RA ID: CR0140

Change Request
for the update of ISO 20022 financial repository items

A. Origin of the request:

A.1 Submitter: ISITC US in their role as the US corporate actions market practice group. ISITC stands for ‘International Securities Association for Institutional Trade Communication’.
 A.2 Contact persons: 
Sonda Pimental, BBH, sonda.pimental@bbh.com, +1 617 772 6459
Steven Gale, Northern Trust, sg10@ntrs.com, +1 312 444 4799
Mary Shine, T Rowe Price, mary_shine@troweprice.com, +1 410 345 6503
Paul Fullam, XSP, pfullam@xsp.com, +1 646 300 6802

A.3 Sponsors:  

B. Related messages:

ISO 20022 messages which would be impacted by the change:

· seev.031.001.01 CorporateActionNotificationV01
Plus any ‘related’ messages that might be impacted.

C. Description of the change request:
Request a new field to support the fair market value of shares resulting from a corporate action. 

When a corporate action event is taxable – either as a dividend or capital gain – or there is a return of capital on that event, and the resulting share entitlements are in stock, in the US market, the IRS (Internal Revenue Service) requires that brokers report the fair market value (FMV) of those shares on the effective date of the event.  The FMV is ultimately compared to the shareholder’s cost basis in that position to determine the gain or loss and / or establish a cost basis for the newly received stock going forward.

This new field “fair market value” would represent the cash value of resulting share payments.
D. Purpose of the change:

A new data element is required to provide the necessary information needed to calculate the tax obligation that will exist from a share payment.  

The resulting share value is information announced by issuers to assist shareholders in calculating tax obligations and assessing the impact of acquiring shares of a company.

The cash value would only be applicable to share payments. The value of a cash payment is known from the announced rate. The cash value may not be established at the point of announcement, the need to communicate the cash value as unknown exists. 

As each of these payments may or may not be subject to tax. The new data element would be optional and available at the share movement level expressed as an amount per share. This will clarify the necessary values to calculate tax per movement/payment.

There are two scenarios where this may be used – it can be utilized for tax applied at the point of payment or future considerations such as capital gains obligations or cost basis considerations. 
1. Cost Basis

When a corporate action event is taxable – either as a dividend or capital gain – or there is a return of capital on that event, and the resulting share entitlements are in stock, the IRS requires that brokers report the fair market value (FMV) of those shares on the effective date of the event.  The FMV is ultimately compared to the shareholder’s cost basis in that position to determine the gain or loss and / or establish a cost basis for the newly received stock going forward.

The Cost Basis Regulation became effective for shares (equities) purchased on or after January 1, 2011 in the Unites States. One of the mandates from the regulation states that this information is to be reported in order to accurately represent a holder’s gain or loss resulting from a taxable corporate action. Based on this mandate, the US market has recognized that this information is needed on the corporate action announcement.
Please note that Jan 2011 Cost Basis Regulation impacts equities. Fixed income and mutual fund instruments will be impacted starting Jan 2012.
Internal Revenue Code guidelines do not specifically state exactly how a broker should arrive at the FMV, but the industry practice is to use the average of the high and low price on the effective date in the absence of an issuer opinion on this value.

2. Withholding:

The cash value of the shares is necessary information in order to calculate cash withholding on share distribution. The equivalent cash value of a share distribution is subject to tax and determines the cash withholding to be paid at the point of distribution. (For example: markets where share distributions are taxable are Korea, Taiwan, Canada, United States, Australia, New Zealand and Malaysia).
At the point of sale, investors may be subject to taxes on the shares resulting from a corporate action. The value of the share distribution resulting from the event is necessary to calculate the capital gains by comparing the sale price to the value of the share distribution. 
The presence of this indicator will allow for STP Processing and provide benefits to downstream processing. In today’s environment, when the cash value of a resulting share payment is announced, this information is presently communicated within the additional text of messaging. 

E. Urgency of the request:

This request should be considered as part of the yearly maintenance cycle which will complete with the publication of new message versions in April/May 2012.
F. Business examples:
Security: AIG

 
ISIN: US0268747849

Event: Spin-off
Ex date: 01/20/2011

Record date: 01/13/2011

Payment date: 02/14/2011
Share rate: 0.533933 new shares per share

Announced market value: USD 16.29
Security: Hanjin


ISIN: KR7097230007

Event: Stock Dividend 
Ex date: 
12/29/2011

Record date:12/31/2011

Payment Date: 04/15/2011

Share rate: 0.10 new shares per share

Announced market value: KRW 5000.00

SEG recommendation:

	Consider
	Y
	Timing

	
	- Next yearly cycle: 2011/2012
(the change will be considered for implementation in the yearly maintenance cycle which starts in 2011 and completes with the publication of new message versions in the spring of 2012)
	Y
	Priority: 

high 

medium 

low

	
	- At the occasion of the next maintenance of the messages
(the change will be considered for implementation, but does not justify maintenance of the messages in its own right – will be pending until more critical change requests are received for the messages)
	

	
	- Urgent unscheduled
(the change justifies an urgent implementation outside of the normal yearly cycle)
	
	

	
	- Other timing:
	


Comments:

See comments in MCR n° 59
	Reject
	


Reason for rejection:
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