountAndRateStatus/RateType/Code as defined above in ISO 15022.


2. In the seev.031 (CorporateActionNotification) message, in the sequence CorporateActionOptionDetails/CashMovementDetails/RateAndAmountDetails/, 

and in the seev.035 (CorporateActionMovementPreliminaryAdvice) message in the sequence CorporateActionMovementDetails/CashMovementDetails/RateAndAmountDetails/, 

and in the seev.036 (CorporateActionMovementConfirmation) message in the sequence CorporateActionConfirmationDetails/CashMovementDetails/RateAndAmountDetails/, 

add a new rate type code CDFI (ConduitForeignIncomeAmount) to the data type code list GrossDividendRateType2Code typing the element GrossDividendRate/RateTypeAndAmountAndRateStatus/RateType/Code 

and add a new rate type code CDFI (ConduitForeignIncomeAmount) to the data type code list NetDividendRateType2Code typing the element NetDividendRate/RateTypeAndAmountAndRateStatus/RateType/Code as defined above in ISO 15022.


3. In the seev.031 (CorporateActionNotification) message, in the sequence CorporateActionOptionDetails/CashMovementDetails/AmountDetails/,

and in the seev.035 (CorporateActionMovementPreliminaryAdvice) message in the sequence CorporateActionMovementDetails/CashMovementDetails/AmountDetails/, 

and in the seev.036 (CorporateActionMovementConfirmation) message  in the sequence CorporateActionConfirmationDetails/CashMovementDetails/AmountDetails/, 

add a new optional element named ConduitForeignIncomeAmount  as defined in ISO15022 above an typed by ActiveCurrencyAndAmount .

SWIFT Comment

	




Working Group Meeting


	Discussion

	Despite the additional information provided by the AU submitters a couple of weeks ago, the MWG does not yet fully understand the business case and the AU member could not attend the call on the day the CR is reviewed by the MWG to answer questions. 
Therefore the MWG rejects the CR but recommends to AU to look at eventually reusing the “:94a::COIN” (Country of Income Source) Place qualifiers in the cash movements together with the new WITL (Second Level Tax) rate (as normal tax rate would be zero) and amount fields that were redefined in SR2016.  The relationship with franked and unfranked rate type codes is not clear either for the MWG.
The MWG invites AU to submit their request to the SMPG Tax Subgroup so as to clarify the business case and look together for a solution.

	Decision

	Rejected



Final decision of the Securities SEG regarding ISO 20022 messages:
	Approve the MWG decision
	


Comments:

	Reject the MWG decision
	


Reason for rejection:
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