
Information note to the BoD Concerning the EC Proposal for a Council Directive On a Financial Transaction Tax
On 28 September 2011, the European Commission published its proposal for a Council Directive on a common System of Financial Transaction Tax[footnoteRef:2] (FTT). On 14 October, the IAC received a copy of the EC proposal from the Cyprus Ministry of Finance with a request to provide comments  as well as quantitative data on i) the volume of transactions likely to be affected, and ii) the likely impact on the Cyprus economy. In this context, the IAC’s BoD instructed the IAC secretariat to undertake an analysis aiming at determining which transactions typically entered into by insurance companies would be subject to the FTT. The BoD would subsequently use the results of the analysis as a basis for the assessment of the impact of the proposal on the insurance industry, in order to determine the line to take in its response to the Ministry of Finance.    In response to the BoD’s request the IAC Secretariat, following in-depth desk research, prepared a comprehensive analysis of the issue. Given the length and technical detail of the paper, a summary of the result was also prepared, provided here below in table form. [2:  COM(2011) 594 Final] 

The following Table lists a number of transactions (or types of transactions) and classifies them according to i) whether or not they are within the proposal’s scope of application, and ii) whether or not they qualify as non-derivative or derivative agreements. On (ii), it is recalled that the proposal distinguishes between eligible transactions related to derivative agreements and eligible transactions not so related; on the former, the tax rate should be no less than 0.01% of notional value, and on the latter it should be no less than 0.1% of market price. 
	Transaction
	Within Scope?
	Non-Derivative
	Derivative
	Comments

	1.  Shares  (Standard)
	YES
	✔
	
	Typical common equity in companies, public or private

	2. Privileged Shares (Standard) 
	YES
	✔
	
	Involving typical enhancements over common equity  in relation to seniority, accumulation, dividends, etc.

	3. Bonds/Bills (Standard)
	YES
	✔
	
	Typical bonds of fixed duration, coupon or not, government, municipal, or corporate, junior or senior.

	4. Deposits (Standard)
	NO
	
	
	Typical term deposits with guaranteed principal.

	5. Deposits linked to an underlying (i.e S&P 500)
	YES
	
	✔
	It is dependent on the performance of an underlying instrument, may or may not guarantee principal.

	6. Certificates of Deposit
	YES
	✔
	
	Typical money-market instrument

	7. Loans from banks
	NO
	
	
	Typical bank borrowing, fixed/variable rate, fixed/revolving duration, principal guaranteed.

	8. Payments by/to policyholders
	NO
	
	
	Retail transactions such as payments related to insurance contracts are outside the scope.

	9. Payments by/to insurance agents/intermediaries
	NO
	
	
	Not a financial instrument.

	10. Units in Funds
	YES
	✔
	
	Does not matter whether the fund is a UCITS or Alternative investment such as hedge fund, private equity, etc.

	11. Commercial Paper 
	YES
	✔
	
	Typical money-market instrument

	12. Currency (Spot)
	NO
	
	
	i.e, use Euro today to buy US Dollars.

	13. Commodity (Spot)
	NO
	
	
	

	14. Issuing-Redeeming Shares/Bonds
	NO
	
	
	Art. 1(4) FTT excludes primary market transactions (exceptions apply)

	15. Transactions with ECB, OECD, EIB, MS central Banks, etc
	NO
	
	
	Art. 1(4) FTT excludes transactions with these counterparties

	16. Overdraft
	NO
	
	
	Considered as a type of revolving credit

	17. Buy/Sell Reinsurance
	NO
	
	
	This is not a financial instrument such as a credit derivative; For the latter there is no requirement for the risk seller to have suffered any loss as a condition of the risk buyer making a payment. Nor does the risk seller need any interest in the underlying subject matter as a condition of receiving payment. A further contrasting feature relates to determining the measure of loss in respect of a risk; It is a relatively simple matter in the context of interest rates, currencies, equities and commodities. It is less so in the case of a claim in relation to a specific policy of insurance or reinsurance (i.e, fire, flood, etc).

	18. Covered Bonds

	YES
	✔
	
	The ring-fenced asset pool does not render it a derivative

	19. Asset-Backed Securities, Mortgage-Backed Securities, CDOs, etc
	YES
	✔
	
	Basic ABS, MBS, CDO bonds normally do not involve a derivative, so they are conceived as plain bonds.

	20. Structured securities that embed a derivative
	YES
	✔
	✔
	Typically a security with embedded derivative(s). Must disentangle and tax each separately.

	21. Convertible Bonds
	YES
	✔
	✔
	Typically a security with embedded derivative(s). Must disentangle and tax each separately.

	22. Callable/puttable Bonds
	YES
	✔
	✔
	Typically a security with embedded derivative(s). Must disentangle and tax each separately.

	23. FX Derivatives 
	YES
	
	✔
	i.e, currency swaps, currency futures.

	24. Interest Rate Derivatives
	YES
	
	✔
	i.e, interest rate swaps –fixed to/from variable

	25. Commodity Derivatives
	YES
	
	✔
	i.e, options and futures for grain, cocoa, gold, etc

	26. Equity Derivatives
	YES
	
	✔
	i.e, options and futures

	27. Credit Derivatives
	YES
	
	✔
	i.e, credit default swaps -CDS

	28. Financial Guarantee
	YES
	
	✔
	Provided it operates  in a similar way to a CDS

	29. Repurchase Agreement & Reverse Repurchase Agreement
	YES
	
✔
	
	Selling securities with an agreement to buy them back at a later date at sale price + repo rate. 



· For more details, please refer to the full analysis available on IAC’s website[footnoteRef:3] or directly from IAC. [3:  www.iac.org.cy ] 


