[image: image24.png]



[image: image25.png]



[image: image26.png]





Guidelines for the use of qualifiers

Exemption Type (ETYP) and 
Income Type (ITYP)

Attention!

This document is currently only applicable for the UK&IE and US market
Australia, France agreed to postpone the use of qualifiers ETYP (Type of Exemption) and ITYP (Type of Income) until issues with the definition of the lists of associated codes are resolved.

As a consequence, qualifiers ITYP will be available in MT564 and MT566 and ETYP in MT566 but will remain unused until further notice.

Updates on the situation will be published in the Announcement section of www.smpg.info. 
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1. Introduction
Change requests III.16, III.17 and III.18 of Standards Release 2008 led to the creation of a new qualifier ITYP (Income Type) in field 22F in sequence D of MT564 and sequence C of MT566 and of a new qualifier ETYP (Exemption Type) in field 22F in sequence C of MT566.
The objective of this document is to summarise the background of these change requests and explain how these two qualifiers should be used.

2. Background
2.1 SR 2008 CR III.16 and III.17
Change requests III.16 and III.17 have been introduced to support the U.S. requirements for the annual declaration “1042” to the U.S Internal Revenue Services (I.R.S.). Their objective is to improve STP between US correspondent banks and banks in other countries which hold US stocks. 

The Income Type code is one of the data which by non US intermediaries to consolidate the different types of revenue in order to draw up the declaration “1042”.

The Exemption Type code is one of the data used by non US intermediaries to consolidate the different types of revenue in order to draw up the declaration “1042”.

During the fiscal year and before sending declaration “1042”, the exemption and income types codes sent by the US correspondent bank are matched with the internal calculation of the sub-custodian.

In addition, in order to keep their QI (Qualified Intermediary) status, non US banks are subject by U.S. law to an audit every year or every two years. As part of this audit, the exemption and income types codes applied by the US correspondent bank and by the sub-custodian have to be provided income per income.
It was agreed by the CA SMPG working group that an automated integration of these exemption and income type codes would facilitate the process and eliminate the use of Excel spreadsheets.
2.2 SR 2008 CR III.18
The Australian equities market includes trust securities (listed and unlisted) which, whilst similar in nature to Real Estate Investment Trusts (REITs) available in international markets, such as the US and Singapore, involve a greater impact on the underlying investor from a tax and accounting perspective. 

The primary driver for this is Australian trusts are essentially pass through entities, whereby the income and capital derived by the trust must be distributed to unit-holders on a regulated basis (either quarterly or half yearly for listed trusts and up to monthly for unlisted trusts). As a pass through entity, the tax nature of the derived funds must be passed to unit-holders for inclusion in their tax return or to determine their non-resident withholding tax obligations. 

At present, there are approximately 40 different tax components that can be received and therefore distributed to unit-holders via a trust. The universe of tax components is continuing to change with new legislation (TARP) due to rationalise particular capital gains tax components in 2007. As the trust industry continues to develop in Australia, we expect further classification and/or rationalisation of tax components to continue.

The main difficulty faced by Australian custodians at present is that ISO 15022 standards only support 5 of the Australian trust income/tax components: Franked, Unfranked, Interest, Tax Free and Sundry Other Income. As a result, custodians are required to roll up the underlying tax components into these 5 high level components, which has led to an increase in the risk of processing & classification errors across the Australian custodian industry. 

The extended tax component reporting required by investors is currently supported by a combination of MT 564, MT 568 free format message and excel spreadsheet (or similar data file). However, neither the MT 568 or data file facilitate STP, instead they break the STP cycle for both custodian and investors alike.

The final area of contention arises from the status of each underlying tax component (this does not include the overall gross distribution rate), where components generally begin as indicative rates (INDI) before moving to an actual rate (ACTU) either soon after payable date or at the end of the financial year, which can be up to twelve months after payable and is dependent on the operation of the individual trust. This information is generally communicated by custodians to investors via MT 568 or email.

The multiple reporting methods utilised by Australian custodians, combined with varied tax component aggregation methods, have seen a tendency for information to be either mis-communicated or incorrectly applied by investors. As a result, the industry has seen an increase in the number of queries received from investors with either a direct or indirect relationship with multiple Australian custodians.

Through concerted industry co-operation (via the Australian Custodial Services Association) since mid-2004, Australian custodians have achieved steady improvements in the overall trust reporting process. Focus is now shifting to supporting the communication of this critical information via coded message types: the MT 564 (for notification) and MT 566 (for entitlement).

3. SWIFT CA Securities Maintenance WG decision

To support the business requirements described in these three change requests is was decided to:

3.1 Create two new qualifiers
	Qualifier
	Definition
	Field
	Sequence

	
	
	
	MT564
	MT566

	ETYP (Type of Exemption)
	Specifies the basis for the reduced rate of withholding.
	22F
	-
	C

	ITYP (Type of Income)
	Specifies the type of income.
	22F
	D
	C


3.2 Use the Data Source Scheme (DSS)

The use of exemption and income type codes is specific to some local markets and it is acknowledged that these lists of codes can evolve regularly and at a quicker pace than the ISO 15022 Standards Release.  For these reasons it was decided to use the DSS of format option F to indicate to which local market the code is referring and to keep the associated lists of codes external to ISO 15022 and store them on www.smpg.info. This way, updates will be reflected in a timely manner, allowing the financial institution to always be in line with the local regulations. It should be noted that the use of the DSS should remain exceptional.
4. Description of the SWIFT User Handbook for ISO 15022 standard
FORMAT
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(Qualifier)(Data Source Scheme)(Indicator)


QUALIFIER

(Error code(s): T89) 

	Order
	M/O
	Qualifier
	R/N
	CR
	Options
	Qualifier Description

	.../...
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Type of Exemption 
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Type of Income 


DEFINITION

This qualified generic field specifies: 

	.../...
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ETYP 
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Type of Exemption 
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Specifies the basis for the reduced rate of withholding. 
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ITYP 
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Type of Income 
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Specifies the type of income. 


CODES
If Qualifier is ETYP, the Data Source Scheme must be used, eg, IRSX in the United States. The lists of exemption type codes to be used in Indicator are available on the SMPG website at www.smpg.info. 
CODES
If Qualifier is ITYP, the Data Source Scheme must be used, eg, IRSX in the United States or DGIX in France. The lists of income type codes to be used in Indicator are available on the SMPG website at www.smpg.info.
5. List of ITYP codes
5.1 French Market Income Type codes

[image: image23.emf]Code Libellé Catégorie fiscale Abattement

Prélèvement 

libératoire et 

prélèvement 

sociaux

A déclarer Imposable Crédit d’impôt

B Actions ou obligations étrangères Revenus à déclarer sans abattement

Income to be declared, without tax allowance

Non Oui Oui Oui Néant ou selon 

convention

D Revenu non imposable à declarer par les payeurs 

– Emprunt Algérie 3.50% 1952-2012

Non Non Oui Non

E Remboursement d'action, remboursement 

d'apport, indemnisation, lot



Remboursement de capital

Revenus à ne pas déclarer

Income not to be declared

Non Non Non Non

I Obligation française émise en France ou à 

l'étranger (pas de retenue à la source)

Revenus d’obligations françaises ou EEE 

ouvrant droit au PFL

Income French / EEE bonds eligible for fixed 

tax levy at source

Non Oui Oui Oui Néant

J Produit de vente de titres, indemnisation suite à 

fusion-acquisition, à inclure dans le montant des 

cessions, cemontant étant immédiatement 

imposable, s'il dépasse le seuil de cessions

Non Non Non Oui

L SCR (plus-value) – exonération sous certaines 

conditions

Revenus d’actions de sociétés à capital risque

Income from venture capital companies

Non Non Oui Oui

O Obligation française (retenue à la source de 10% 

à la charge du bénéficiaire)

Revenus obligations émises avant 1987 

ouvrant droit au PFL

Income bonds before 1987 eligible for fixed 

tax levy at source

Non Oui Oui Oui Retenue à la source

T SCR (revenus nets du portefeuille à risque – 

secteur exonéré). Exonération sous certaines 

conditions

Revenus d’actions ouvrant droit à abattement

Income from shares granting tax allowance

Oui (double 

abat.)

Non Oui Oui (plafonné)

U Titre de créance négociable Revenus de créances sur titres négociables

Income from certificates deposit/ Euro 

commercial paper/ Notes

Non Oui Oui Oui Néant

Y Inconnu

Z Sans signification

8 Titre de créance non négociable E.E.E hors 

Liechtenstein

Revenus de créance (Liquidités)

Sundry other income

Non Oui Oui Oui Néant

9 Titre de créance non négociable étranger Non Non Oui Oui Néant

0 Obligation française (retenue à la source de 12% 

à la charge du bénéficiaire)

Revenus obligations émises avant 1987 

ouvrant droit au PFL

Income bonds before 1987 eligible for fixed 

tax levy at source

Non Oui Oui Oui Retenue à la source

) Obligation française (retenue à la source de 12% 

à la charge de l'émetteur)

Revenus obligations émises avant 1987 

ouvrant droit au PFL

Income bonds before 1987 eligible for fixed 

tax levy at source

Non Oui Oui Oui Retenue à la source

% OPCVM – revenus d’obligations émises avant le 

01/10/84

Revenus obligations émises avant 1987 

ouvrant droit au PFL

Income bonds before 1987 eligible for fixed 

tax levy at source

Non Oui Oui Oui Retenue à la source

& OPCVM – revenus d’obligations émises avant le 

01/10/84

Revenus obligations émises avant 1987 

ouvrant droit au PFL

Income bonds before 1987 eligible for fixed 

tax levy at source

Non Oui Oui Oui Néant

$ OPCVM – revenus d’obligations émises entre le 

01/10/84 et le 31/12/86 

Revenus obligations émises avant 1987 

ouvrant droit au PFL

Income bonds before 1987 eligible for fixed 

tax levy at source

Non Oui Oui Oui Retenue à la source

< OPCVM – revenus d’obligations émises entre le 

01/10/84 et le 31/12/86 

Revenus obligations émises avant 1987 

ouvrant droit au PFL

Income bonds before 1987 eligible for fixed 

tax levy at source

Non Oui Oui Oui Néant

= OPCVM – revenus d’obligations émises à partir 

du 01/01/87

Revenus obligations émises avant 1987 

ouvrant droit au PFL

Income bonds before 1987 eligible for fixed 

tax levy at source

Non Oui Oui Oui Néant

/ Autres revenus (bons du trésor, bons de caisse) Revenus de créance (Liquidités)

Sundry other income

Non Oui Oui Oui Néant

* Actions et OPCVM français Revenus d’actions ouvrant droit à abattement

Income from shares granting tax allowance

Oui (double 

abat.)

Non Oui Oui (plafonné)

£ (#) Actions étrangères Revenus d’actions ouvrant droit à abattement

Income from shares granting tax allowance

Oui (double 

abat.)

Non Oui Oui selon convention+ 

plafonné

> Obligation E.E.E hors Lichtenstein Revenus d’obligations françaises ou EEE 

ouvrant droit au PFL

Income French / EEE bonds eligible for fixed 

tax levy at source

Non Oui Oui Oui Néant ou selon 

convention

Prime de remboursement

Income from redemption premium

FININFO


5.2 US Market Income Type codes

*Source: IRS Form 1042-S – US Source Income Subject to Withholding
	Code
	Description


	Category

	01
	Interest paid by U.S. obligors – general
	Income

	02
	Interest paid on real property mortgages
	Income 

	03
	Interest paid to controlling foreign corporations
	Income

	04
	Interest paid by foreign corporations
	Income

	05
	Interest on tax-free covenant bonds
	Income

	29
	Deposit interest
	Income

	30
	Original issue discount (OID)
	Income

	31
	Short-term OID
	Income

	33
	Substitute payment - interest
	Income

	06
	Dividends paid by U.S. corporations – general
	Dividend Income

	07
	Dividends qualifying for direct dividend rate
	Dividend Income

	08
	Dividends paid by foreign corporations
	Dividend Income 

	34
	Substitute payment – dividend
	Dividend Income

	09
	Capital gains
	Other Income

	10
	Industrial royalties
	Other Income

	11
	Motion picture or television copyright royalties
	Other Income

	12
	Other royalties (e.g., copyright, recording, publishing)
	Other Income

	13
	Real property income and natural resources royalties
	Other Income

	14
	Pensions, annuities, alimony, and/or insurance premiums
	Other Income

	15
	Scholarship or fellowship grants
	Other Income

	16
	Compensation for independent personal services
	Other Income

	17
	Compensation for dependent personal services
	Other Income

	18
	Compensation for teaching
	Other Income

	19
	Compensation during studying and training
	Other Income

	20
	Earnings as an artist or athlete
	Other Income

	24
	Real estate investment trust (REIT) distributions of capital gains
	Other Income

	25
	Trust distributions subject to IRC section 1445
	Other Income

	26
	Unserved growing crops and timber distributions by a trust subject to IRC section 1445
	Other Income

	27
	Publicly traded partnership distributions subject to IRC section 1446
	Other Income

	28
	Gambling winnings
	Other Income

	32
	Notional principal contract income
	Other Income

	35
	Substitute payment – other
	Other Income

	36
	Capital gains distributions
	Other Income

	37
	Return of capital
	Other Income

	50
	Other Income
	Other Income


5.3 Australian Market Income Type codes
5.4 UK and Ireland Market Income Type codes
Qualifier ITYP – Type of Income is to be used as follows:

:22F::ITYP/HMRC/REIT

To indicate that the income source is from a REIT (Real Estate Investment Trust)
6. List of ETYP codes

5.2 US Market Income Type codes

*Source: IRS Form 1042-S – US Source Income Subject to Withholding
	Code
	Description


	Category

	01
	Income effectively connected with a U.S. trade or business
	

	02
	Exempt under an Internal Revenue Code section (income other then portfolio interest)
	

	03
	Income is not from U.S. sources
	

	04
	Exempt under tax treaty
	

	05
	Portfolio interest exempt under an Internal Revenue Code section
	

	06
	Qualified intermediary that assumes primary withholding responsibility
	

	07
	Withholding foreign partnership or withholding foreign trust
	

	08
	U.S. branch treated as a U.S. person
	

	09
	Qualified intermediary represents income is exempt
	


5.3 Australian Market Income Type codes

==================== END of DOCUMENT ==========================




Not applicable
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