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	Ms
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[bookmark: _Toc425946195][bookmark: OLE_LINK5][bookmark: OLE_LINK8]Approval of June Meeting Minutes
Post meeting, additional feedback was received from FR and JP regarding open items CA278, CA305 and CA306 open items. This feedback was added to the final version of the minutes. No other comments received.
Minutes of June meeting are approved with this additional feedback.
[bookmark: _Toc425946196]CA278	Sample for usage of PRFC / NWFC in INT and redemption
The MDPUG has communicated via email that they agree with the ISITC MP.
Bernard explains that he had already provided an input document for this open item back in December 2014 and that it has never been addressed whilst the document illustrates better the usage of those factors for the case presented in the original question i.e. partial redemption (PRED) and related interest (INTR) events which is not covered in the ISITC MP.
Bernard input document on PRFC/NWFC:


Bernard and Elena discussed the Russian needs (provided earlier by Elena in a document – see below), as well as the factors as currently used by Clearstream in those cases as well in the case of a PRII event.
Elena’s input document:


Actions: 
1. Bernard to add some context description to the scenarios and complete the document with a PRII scenario and add at least one more scenario, for the Russian INTR event on the same date as a PRED event.
2. Sonda to describe the US market practice for the above described scenario (PRED/INTR on different and same date and PRII) in the same document Bernard has done.
[bookmark: _Toc425946197]CA279	Claims and Transformations in the T2S context
The HK market has provided some questions via email and following feedback received via email from ZA:
“The South African market currently does not have an agreed market practice to process or manage claims and thus each market participant adopts their own preferred communication and management methods. We however do agree with the need for a Global Market Practice and the business justification for a new ISO 20022 message/s. The South African market will be progressing from a T+5 settlement cycle to a T+3 and it has been acknowledged that there is a need for a market practice. The South African market practice must still be formulated and agreed and market participants have agreed to align to the Global Market Practice. “
The CR and business scenario was again discussed.
· A number of persons/institutions question the link to T2S, since T2S is a settlement platform.
· There is some confusion on the scope and purpose of the messages.
· Also some confusion regarding which are the market groups involved in corporate actions standards in Europe and what roles and responsibilities they have.
· Bernard asked if the T2S CA WG has mandated the creation of those MT/MX messages and if ECSDA had reviewed the document (which no one could answer). Bernard would recommend that those MC functionalities/messages should first be approved by ECSDA and we are sure that there is a commitment from the CSD’s to implement them.
· Mari argues that the CA-JWG Market Standards calls for most of those functionalities to be provided in the market and that CRs have already been submitted in 2004/2005/2006 for the same functionalities.
· Sonda stated that whilst ISITC recognises the business need, it has concerns about creating new ISO 15022 messages and ISITC wonders why this was not discussed together with the S&R WG. 
· One can however argue that Market Claims are purely a CA topic as it is clearly related to a transfer of entitlements and thus in the CA domain.

No definitive conclusion to the discussion, which will continue at the MWG meeting.
Actions
All Markets which are not part of the CA MWG are encouraged to provide feedback or alternative potential solution in writing, before the MWG meeting to allow for as much input as possible to the MWG discussions.
[bookmark: _Toc425946198]CA289	MAND event with Required Owner Action
Feedback on proposed draft MP from Christine: No additional NMPGs provided feedback. Christine reminded everyone of the item and asked NMPGs to include it in the agendas for their next meeting.


For action 2, the item is on the GMP1 SG’s meeting agenda.
Action: All NMPGs to provide feedback on draft MP proposal of Christine
[bookmark: _Toc425946199]CA293	Add Interest Period Inclusive or exclusive indicator ?
ES provided feedback (Exclusive) at the call.
Sonda will email the US feedback to Jacques (Post meeting answer is “Exclusive” for ISITC).
Action: Jacques to complete the table send a reminder to the remaining NMPGs (DK, CA, GR, KR,..) to get their feedback and close the item (since at this stage any possible harmonisation is likely to require a standards change).
[bookmark: _Toc425946200]CA305	MT567 for Late and Accepted Instructions
NMPG feedback on the proposed MP: “in the MT567 section, only one status sequence may be included in an MT567, though more than one reason may be included if needed and applicable”:
· Agree: UK, BE, CH, ES, SE, FR, JP, XS, LU, FI, US, ZA, RU, NO
· Do not agree: - 
· Abstain: MDPUG (not concerned)
· No Feedback yet: NO, DE
Decision: The market practice is approved.
[bookmark: _GoBack]Actions: 
1. GMP1 SG is requested to add this to GMP1.
2. See whether we should submit a CR to remove the repetitiveness of the Subsequence A2 Status in the MT567 ? 
[bookmark: _Toc425946201]CA306	Which Event for Redemptions on ELN without any payments
NMPG feedback on whether they prefer to use REDM or WRTH with Option LAPS: 
· REDM: ES, FR, XS, US, UK, FI, LU
· WRTH: JP
· No preference: ZA, RU (will follow whatever decision)
· No Feedback yet: NO, UK, BE, CH, MDPUG,
· Cannot agree (yet?): SE, DE
· Actions: 
1. Remaining NMPGs to provide feedback at next call
2. Christine to provide ELN examples to Laura
[bookmark: _Toc425946202]CA309	Distributions of interest on net equity in BR (Q from MDPUG)


NMPG feedback on the SMPG recommendation to use the DVCA code if the distribution is, from an investor tax perspective, treated as a “normal” dividend and If the investor receives the distribution free of tax, or with a reduced tax rate, the CAPD code should be used.
DVCA: ZA, XS
INTR: ES
No preference: UK

The complete ZA feedback received via email:
“Some research was conducted and it was ascertained that the interest distributed as ‘interest on net equity’ (IoNE) on hybrid instrument is actually profit. The distribution is normally sanctioned at a general meeting and in terms of Brazilian commercial law, shareholders of Brazilian entities are entitled to receive a minimum dividend, i.e. it is mandatory for a company to pay a minimum dividend. The payments made as IoNE can be seen as part of this minimum mandatory dividend however IoNE distributions can only be made if the company has made a profit.
Therefore as distributions are being made from profits the distributions is actually a dividend and therefore event code DVCA. It should be noted that “commercially” the distribution is a dividend however from a corporate tax perspective it is tax deductible (expense) and therefore treated as “interest”, subject to compliance with certain requirements. The interest distributed is not earned on capital.”
 Actions: 
1. Laura to send examples to Sonda.
2. All NMPGs to see if they can ask their Brazilian providers for the local market practice, if any, on this.
3. Remaining NMPGs are requested to provide feedback on the above proposal by the next conference call.
[bookmark: _Toc425946203]CA311 Question on CAPA Cancellation
Delphine question on the cancelation of a CAPA message: 
In case of CAPA cancellation because the eligible position has gone to zero, should the MT564 contains: 
· message function CANC 
· ELIG//0 
· ENTL//0
OR should it be the copy of the previous MT564 REPE (with ELIG and ENTL <> 0) and message function CANC? 

ZA feedback received via email:
Market participants would normally advise of changes to eligibility and in this instance there’s an eligibility to zero (0). The ZA NMPG is of an opinion that a further 23G::REPE message with sequence d 22F::ADDB//CAPA must be sent. This messages will basically indicate to the recipient that they should not expect a MT566.
The item was discussed in the group, but turned out to be rather complicated. The functionality in ISO 15022 is quite different from that of ISO 20022, and even though it is technically possible to cancel a CAPA message in ISO 15022, this may well cause confusion and lead to incorrect cancellation of the entire event.
Action: GMP1 SG is requested to try to create a draft market practice, for review by the SMPG.
[bookmark: _Toc425946204]CA312 Question About the Usage of RHDI/EXRI in ES
Veronique mentions a rumor raised at the BE NMPG saying that the Spanish market (Iberclear) would change the way they announce events with tradable rights. They will move to a two-event process, but have said that they intend to always use RHDI-EXRI, no matter what the nature of the second event is (DVOP, BONU, or others) which is non-compliant with the Standards and SMPG MP.
Diego has been in contact with Iberclear, and they have stated that they have no limitations on CAEV codes following an RHDI event and will follow global market practice on this issue.
Action: Item can now been closed.
[bookmark: _Toc425946205]AOB
Nothing to report.
------------------------ End of the Meeting Minutes ---------------
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Description of issue in russian

Информация по эмиссии:

		Issuer

Эмитент, номер эмиссии

		Ministry of finance of Samarskaya oblast

Министерство финансов Самарской области, 35005



		Securities type

Вид долговых обязательств

		Bonds

Облигации



		Вид облигаций

		Coupon

Купонные



		Form of issue

Форма выпуска

		Bearer

Документарные на предъявителя



		Amortization

Амортизационная

		Yes

Да



		Формат размещения

		по купону



		Способ размещения

		Open subscription

Открытая подписка



		Тип размещения

		Public

Публичное



		Nominal/ Minimum tradable lot

Номинал/Мин. торг. лот

		1 000 RUR



		Объем эмиссии

		8 300 000 000



		Дата регистрации

		18.06.2008



		State registration number

Гос. регистрационный номер

		RU35005SAM0



		ISIN code

Код ISIN

		RU000A0JPU55



		Bloomberg code (BBGID)

		BBG00000R3F6



		Метод расчета количества дней

		Actual/365 (Actual/365F)



		Дата начала размещения

		26.06.2008



		Дата окончания размещения

		26.06.2008



		Расчетная дата начала обращения

		04.05.2009



		Coupon interest rate

Ставка купона

		1-22 купоны - 9.3% годовых.



		Frequency of coupon payments

Периодичность выплаты купона

		4 times per year (quarterly)

4 раз(а) в год



		Start date of first coupon period

Дата начала начисления купонов

		26.06.2008



		Redemption date

Дата погашения

		19.12.2013



		Issuer agents

Агент по размещению

		Организатор - ИК Тройка Диалог,

Соорганизаторы - ООО Брокерская компания РЕГИОН, ОАО АК Сберегательный Банк РФ, ОАО АКБ РОСБАНК, ОАО ТрансКредитБанк, ЗАО Балтийское Финансовое Агентство
Андеррайтеры - ЗАО «Коммерцбанк (Евразия)», ОАО «ГПБ», ООО «РТК-Брокер», ОАО «НОМОС-БАНК», ОАО «УРСА Банк», ОАО КБ «Петрокоммерц».

Соандеррайтеры - ЗАО ИФК «СОЛИД», ОАО «Республиканская Инвестиционная Компания», ОАО «АК БАРС» БАНК, ЗАО «БАНК КРЕДИТОВАНИЯ МАЛОГО БИЗНЕСА», ОАО «Международный банк Санкт-Петербурга», ЗАО АКБ «Московский залоговый банк», ОАО «Первый Объединенный Банк», ОАО «Банк «Санкт-Петербург», ФК «Уралсиб», ОАО КБ «ЭНЕРГОТРАНСБАНК», ОАО «Первый Республиканский Банк».



		Place of trading

Торговая площадка,

Quotation list котировальный лист

		Moscow Exchange

ОАО Московская Биржа, RU000A0JPU55 (А1, 27.04.2009)

RTS Board, samr05 (05.05.2009)









Example for a complex event (previously announced as PRII):

On the same date two CA take place:

· INTR

· PRED without reduction of the nominal value of the securities



Official notification

[bookmark: _Toc294252918][bookmark: _Toc349840306](INTR) О проведенном корпоративном действии с ценными бумагами эмитента Министерство управления финансами Самарской области - "Выплата купона и погашение долга или его части" ( выпуск облигаций RU35005SAM0 )

		Реквизиты корпоративного действия

Corporate action details



		Референс корпоративного действия

CA Reference

		CORPINTR40515

CORPREDM40515



		Официальный референс корпоративного действия

Official CA Reference

		COAFINTR40515

COAFREDM40515



		Тип корпоративного действия

CA event type

		Выплата купона

Coupon payment

погашение долга или его части

partial redemption



		Дата КД (план.)

Payment date

		21 июня 2012 г.



		Дата КД (расч.)

Earlier payment date

		21 июня 2012 г.

June 21, 2012



		Дата и время фиксации списка

Record date

		15 июня 2012 г. (конец операционного дня)

June 15, 2012 (end of operational day)







		Информация о ценных бумагах (облигации)





		Эмитент

Issuer

		Номер государственной регистрации выпуска

State registration number

		Дата государственной регистрации выпуска

State registration date

		ISIN / Депозитарный код выпуска

ISIN/proprietary code

		Номинальная стоимость

Nominal

		Валюта номинала

Denomination currency

		Платежный агент

Paying agent



		Министерство управления финансами Самарской области

Ministry of finance of Samarskaya oblast



		RU35005SAM0

		18 июня 2008 г.

June 18, 2012

		RU000A0JPU55

		1000,00

		Рубли

Roubles

		НКО ЗАО НРД

NSD







		Информация о погашении



		Код типа корпоративного действия

CA event type

		REDM



		Тип погашения

Redemption type

		Частичное

partial



		Погашаемая часть в %

Redeemable part in %

		40.0000



		Размер погашаемой части в валюте платежа

Redeemable amount in RUB

		400.0000



		Валюта платежа

Currency of payment

		Рубли

RUB







		Информация о выплате купонного дохода

Interest coupon payment details



		Код типа корпоративного действия

CA event type

		INTR



		Ставка купонного дохода (%, годовых)

Interest coupon rate (% per annum)

		9.3000



		Размер купонного дохода в валюте платежа

Coupon in RUB

		10.4300



		Валюта платежа

Currency of payment

		Рубли



		Дата платежа

Payment date

		21 июня 2012 г.

June 21, 2013



		Дата начала текущего купонного периода

Start date of coupon period

		22 марта 2012 г.

March 22, 2012



		Дата окончания текущего купонного периода

End date of coupon period

		21 июня 2012 г.

June 21, 2012



		Количество дней в купонном периоде

Number of days in coupon period

		91







		Текущая выплата по КД

Current payment details



		

		Размер текущей выплаты на 1 ц.б.

Amount paid per 1 unit

		Дата проведенной в НРД выплаты

Payment date

		Остаток по выплатам

comments



		по купону

coupon amount

		10.4300

		21 июня 2012 г.

June 21, 2012

		Выплачен полностью

Fully paid



		по погашению

redemption amount

		400.0000

		21 июня 2012 г.

June 21, 2012

		Выплачен полностью

Fully paid








1. INTR: Interest Payment (MAND)

Definition:

Interest payment distributed to holders of an interest bearing asset.

Additional terms:

On the same date securities are redeemed in part on the scheduled date without reduction of the nominal value of the securities (partial redemption). This is commonly done by pool factor reduction.

As a result the pool factor changes from 0,45 (previous pool factor) to pool factor after redemption (next pool factor) 0,05.

Pool factor used for calculation of coupon payment is 0,45.

Issue name:

Bonds 9,3 % due 19/12/2013

ISIN RU000A0JPU55

Issuer:

SAMARSKAYA OBLAST

Terms:

Bond pays at a coupon rate of 9.3% for the applicable period

Coupon interest amount RUB 10,43

Coupon is paid quarterly: coupon period is 91 days from March 22, 2012 till June 21, 2012

Relative dates:

Record Date - June 15, 2012

Pay date – June 21, 2012

Transaction description:

Corporate action reference: INTR40515

Nominal: RUB 1.000,00

The coupon interest will be collected on behalf of A/C MS0123456789.

The coupon will be paid in RUB without options.

The account has an underlying settled balance of 1,000,000 face amount.

Certification description:

The holder of the security has to provide basic details on nominal and associated tax rate to be used by the account servicer.

Certification must be provided in physical format.

Messages:

MT 564 for the notice of entitlement



[bookmark: _Toc294252919][bookmark: _Toc349840307]MT 564 Corporate Action Notice of Entitlement

		

		

		

		

		

		

		

		



		M

		Mandatory Sequence A General Information

		



		

		:16R:

		GENL

		Start of Block



		M

		:20C::

		CORP//CORPINTR40515

		Corporate Action Reference



		M

		:20C::

		SEME//53059

		Sender’s Message Reference



		O

		:20C ::

		COAF//COAFINTR40515

		Official Corporate Action Event Reference



		M

		:23G :

		REPE

		Replacement with entitlement



		M

		:22F ::

		CAEV//INTR

		Corporate Action Event Indicator



		M

		:22F::

		CAMV//MAND

		Mandatory/Voluntary Indicator



		O

		:98C ::

		PREP//20120616144445

		Preparation Date Time



		M

		:25D::

		PROC//COMP

		Processing Status



		O

		

		Optional Repetitive Subsequence A1 Linkages

		



		

		:16R:

		LINK

		Start of Block



		R

		:13A::

		LINK//564

		Previously sent message type 



		M

		:20C::

		PREV//53050

		Previously sent message reference



		

		:16S:

		LINK

		End of Block



		O

		

		End of Subsequence A1 Linkages

		



		

		:16S:

		GENL

		End Of Block



		M

		End of Sequence A General Information

		



		M

		Mandatory Sequence B Underlying Securities

		



		

		:16R:

		USECU

		Start of Block



		M

		:35B:

		ISIN RU000A0JPU55

		Identification of the Financial Instrument



		

		

		Optional Subsequence B1 Financial Instrument Attributes



		M

		:16R:

		FIA

		Start of Block



		R

		:22F::

		MICO//A005

		Method of interest computation 



		O

		:11A::

		DENO//RUB

		Currency of Denomination



		O

		:98A::

		MATU//20131219

		Maturity date 



		O

		:98A::

		COUP//20120920

		Next coupon payment date 



		O

		:92A::

		PRFC//0,45

		Previous factor



		O

		:36B::

		MINO//FAMT/1000,

		Minimum Nominal Quantity



		

		:16S:

		FIA

		End Of Block



		

		

		End of Subsequence B1 Financial Instrument Attributes



		M

		Mandatory Repetitive Subsequence B2 Account Information



		

		:16R:

		ACCTINFO

		Start of Block



		M

		:97A::

		SAFE//MS0123456789

		Safekeeping Account



		M

		:93B::

		ELIG//FAMT/1000000,

		Total Eligible For Corporate Action Balance



		

		:16S:

		ACCTINFO

		End Of Block



		M

		End of Subsequence B2 Account Information

		



		

		:16S:

		USECU

		End Of Block



		M

		End of Mandatory Sequence B Underlying Securities

		



		M

		Optional Sequence D Corporate Actions Details

		



		

		:16R:

		CADETL

		Start of Block



		M

		:98A::

		RDTE//20120615

		Record Date/Time



		M

		:69A::

		INPE//20120322/20120621

		Interest period 



		O

		:92A::

		INTR//9,3

		Annual interest rate 



		O

		:13A::

		COUP//016

		Coupon Number



		O

		:17B::

		CERT//Y

		Certification Flag 



		O

		:22F::

		CEFI//PHYS

		Certification Format Indicator. 



		

		:16S:

		CADETL

		End Of Block



		M

		End of Sequence D Corporate Actions Details

		



		O

		Optional Repetitive Sequence E Corporate Action Options



		

		:16R:

		CAOPTN

		Start of Block



		M

		:13A::

		CAON//001

		CA Option Number



		M

		:22F::

		CAOP//CASH

		Corporate Action Option Code Indicator



		O

		:22F::

		CETI//TRBD

		Certification Type Indicator. 



		R

		:11A::

		OPTN//RUB

		Currency offered



		M

		:17B::

		DFLT//Y

		Default Processing Flag



		O

		

		Optional Repetitive Subsequence E2 Cash Movement

		



		

		:16R:

		CASHMOVE

		Start of Block



		M

		:22H::

		CRDB//CRED

		Credit/Debit Indicator



		R

		:19B::

		RESU//RUB10430,

		Resulting amount



		R

		:19B::

		ENTL//RUB10430,

		Entitled amount



		O

		:19B::

		GRSS//RUB10430,

		Gross amount



		O

		:19B::

		TAXR//RUB2086,

		Tax amount



		O

		:19B::

		NETT//RUB8344,

		Net amount



		M

		:98A::

		PAYD//20120621

		Payment Date/Time



		O

		:98A::

		VALU//20120621

		Value Date/Time



		O

		:98A::

		EARL//20120621

		Earliest Payment Date



		M

		:92F::

		INTP//RUB10,43

		Interest rate used for payment.



		O

		:92A::

		TAXR//20,

		Tax rate



		

		:16S:

		CASHMOVE

		End Of Block



		O

		End of Subsequence E2 Cash Movement

		



		

		:16S:

		CAOPTN

		End Of Block



		O

		End of Sequence E Corporate Action Options

		



		

		








[bookmark: _Toc349840328]2. PRED: Partial Redemption (MAND) - Without Reduction of Nominal Value

Definition:

Securities are redeemed in part before their scheduled final maturity date without reduction of the nominal value of the securities. This is commonly done by pool factor reduction.

Additional terms:

On the same date coupon is paid for these securities.

Issue name:

Bonds 9,3 % due 19/12/2013

ISIN RU000A0JPU55

Issuer:

SAMARSKAYA OBLAST

Terms:

Partial redemption takes place on June 21, 2012.

Redeemable part in % - 40%

Amount of redeemable part in Сurrency – RUB 400,

On the same date bond pays interests at a coupon rate of 9.3% for the applicable period

Coupon period is 91 days from March 22, 2012 till June 21, 2012

Relative dates: 

Record Date – June 15, 2012

Payment date: June 21, 2012

Transaction description:

Corporate action reference: PRED40515

Account MS0123456789 holds a position of 1.000.000, unit of ISIN RU000A0JPU55 as a settled position.

The debt instrument is announced on to be June 21, 2012 to redeem in part without reduction of nominal value.

This is done by a reduction of the pool factor value of the debt instrument and result in the payment of a cash amount calculated on the basis of the pool factor reduction. 

The redemption rate is 40,0%.

As a result the pool factor changes from 0,45 (previous pool factor) to pool factor after redemption (next pool factor) 0,05.

Messages: 

MT 564 for the notice of entitlement

		[bookmark: _Toc349840329]MT 564 Corporate Action Notice of Entitlement



		

		Mandatory Sequence A General Information

		



		M

		:16R:

		GENL

		Start of Block



		M

		:20C::

		CORP//CORPPRED40515

		Corporate Action Reference



		M

		:20C::

		SEME//SEME53060

		Sender's Message Reference



		O

		:20C::

		COAF//COAFPRED40515

		Official Corporate Action Event Reference



		M

		:23G:

		REPE

		Replacement with entitlement



		M

		:22F::

		CAEV//PRED

		Corporate Action Event Indicator



		M

		:22F::

		CAMV//MAND

		Mandatory/Voluntary Indicator



		O

		:98C ::

		PREP//20120616144445

		Preparation Date Time



		M

		:25D::

		PROC//COMP

		Processing Status



		O

		

		Optional Repetitive Subsequence A1 Linkages

		



		

		:16R:

		LINK

		Start of Block



		R

		:13A::

		LINK//564

		Previously sent message type 



		M

		:20C::

		PREV//SEMEPRED53054

		Previously sent message reference



		

		:16S:

		LINK

		End of Block



		O

		

		End of Subsequence A1 Linkages

		



		M

		:16S:

		GENL

		End Of Block



		

		End of Sequence A General Information

		



		

		Mandatory Sequence B Underlying Securities

		



		M

		:16R:

		USECU

		Start of Block



		M

		:35B:

		ISIN RU000A0JPU55

		Identification of the Financial Instrument



		

		

		Optional Subsequence B1 Financial Instrument Attributes



		M

		:16R:

		FIA

		Start of Block



		O

		:36B::

		MINO//FAMT/1000,

		Minimum Nominal Quantity (Minimum Nominal Value)



		

		:16S:

		FIA

		End Of Block



		

		

		End of Subsequence B1 Financial Instrument Attributes



		

		

		Mandatory Repetitive Subsequence B2 Account Information



		M

		:16R:

		ACCTINFO

		Start of Block



		M

		:97A::

		SAFE//MS0123456789

		Safekeeping Account



		O

		:93B::

		ELIG//FAMT/1000000,

		Total Eligible For Corporate Action Balance



		O

		:93B::

		SETT//FAMT/1000000,

		Settled balance



		M

		:16S:

		ACCTINFO

		End Of Block



		

		

		End of Subsequence B2 Account Information

		



		M

		:16S:

		USECU

		End Of Block



		

		End of Mandatory Sequence B Underlying Securities

		



		

		Optional Sequence D Corporate Actions Details

		



		R

		:16R:

		CADETL

		Start of Block



		O

		:98A::

		ANOU//20120601

		Announcement date



		M

		:98A::

		RDTE//20120615

		[bookmark: RANGE!H43]Record Date/Time



		M

		:92A::

		PRFC//0,45

		Previous factor



		M

		:92A::

		NWFC//0,05

		Next factor



		R

		:16S:

		CADETL

		End Of Block



		

		End of Sequence D Corporate Actions Details

		



		M

		

		Optional Repetitive Sequence E Corporate Action Options

		



		M

		:16R:

		CAOPTN

		Start of Block



		M

		:13A::

		CAON//001

		CA Option Number



		M

		:22F::

		CAOP//CASH

		Corporate Action Option Code Indicator



		R

		:11A::

		OPTN//RUB

		Currency offered



		M

		:17B::

		DFLT//Y

		Default Processing Flag



		

		

		

		Optional Repetitive Subsequence E2 Cash Movement

		



		

		:16R:

		CASHMOVE

		Start of Block



		M

		:22H::

		CRDB//CRED

		Credit/Debit Indicator



		R

		:19B::

		ENTL//RUB400000,

		Entitled amount



		O

		:19B::

		GRSS//RUB400000,

		Gross amount



		M

		:98A::

		PAYD//20120621

		Payment Date/Time



		O

		:98A::

		VALU//20120621

		Value Date/Time



		O

		:98A::

		EARL//20120621

		Earliest Payment Date (think bank holiday)



		M

		:92A::

		RATE//40,0

		Percentage of outstanding securities redeemed



		M

		:90A::

		OFFR//PRCT/100,

		Offer Price



		

		:16S:

		CASHMOVE

		End Of Block



		

		

		

		End of Subsequence E2 Cash Movement

		



		M

		:16S:

		CAOPTN

		End Of Block



		

		

		End of Sequence E Corporate Action Options
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Mandatory event with required owner action

 

There are certain types of mandatory events where some form of action is required by the account owner in order to receive the entitlement/proceeds. Examples include spin-off where the outturn securities cannot be held in the same CSD/account as the underlying securities, and distribution of interim securities/subscription rights where the account owner must certify it is not restricted from participation before the entitlement/proceeds can be distributed.

For these events, the CAMV code CHOS should be used instead of MAND, with option SECU/CASE/CASH according to the terms of the event and option LAPS, forfeiting the entitled proceeds, as the default. In addition, two other fields may be used:

· Since the event is not a standard mandatory with options event, the ADDB code Required Action (:22F::ADDB//REAC) should always be included in sequence D to better explain the reason for the non-standard mandatory/voluntary indicator.

· For some recipients of the event notification, the information needed by the issuer/agent may already be known to the account servicer (e.g. due to a fully segregated account). In these cases, the Applied Option Flag flag (:17B::APLI//Y) should be included in the applicable option sequence to inform that the default option will not be applied unless an instruction to that effect is received. Please note that the flag should only be used with value Y and only for mandatory events requiring account owner action (i.e. when :22F::ADDB//REAC is used in sequence D). It should also only be used for the non-default option (i.e. it should not be included for an option where the DFLT flag value is Y).
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Brazilian interest payments on net equity (Juros sobre o capital proprio): an
international perspective

1. Interest on Equity and Dividends: the Brazilian perspective

Brazilian companies have two main instruments for remunerating shareholders for the
capital invested in companies: dividends and interest on net equity (“Juros sobre o
capital propio”, referred to as “IoNE” in this article). Both instruments can be used at
the same time, but their tax treatment will depend on the particular characteristics of
each case.

While dividends feature in most jurisdictions, [oNE is unique to the Brazilian system.
The following paragraphs focus on describing -and characterizing IoNE- under
Brazilian domestic legislation from the perspective of tax and corporate law.

1.1 Introductory comments

IoNE first appeared in the Brazilian legal system in Federal Law no. 9,249, of
December 26, 1995, which contains the following provision:

“Article 9. A legal entity can deduct, for the purpose of calculating its
actual profit, the interest paid to the owner, members or shareholders, by
way of return on net equity, calculated on the net equity accounts and to the
extent of the variation in the long-term interest rate (“Taxa de Juros de
Longo Prazo”) calculated pro rata per day.”

Law 9,249/95 however, places two restrictions that must be observed
simultaneously to set the upper deductibility limit:

(1) IoNE must be calculated by reference to the net equity accounts.
Therefore, if the enterprise does not have a significant amount of equity
or has a negative equity figure, earnings cannot be distributed in the form
of IoNE.

The rate applied to the net equity accounts must be the long-term interest
rate, published annually by Banco Central de Brasil, Brazil’s central
bank.

(i1))  The upper limit on [oNE is determined as the higher of: (i) 50% of net
income for the year, before deduction of the [oNE and deduction of the
provision for corporate income tax, but after the deduction of the social





contribution on net income', and (ii) 50% of retained earnings plus profit
reserves.

Brazilian tax law, for domestic fiscal policy reasons (basically to encourage the
capitalization of Brazilian companies), allows IoNE to be treated, subject to the
limits mentioned above, as a tax deductible expense.

Besides treating these payments as a tax deductible expense, Brazilian tax law
also requires them to be taxed at source at 15%, even where the recipient is
nonresident (as opposed to the absence of withholding tax on dividends paid to
nonresidents, under Brazilian domestic law).

1.2 IoNE for the purposes of Brazilian Corporate Law

IoNE is treated in Brazil as a share in profits under its corporate, stock market,
accounting and exchange control legislation. IoNE is a share in corporate earnings
that can only be received by owning the company's shares. Despite its name, it
bears no relation at all to a return on loaned sums, the legal and economic basis
for interest.

The corporate document that creates a right to receive IoNE is the minutes of the
shareholders’ meeting or board meeting that decides to distribute the company’s
income among the shareholders, in the form of either dividends or IoNE.

In this context, for instance, the Brazilian Securities Exchange Commission
adopted a decision determining that the companies under its authority (e.g. listed
companies) should give the same treatment to IoNE and dividends. Otherwise, the
financial statements would be distorted, as companies with similar profitability
would have completely different profits.

The Commission also determined that the same restrictions on dividends should
also apply to IoNE payments. In one case, for instance, a Brazilian company
earned profits in a given year and paid out IoNE to its shareholders before
offsetting past losses. It is important to stress that the law allows IoNE to be paid
if the payment is within (i) 50% of net income for the year — a condition met by
the company or (ii) 50% of retained earnings plus profit reserves.

Nevertheless, the Commission found that as dividends could not be paid in this
case, neither could IoNE, and that its directors should be fined for violating that
rule’.

' Because IoNE can affect the base for that contribution, the taxpayer could come up against a circular
calculation. Nevertheless, this calculation method is expressly determined in the legislation.





1.3

Characterization of IoNE under Brazilian Tax Law

It is easy to see that IoNE, at least on the surface, has a dual nature. From a
corporate perspective, the vast majority of instruments (and even accounting
rules) consider that IoNE is simply a form of distribution of profits to the
shareholders. Nevertheless, it is calculated by applying an interest rate (TJLP) to a
predetermined amount (net worth at the beginning of the relevant period) and is
capped at 50% of the net income for the year or 50% of the retained earnings plus
profit reserves.

From a tax perspective, its treatment is largely determined in Law 9,249/95,
which states that for income tax purposes, [oONE should be regarded as a
deductible expense.

The Brazilian tax authorities also passed Regulatory Instructions that require
IoNE to be treated as a financial expense in order to constitute a deductible
expense’. Consistently, the tax authorities also stated that IoNE should be
recorded and taxed as financial revenue for the recipient.

Thus, the current understanding of the characterization of IoNE is:
1. For social security contribution (PIS and COFINS) purposes:

IoNE is deemed to be a financial revenue and not a dividend. In general terms,
this contribution is levied on companies’ revenues, but there is a specific
exemption for revenues derived from the net worth pick-up method (which
usually makes dividends exempt from taxes).

Nevertheless, it could be considered that IoNE payments should be treated as
equity pick-up revenues, particularly because accounting rules stipulate that
IoNE must be subtracted directly from the company’s income, and would thus
qualify for the exemption described above.

The Brazilian Superior Court of Justice ruled, however, that IoNE did not
qualify for the exemption, as it deemed that [oNE was an outright financial
expenditure/revenue*. The main argument used by the court is that, as IoNE is
calculated by applying a fixed rate to a fixed amount, it does not share the

* Brazilian Securities Exchange Commission decision no. RJ2006/0594

3 Particularly, Paragraph 3 of Article 29 and paragraph one of Article 30, both of Regulatory Instruction
11/96, clearly state that JoNE must be recognized in the company’s accounts as if it were a financial
expense.

* One example of such a decision is Special Appeal no. 952.566, where the Superior Court of Justice
decided that IoNE should not be treated as income derived from the equity pick-up method but as
financial revenue.





nature of profits, whose defining characteristic is that they are contingent upon
the company’s result.

2. For international taxation and tax treaty purposes:

On more than one occasion’, the tax authorities have decided that the benefits
available for the interest from loans should also apply to IoNE. These
decisions related to cases where no specific mention of [oNE could be found
in the protocol to determine how they should be characterized.

As that view was given in ruling requests, which do not provide the details of
the actual cases, we can only speculate as to the grounds for these decisions.
In all likelihood, this reasoning stemmed from the tax authorities considering
that all income treated as interest in Brazil should be considered as interest for
the purposes of the tax treaty.

Therefore, based on previous decisions, it could be said that, for the tax
authorities, IoNE will be regarded not as a dividend, but as a financial
expense/revenue.

The view taken regarding the characterization of IoNE under treaties has not been
definitely reviewed by the Brazilian Courts. From the wording of most Brazilian
treaties, it is unclear whether IoNE should, in fact, be characterized as interest.

In the scenario described above, bearing in mind in particular that for corporate and
accounting purposes [oNE is akin to a dividend, depending on the tax treatment that the
country of residence of the investor gives to income of that type, the payment of IoNE
can be a very attractive option, especially if the country of residence of the investor
characterizes IoNE as a dividend/share in profits and a participation exemption regime
applies to income of that type.

2.  International Perspective — The Spanish Case

IoNE has been widely used by international investors and several tax authorities have
already had the opportunity to deal with them.

> This issue was brought before the tax authorities in Divergence Solution no. 16/01, where the tax
authorities decided that IoNE should be regarded as interest for the purposes of applying the Brazil-Japan
tax treaty. This decision is particularly relevant because that tax treaty does not contain any specific
reference to IoNE, much like the Brazil-Spain tax treaty.





Although Brazilian tax law (and more recently, Brazilian tax treaties, with Mexico,
South Africa and Israel) draw a distinction between IoNE and dividends, several
jurisdictions consider, based on their domestic provisions, that IoNE is akin to income
deriving from equity and thus apply the associated rules, which, depending on the facts
of the case and the jurisdictions involved, might be participation exemption rules.

For instance, the Tax Court of Nuremberg (Germany) analyzed the instruments in its
decision of December 14, 2010. In this case, the Nuremberg Tax Court concluded from
the features of IoNE and according to German tax law that they qualify as dividends,
since at the end of the day they derive from the investment by the shareholder in the
equity of the Brazilian company.

This also used to be the opinion of the Spanish tax authorities, which over recent years
have audited many Spanish companies that have used IoNE in their Brazilian
investments, until it recently changed its point of view on this matter in 2010.

The issue that arose in Spain is whether their treatment under treaty rules would
override the respective characterization under domestic law. While there is consensus
that the characterization provided by international rules should prevail for treaty
purposes, the point at issue is whether the characterization provided for treaty purposes
would also automatically apply for domestic law purposes.

As an example, if an item of income is considered as a dividend under treaty rules,
would this automatically cause this amount to be deemed as a dividend for the purposes
of domestic legislation? Conversely, if an item of income is deemed as interest under
treaty rules, would this also mean that it is interest for the purposes of domestic
legislation?

Spanish corporate income tax legislation contains a participation exemption regime,
aimed at avoiding international double taxation on dividends and income derived from
investments in nonresident companies.

Under that regime, dividends or shares in the profits of non Spanish resident companies
are exempt subject to the following requirements:

(a) The direct or indirect ownership interest in the capital or equity of the nonresident
company must be at least 5%.

(b) The investee must have been taxed in respect of a foreign tax that is identical or
similar to Spanish corporate income tax in the tax period in which the income
being distributed or shared was obtained.

This requirement will be deemed to be fulfilled where the investee is resident in a
country with which Spain has entered into a tax treaty, which applies to it and
contains an exchange of information clause.





(c) The income being distributed or shared must come from the performance of
business activities abroad.

Most Spanish companies with investments in Brazil that had been using IoNE payments
considered that they fulfilled the above requirements to apply the participation
exemption regime. Many of these companies, which include large listed Spanish
multinationals, have been audited in recent years and this matter was not challenged by
the auditors.

The Spanish tax authorities appear to have had a recent change of opinion, however: the
TEAC (the Spanish Central Economic-Administrative Court’), in a decision rendered on
April 13 2011, confirmed the first tax audit report we have heard of that takes the view
that the participation exemption does not apply to IoNE (although there is an option, in
certain cases, to deduct withholding taxes). The reasons underlying the views of both
the auditors and the TEAC are listed below:

1. The IoNE payments are characterized as interest, not as dividends:

a. To determine how to characterize IoNE for the purpose of applying the
domestic participation exemption regime, the TEAC examined the tax treaty
signed by Spain and Brazil. The TEAC held that IoNE falls within the
definition of interest contained in article 11 of the Spain-Brazil tax treaty,
which in its definition of interest refers to the domestic tax legislation of the
source country in relation to any other income (“other income assimilated to
income from money lent by the taxation law of the Contracting State in which
the interest arises™).

b. The TEAC analyzed Brazilian tax law and concluded that it treats [oNE as tax
deductible interest, even though it recognizes that from a corporate and
accounting law perspective, IoNE is considered as a dividend and derives from
an investment in capital stock.

c. As a result, the TEAC held that this characterization for the purposes of
Brazilian tax law defined and conditioned the characterization of IoNE as
interest both for the purposes of applying the tax treaty and for the purposes of
the treatment required for them under Spanish tax law at the recipient.

2. Additionally, the TEAC considered that no double taxation arises: in view of the
characterization for tax purposes of IoNE as interest, the TEAC held that the
international double taxation triggering the domestic participation exemption regime
will never take place since by being deductible, IoONE gave rise to zero tax in Brazil.

6 An institution belonging to the Spanish Administration that entertains administrative claims against the
decisions by the tax authorities themselves before the decision is submitted for judicial review.





We have no difference of opinion as to the difficulty involved in characterizing IoNE.
We cannot, however, share either the conclusion reached by the TEAC, or, basically,
the arguments underlying that conclusion, particularly for the following reasons:

1.

Firstly, the TEAC has interpreted Spanish domestic law in light of the provisions in
the tax treaty. As mentioned above, the TEAC took the characterization of income
for the purposes of Brazilian domestic law (to which the tax treaty is supposed to
make a referral) and extended it for the purposes of applying both the tax treaty and
Spanish domestic law.

We cannot lose sight here that the tax treaty’s role is confined to distributing the
power to levy taxes between the states, without depriving domestic laws of their
enforceability in their respective spheres of application. We could take this
discussion further, but suffice it to say, by way of conclusion and as the Spanish tax
authorities themselves have acknowledged on several occasions, that the
characterization of an item of income on the basis of a tax treaty is only for the
purposes of applying that tax treaty, which will determine which state has the
power to levy tax on that income, but, beyond that step of determining which state
has the power to tax the income, it will be the legislation of the state to which the
income has been assigned that will determine how it is to be characterized and
taxed.

It serves to bring to mind a long list of judgments7 in which the Spanish Supreme
Court has overturned the referral to foreign law for the characterization or
definition of some of the elements of the tax obligation.

Also worth recalling is the view taken by the Economic Administrative Court of
Niiremberg (Germany) in its decision of December 14, 2010, on a very similar —if
not identical- dispute to the one we are analyzing. In that decision, regarding the
receipt of IoNE payments from Brazil by a German resident shareholder, the court
concluded, contrary to the opinion of the German tax authorities, that (i) the [oONE
payments had to be treated as shares in profits for the purposes of the domestic
exemption regime, “as they originate from the corporate relationship and are only
received by shareholders” and (ii)) Germany, as the country of residence of the
recipient of the income, must make an independent characterization of the income
based on its own domestic law, on which neither the characterization nor the
treatment of the IoNE payments (ability to deduct them and withholding tax at
source) for the purposes of Brazilian domestic law have any bearing.

We cannot fail to mention here that the TEAC’s reasoning, which makes the
characterization of an item of income of a Spanish taxpayer depend, regarding the
taxable event and tax base, on the parliamentary activity of another country (Brazil,

7 Judgments of June 25, 2004, May 5, 2008, and November 16, 2009 for example.





in this case) and even on the interpretation by its tax authorities, could harbor a
direct infringement of the principles of the right to have tax matters determined by
the law, as contained in the Spanish General Taxation Law, of legal certainty and of
the right to due process of law, all appearing in the Spanish Constitution.

Having said that, we believe IoNE must be characterized independently from the
standpoint of the tax law that is being applied, namely the participation exemption
regime mentioned above, which places no obstacles to characterizing IoNE as a
dividend for these purposes.

2. Secondly, and as an additional point, although this analysis is not necessary, [oONE
falls neatly within the definition of dividends in article 10.4 of the Spain-Brazil tax
treaty, which implies that the characterization by the Brazilian tax authorities may
not be correct from a Spanish perspective. According to that article, the term
“dividends” includes income from shares and from other rights that allow a share in
profits, other than debt claims. Given that, under Brazilian corporate and
accounting law, and as the TEAC itself has recognized, IoNE is treated as a share in
profits, we fail to see any technical reason why they should not fall within the
definition of dividends in the Brazil-Spain tax treaty.

3. Thirdly, on the subject of double taxation, it should be recalled that the Spanish
domestic legislation mentioned above contains an irrebuttable presumption, as it
provides in relation to the requirement regarding the foreign taxation of the income
that is being distributed (i.e. the first tax), that it will be considered to have taken
place when the investee is resident in a country with which Spain has signed a tax
treaty, which is applicable to it and which contains an exchange of information
clause.

In the case we are analyzing, that requirement is fulfilled and therefore any further
requirement in relation to double taxation, such as that mentioned in this case by
the TEAC, is not imposed by the legislation in force, is unnecessary, and falls
outside the scope of its powers under the laws governing its conduct.

We believe the arguments outlined above are strong enough to prompt an adjustment to
the Spanish TEAC’s view in the event of a claim to the National Appellate Court, which
would be the court responsible for deciding on an appeal of this type.

3.  Potential practical implications

As we have already mentioned, from a Brazilian perspective, the payment of [oNE
could be a very attractive option, especially if the country of residence of the investor
characterizes IoNE as dividends / shares in profits and a participation exemption regime
applies to that type of income.





Despite the above, from the Spanish perspective, the TEAC’s view could, depending on
various factors and scenarios, and whether it is ultimately confirmed, have an impact on
the financial structures of Spanish (and international investments channeled through
Spain) investments in Brazil.

As we have said, however, we believe there are strong arguments against the TEAC’s
reasoning, and therefore in our view it is still early days to analyze its final implications.

One thing we can say is that among the potential effects that future acceptance of the
TEAC’s reasoning could have, the one that gives the greatest cause for concern would
be an acceptance of no independence of the Spanish tax and legal system to characterize
income from a non Spanish source, which could be translated, as in the case under
analysis, into a type of “importation” of elements of the tax obligation from other
jurisdictions that would override Spain’s own, which, we must not forget, arise from the
legislative power conferred by the Spanish people on their parliament.

That said, it should be noted that, if according to the abovementioned decision, IoNE is
characterized as interest for Spanish domestic tax purposes, the matching credit at a
20% rate stated in article 23.2 of the tax treaty for interest would still be applicable to
the income obtained by the Spanish investor. This means that, whatever the actual
withholding rate in Brazil, the credit in Spain would always be granted as if 20% tax
had been levied, therefore this instrument may still be more advantageous than simply
paying dividends.
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